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A LONGITUDINAL STUDY OF AUDIT QUALITY  

DIFFERENCES AMONG AUDITORS 

Manh Dung Tran
1
 

National Economics University, Vietnam 

 

Abstract: 

Audit quality is defined as probability that financial statements are free from material 

misstatements. The existence of a positive relationship between audit firm size and audit 

quality has long been accepted in the previous literature. This has resulted in many studies to 

collect evidence of differential audit quality pertaining to the size of audit firms, i.e. big and 

small size. Consequently, the conclusion has been asserted that larger audit firms produce 

higher audit quality, and there has been homogeneous among large audit firms. The collapse 

of AA, however, has undermined the statement that big audit firms provide higher audit 

quality than small audit firms do. This study looks into variations in audit quality basing on 

the extent of compliant levels with disclosure requirements in relation to goodwill impairment 

of large listed Hong Kong firms after three years transition to IFRS. The results found that 

audit quality of big 4 auditors is seen to be higher than that of non big 4 audit firms and 

quality of an audit among big 4 auditors is not homogeneous as long accepted before, but is 

subject to variation. 

Keywords: Goodwill, Audit Quality, HKAS 36, Impairment Testing. 

 

1. Introduction 

Audits serve a vital economic purpose and play an important role in satisfying 

the public interest to strengthen accountability and support trust and belief in financial 

reporting (ICAEW, 2005). Above all others, audit industry become more and more 

important in the eyes of financial statement users when the view of ―true and fair‖ of 

financial statements is much violated and spate of misstatements and fraud relating to 

accounting and financial reporting. 

Audit quality is considered as one of the most important issues in the audit 

activities (Kit, 2005) and is defined as probability that financial statements are fairly 

presented when an unqualified opinion is given (Simunic, 2003). The acceptance of 

big audit firm associated with high audit quality for a long passage of time is given in 

a huge literature (DeAngelo, 1981; Balvers et al., 1988; Palmrose, 1988; Teoh & 
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Wong, 1993; Copley et al., 1994; Moize, 1997; Becker et al., 1998; Krishnan & 

Schauer, 2000; Blokdijk et al., 2003; Simunic, 2003). However, that view is 

undermined by bankruptcy of Enron and Arthur Andersen collapse in the early years 

of the 21
st
 century. 

For having a high audit quality, material misstatements should be detected basing 

on technical competence and reported basing on independence of an auditor. In other 

words, high audit quality should be related to high information quality of financial 

statements because financial statements audited by high quality auditors should be less 

likely to contain material irregularities (Dang, 2004).  

Concurrently, a large number of countries, including Hong Kong, switched to 

International Financial Reporting Standards (IFRS) based financial reporting 

framework. Adoption of IFRS considers as the most revolutionary financial reporting 

development and makes very difficult for financial statement preparers (Hoogendoorn, 

2006), and also difficult for very auditors as well. 

For the convergence of IFRS, Hong Kong has designed an own version of 

accounting framework, Hong Kong Financial Reporting Standards (HKFRS), that 

came into effect from 1
st
 January 2005. Because of over-complexity and challenged 

requirements in HKFRS, not regard to some most difficult issues such as financial 

instruments, impairment, pensions, there is a high possibility to have inherent 

misstatements in the financial statements of reporting firms in the early years after 

HKFRS adoption. This also makes more difficult for an auditor to detect irregularities 

in a client‘s accounting system. That is why audit quality may be impacted in these 

circumstances. Moreover, combination of increased market, regulatory and technical 

pressure may result in implications for variation in audit quality. 

Asset impairment including goodwill impairment and its disclosure is one of the 

most difficult issues in practices (Hoogendoorn, 2006). Preparation of financial 

statements complying with the requirements of HKAS 36 ―Impairment of Assets‖ or 

IAS 36 equivalent requires reporting firms to apply some financial principles drawn 

from discounting, forecasting and valuation models under potentially uncertain 

conditions. With different subjective assumptions relating to, for example, discount 

rates, growth rates and forecast periods produce different outcomes of present values 

that are discounted from future cash flows and to evaluate which the best outcome is 

too difficult and have potential controversy. The format and nature of goodwill item in 

the balance sheet and income statement have not been much changed after adoption of 

goodwill impairment standard, reporting firms are required to disclose abundant 
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information relating to goodwill impairment in the notes to the accounts. 

Because audit assurance (audit quality) is likely to be positively related with 

compliance with accounting standards (Copley et al., 1994), variations in disclosure of 

goodwill impairment in the note-form of consolidated financial statements are likely to 

be the result of variations in audit quality. Thus, the measure of audit quality variations 

used in this research is the extent of compliance variations with the disclosure 

requirements of HKAS 36 in the multi-year dataset. So the level of technical 

compliance with requirements of disclosures considers as a proxy for audit quality 

pertaining to challenged and over-complicated provisions of the goodwill impairment 

testing regime. 

This research is structured as follows. Section 2 reviews the suitable literature of 

audit quality. Section 3 describes the data sample collection and methodology 

employed in the conduct of the research. Section 4 sets out a discussion of key results, 

while Section 5 shows some key conclusions and implications of the study practice 

and potential further research. 

2. Literature Review 

Audit quality is an important element of corporate governance and can be defined 

as the probability that an auditor discovers and reports material misstatements in the 

accounting system of a company (DeAngelo, 1981; Watts & Zimmerman, 1986). In 

other words, audit quality is understood as probability that financial statements are free 

from material omissions or misstatements (Palmrose, 1988). In that sense, audit quality 

consists of two elements, the first is generally explained to be related to the technical 

competence and the second relates to independence of an auditor (Caneghem, 2004). 

However, the quality of an audit is not public information and cannot be directly 

observed by financial statement users. So, assessing audit quality is one of the most 

controversial issues that many researchers have investigated. Auditor size is by far one 

of the most frequently used as a surrogate for audit quality in previous literature. De 

Angelo (1981) is one of the earliest author in this field, audit quality, demonstrates that 

larger audit firms have more clients, more reputations and more to lose by failing to 

report discovered misstatements in the financial statements than smaller audit firms 

have. So this motivates big audit firms to work harder than non big audit firms, and 

ceteris paribus, more efforts imply higher audit quality. In the research of DeFond & 

Jiambalvo (1991), the results found that larger audit firms incur costs to develop a 

reputation for adding value to the audit and are better able to detect and report material 
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misstatements in the financial statements. 

A series of empirical evidence is ostensibly consistent with the hypothesis that 

big audit firms do provide higher audit quality than small ones. Moize (1997) suggests 

that big firms‘ audit fees are higher than non big firms‘ audit fees. The reason is that 

higher audit fee is associated with a greater number of hours and hence a higher 

reputation implies a higher audit quality. In the study of Becker et al. (1998), the 

results show that discretionary accruals of clients with non big auditors are higher than 

that of clients with big auditors. In other words, higher audit quality should be more 

likely to successfully detect and prevent earnings management. 

Consistent with the provided hypothesis that big audit firms do assure higher 

quality audits. Capital market research have shown that stock market reacts more 

strongly when a client shifts to a big audit firm and reports higher earnings response 

coefficients compared to client of a non big audit firm (Teoh & Wong, 1993). Other 

studies on the market reaction to the initial public offerings (IPO) of stocks experience 

less underpricing from a big audit firm client than that from a non big audit firm client 

(Balvers et al., 1988; Firth & Smith, 1992). 

Big audit firms have been found to have lower litigation occurrence rates than 

non big audit firms (Palmrose, 1988). Krishnan & Schauer (2000) prove that the 

compliant levels of GAAP reporting requirements of big audit firm clients are higher 

than that of non big audit firm clients and assume that extent of compliance with 

GAAP is likely to be related to the probability of detecting and revealing material 

misstatements. Forecast accuracy is higher and the dispersion is lower when a client 

hires a big audit firm (Behn et al., 2008). 

There are more and more other huge literature also provide much empirical 

evidence for asserting that auditor size is a proxy for audit quality. However, events of 

the bankruptcies of WorldCom and Enron, and the related collapse of Arthur 

Anderson, one of the biggest audit firms in the world, have both reduced the good 

image of audit industry and confidence of financial statement users in audit quality. 

Because of Andersen collapse in 2002, Chaney & Philipich  (2002) investigate the 

impact of this event on the clients of Andersen and find that Andersen‘s clients 

experienced statistically negative market reaction and investors downgraded the audit 

quality conducted by Andersen. As a result, to some extent, this event has undermined 

the assertion that has been prevailing for a long time that large audit firms do provide 

higher audit quality. Thus, a small number of recent studies have begun to examine the 

possibility of differential audit quality among large audit firms, rather than assuming 
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that there is a homogeneous audit quality among large audit firms. 

Fuerman (2004) investigates the possibility of audit quality differentials among 

large audit firms by examining financial disclosures pertaining to private securities 

class actions from 1996 to 1998. This research found that Arthur Andersen produced 

audits of lower quality compared against the remainder of the big 6 auditors, but 

distinguishing audit quality among these audit firms was impossible. In contrast, 

Eisenberg & Macey (2003) analyse the financial restatements performed by auditors 

and find no evidence of audit quality differentials among large audit firms, including 

Arthur Andersen. Other studies has given the same conclusion that there is no 

difference of audit quality among big auditors (Tilis, 2006). Meanwhile, by using 

earnings forecast errors in prospectuses of IPO in Singapore, Lam & Chang (1994) 

even conclude that there is no difference of audit quality among big audit firms and 

non big audit firms. 

While audit quality literature is propensity to support the proposition that audit 

quality conducted by large auditors exceeds that performed by small auditors, there is 

little evidence to show audit quality variation among large auditors. In the nature, audit 

quality has been one of the most important issues in the field of audit research (Kit, 

2005). Because aspects of the probability to discovering and reporting material 

misstatements are unobservable (Krishnan & Schauer, 2000), so researchers have 

chosen two methods for measuring audit quality in empirical work, namely, indirect 

and direct methods. The evaluation of audit quality on an indirect method tends to 

stem from a process of comparing observed values for some accepted proxies for 

quality among audit firms, while attempts to measure direct audit quality through the 

process of the audit. 

The former approach seems to be easier than the latter one. Majority of literature 

measure indirect method based audit quality (via proxy), including literature providing 

some evidence of fee differentials (Copley, 1991; Moize, 1997), abnormal accruals 

(Yu, 2007), litigation occurrence and resolution (Palmrose, 1988), earning forecast 

accuracy (Behn et al., 2008), earnings response coefficients (Teoh & Wong, 1993), 

earnings management (Becker et al., 1998), earnings forecast error (Lam & Chang, 

1994), users‘ perceptions (Schroeder et al., 1986; Boon, 2007). 

Quite differently, measuring audit quality bases on direct method is more 

difficult and costly. Under this method, audit quality is measured by quality control 

review (Donald R. Deis & Giroux, 1992), audit processes (Sutton & Lampe, 1991), 

peer review (Colbert & Murray, 1998), audit performance (Blokdijk et al., 2006). 
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There is a specific characteristics when using direct method is that it requires 

researchers to have an involvement in an audit team, or have direct access to audit 

working papers and audit files, or basing on peer review processes performed in 

relation to audit engagements (Carlin et al., 2009). 

As discussed above, the matter of audit quality variations among big audit firms 

as well as big audit firms vs. non big audit firms emerges very important and needs to 

be answered. Further, in countries where adoption of IFRS based reporting framework 

has coincided with other types of structural shifts impacting much on audit service 

provisions, significant emphasis has been directed toward audit firms (Carlin et al., 

2009). So the adoption of IFRS represents a good point to be scrutinized, in which 

asset impairment including goodwill impairment is the one of the most difficult issues 

in practice (Hoogendoorn, 2006). 

Measuring and reporting goodwill based on IFRS framework produce substantial 

challenges to Hong Kong reporting firms. Almost all reporting firms will be impacted 

by the more highly prescriptive impairment test under HKAS 36. With over-complex 

and challenged requirements, issues of recognizing, measuring and reporting goodwill 

and its impairment are really difficult for reporting firms to apply. Under HKAS 36, 

reporting firms are supposed to deal with considerably expanded disclosure 

requirements in particular pertaining to method used for determining CGU recoverable 

amount, impairment testing process, including disclosures relating to key assumptions. 

Value of goodwill is impaired in the financial year in case recoverable amount of 

portfolios of assets (known as cash generating units – CGUs) lowers than carrying amount 

(book value) related to those assets. Under HKAS 36, recoverable amount is defined as 

the higher of an asset‘s or a CGU‘s fair value less costs of disposal and its value in use. It 

turns out that reporting firms are required to benchmark (select) either a fair value or value 

in use method for estimating CGU recoverable amount, and each approach produces 

substantial implications for the types of disclosures provided by reporting firms. 

HKAS 36 requires limited disclosures of the assumptions and processes adopted by 

a firm which has chosen fair value as the benchmark for impairment testing, whereas 

more specific and highly detailed disclosures are required reporting firms to report when 

using value in use as benchmark for determination of CGU recoverable amount.  

Adoption of new standard for goodwill has not produced significant changes to 

the format and nature of information on the face of financial position statement and 

comprehensive income statement, it has considerably changed to disclose information 
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relating to goodwill in the notes to the accounts. These changes would have been 

revealed in the accounting policies and specific note for justifying the value of 

goodwill in the financial position statement. 

From an audit perspective, IFRS framework results in overwhelming increases in 

disclosures, and requires more involvement of auditors in achieving full compliance 

with IFRS (Hoogendoorn, 2006). Apparently, volume of audit work increases 

significantly due to complicated provisions in IFRS as well as overwhelming 

information disclosures in the notes to the financial statements. 

The level of vigilance on the part of auditors to data in the financial statements is 

also entirely different. This was proved in the research of Libby et al. (2006) that 

partners of big 4 auditors require more correction of misstatements in recognized 

amounts in the balance sheet than that in the notes to the accounts. This suggests that 

high priority is related to minimizing errors or irregularities on the face of balance 

sheet and statement of income, and low priority is attached to accounting policies as 

well as specific notes of goodwill in the notes to the financial statements. 

Shifting to an IFRS based regime for goodwill impairment has a big impact on 

disclosures in the notes to the accounts. More elaborately, the highly detailed 

disclosure requirements in HKAS 36 represent a good opportunity to investigate the 

compliant levels and disclosure quality that were conducted by reporting firms, and 

provide insights of audit quality differentials among auditors. Since goodwill 

impairment standard is the one used to identify misstatements in the accounting system 

of a client, the extent of compliance with this standard is likely to be directly 

correlated with the probability of discovering and reporting irregularities in the 

accounting system, or audit quality. 

In contemplating the technical requirements of impairment testing process and 

disclosure under HKAS 36, some critical risk issues should be scrutinized. The first 

of these issues relates to the manner in which cash generating units (CGUs) are 

defined for the purposes of goodwill impairment testing regime. The second relates 

to method used and related assumptions pertaining to each method in the process of 

impairment testing. 

Previous research show the importance of technical processes in relation to 

goodwill impairment testing process (Lonergan, 2007; Carlin et al., 2009). One key 

challenge emerged in HKAS 36 is the manner in which goodwill is allocated to CGUs 

for the purposes of impairment testing. A particular risk relating to this process is 
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known as CGU aggregation problem (Carlin et al., 2007c), where too few CGUs are 

defined or not disclosed. This causes that impairment expenses may be avoided or at 

least deferred. So profit may be overstated due to defining too few CGUs than normal. 

The selection of appropriate discount rates, growth rates and forecast period in 

the discounted cash flow model, where a firm adopts a method of value in use in the 

process of goodwill impairment testing, is also of great interest. Apparently, the 

over-complexity requirements stipulated in HKAS 36, the selection of methods made 

by reporting firms, the appropriate assumptions given in each method, the 

compliance of the technical requirements made pursuant to the goodwill impairment 

standard, all provide much evidence for evaluating variations in audit quality in the 

multi-year dataset.  

3. Research Methodology 

The study consists of the first three years of financial reporting pursuant to 

HKAS 36 in Hong Kong. The Worldscope Datastream database was used to identify 

the population of firms listed on the Hong Kong Stock Exchange (HKEx) in the first 

three years adoption of HKFRS. 

In constructing the final research sample, a number of steps were undertaken. First, 

firms are required to be the members in Main Board of HKEx as at December each year. 

Consequently, there are 934 listed firms with market values of $8,113 billion in the first 

time adoption; 975 with market values of $13,248 billion in the 2
nd

 time adoption; and 

1,048 with market values of $20,536 billion in the 3
rd

 time adoption. 

Second, commence with the largest of these firms (based on the market 

capitalization) and move to each smaller company. Then choose 500 firms with 

biggest market values in each year. Consequently, the percentages of market 

capitalization of 500 biggest firms in total market values in the 1
st
, 2

nd
 and 3

rd
 times are 

98.94%, 99.11% and 98.57%, respectively. 

Third, choose listed firms which have goodwill balances as their asset bases in 

the consolidated financial statements and applied HKFRS in each year. As a result, 

there are 161 listed firms with market value of $4,431 billion in the 1
st
 time 

(accounting for 54.61% in total market values), 249 with market capitalization of 

$8,349 billion (about 63.02%) in the 2
nd

 time; 264 with market values of $12,922 

billion (about 62.93%) in the 3
rd

 time. 

To allow for industry segmentation, all listed firms were allocated to one of five 

industry groupings comprising organizations with related to principle lines of business, 
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namely, Consumer Goods and Conglomerate; Financials; Telecommunications and 

Services; Materials and Industrial Goods; and Utilities, Energy and Construction. An 

overview of the research sample is illustrated in Table 1, below. 

Table 1: Overview of Research Sample – 3 years 

 

Sectors 

Number of firms Total Goodwill 

($ million) 

Goodwill as  

% Total Assets 

 1
st
  

time 

2
nd

  

time 

3
rd

  

time 

1
st 

time 

2
nd

 

time 

3
rd 

time 

1
st
 

time 
2

nd
 time 3

rd
 time 

Consumer Goods & Conglomerate 48 73 77 35,191 48,127 82,982 2.7% 2.9% 3.7% 

Financials 16 24 25 265,025 315,988 332,074 1.8% 1.7% 1.0% 

Telecommunication & Services 47 69 62 64,515 100,844 96,022 5.5% 6.9% 5.5% 

Materials & Industrial Goods 20 29 37 3,831 8,030 11,194 1.7% 2.3% 2.1% 

Utilities, Energy & Construction 30 54 63 12,128 30,171 39,436 1.9% 1.7% 1.6% 

TOTAL (n) 161 249 264 380,690 503,160 561,706 2.1% 2.1% 1.4% 

In the 1
st
 year adoption (1

st
 time), total sample goodwill comprised $380,690 

million. In the 2
nd

 time, goodwill comprised $503,160 million, and in the 3
rd

 time 

goodwill comprised $561,706 million. It is evident in Table 1 that ratio of goodwill to 

total assets in overall sample in the 1
st
 time was the same in the 2

nd
 time (about 2.1%) 

and then reduced to 1.4% in the 3
rd

 time. 

Table 2 and Table 3 show the number of firms audited by auditors, and by 

industry sectors in the multiyear dataset. There was no evidence in the multi-year 

dataset of significant variations pertaining to the number of firms audited by auditors. 

The number of clients for each auditor in multi-year dataset is uneven, with PWC 

dominating in the each year sample, followed by Deloitte, EY, and KPMG, and other 

auditors (or non-big 4 auditors) with minimal share in the research sample. 

Table 2: Number of Firms Audited by Sectors 

Sectors No. of firms Deloitte EY 

 1
st
  

time 

2
nd

  

time 

3
rd

  

time 

1
st 

 time 

2
nd

  

time 

3
rd 

 time 

1
st
  

time 

2
nd

  

time 

3
rd

  

time 

Consumer Goods & Conglomerate 48 73 77 13 22 16 13 18 21 

Financials 16 24 25 3 6 5 3 7 7 

Telecommunication & Services 47 69 62 8 11 13 9 10 10 

Materials & Industrial Goods 20 29 37 9 11 11 3 7 8 

Utilities, Energy & Construction 30 54 63 10 17 18 5 9 12 

          

TOTAL (n) 161 249 264 43 67 63 33 51 58 

          

Percentages in each year (%) 100 100 100 26.7 26.9 23.9 20.5 20.5 22.0 

Table 3: Number of Firms Audited by Sectors (Cont‟d) 
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Sectors KPMG PWC Others 

 1
st
  

time 

2
nd

  

time 

3
rd

  

time 

1
st 

time 

2
nd

 

time 

3
rd 

time 

1
st
 

time 

2
nd

  

time 

3
rd

  

time 

Consumer Goods & Conglomerate 3 5 4 13 17 21 6 11 15 

Financials 6 8 9 4 3 4 0 0 0 

Telecommunication & Services 5 7 6 23 30 24 2 11 9 

Materials & Industrial Goods 2 4 7 5 5 6 1 2 5 

Utilities, Energy & Construction 2 7 4 11 17 21 2 4 8 

          

TOTAL (n) 18 31 30 56 72 76 11 28 37 

          

Percentages in each year (%) 11.2 12.5 11.4 34.8 28.9 28.8 6.8 11.2 14.0 

A central question is the extent to which the clients of audit firms comply with 

over complex technical provisions of a new and challenged standard. Potential 

interests of CGU issue, discount rate and growth rate disclosures should be scrutinized 

under HKAS 36. Analytical procedures were applied to the sample data. 

First, sample firms were sorted by audit firm identity, according to whether 

they employed a value in use method to estimation of CGU recoverable amount, a 

fair value less costs of disposal method, a combination of methods (i.e. the use of 

value in use in some CGUs and use of fair value in others), or failed to disclose the 

method used. 

Second, the firms in the research sample were classified by audit firm identity, 

according to whether they allocated all goodwill values to the defined CGUs, or 

whether they allocated partially goodwill values to CGUs, or whether their disclosures 

were not given so it was impossible to determine how or if value of goodwill had been 

allocated to defined CGUs. 

Third, the sample firms were filtered by audit firm, according to the relationship 

between the number of CGUs defined for the purpose of goodwill impairment testing 

and the number of operating segments for the purpose of segment information 

reporting.  

Fourth, the sample firms were sorted by audit firm, according to the quality of 

discount rate disclosure in the goodwill impairment testing process. Data was stratified 

into four categories, namely, multiple discount rates, single discount rate, range of 

discount rates, and no effective disclosure. Firms categorized in the first category, i.e. 

―multiple discount rate‖, appeared to fully comply with the disclosure requirements of 

HKAS 36 by disclosing unique rates applicable to each of their various CGUs. This 

type of disclosure fully complies with the standard requirements and provides a higher 
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assurance of process quality through different discount rates to each defined CGU.  

Firms in the second category, i.e. ―single discount rate‖, revealed that they 

defined blanket whole of company discount rate for all defined CGUs for estimating 

CGU recoverable amount in the discounted cash flow model. This did not appear to 

comply with the requirements that a discount rate unique to each defined CGU and 

each CGU risk was arguably different. 

Firms were assigned in the third category disclosed a range of discount rates 

which had been employed for estimating CGU recoverable amount in the discounted 

cash flow model. Because of lacking specific discount rate to each defined CGU, it is 

questionable whether disclosure of this category meets the requirements of HKAS 36. 

Finally, allocation of firms in the fourth category signified that the firms failed to 

provide inadequate discount rate disclosure and in consequence provided no 

meaningful information for financial statement users to evaluate the robustness of 

goodwill impairment testing process. Therefore, these firms were judged to have poor 

disclosures and not to comply with the disclosure requirements of HKAS 36. 

4. Results and Discussion 

The interest of this research concentrates on audit quality variations among 

auditors based on the reporting firms‘ compliance with disclosure requirements 

relating to goodwill impairment under HKAS 36. The first question in understanding 

the process of goodwill impairment testing is the selection of valuation approach for 

estimating recoverable amount of assets assigned to CGUs.  

Under HKAS 36, recoverable amount of an asset or a CGU is the greater of its 

fair value less costs to sell, determined basing on market based evidence, and its value 

in use, determined basing on a discounted cash flow model. Table 4 and Table 5 show 

the frequency of method used for estimating recoverable amount of an asset or a CGU, 

either fair value or value in use or mixed method (combination of the fair value and 

value in use), and no effective disclosure in the multi-year dataset. 

There was little evidence of a substantial variation of using a fair value or value 

in use approaches among clients of audit firms in the multi-year dataset. Consistent 

with extant literature, the approach of value in use dominated in the initial IFRS 

adoption year and continued to dominate thereafter in the gradually increasing 

tendency. On the contrary, the fair value was applied by the small number of audit 

firm clients in the multi-year dataset in the slightly increasing change. A small 

proportion of audit firm clients applied mixed method, combination of the fair value 
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and value in use approaches, except clients of KPMG and other auditors. 

A slightly falling tendency belongs to audit firm clients that failed to disclose 

method used for determining CGU recoverable amount. These clients were judged not 

to comply with disclosure requirements of HKAS 36. As a result, impairment testing 

process was impossible to be conducted. 

Specifically, the non-compliant rates of not disclosing method used for 

calculating CGU recoverable amount belonging to clients of Deloitte, EY, PWC were 

in the fluctuation manners, whereas the non-compliance levels of not disclosing 

method belonging to clients of other audit firms and KPMG were in the decreasing 

tendency, in general. From this analysis, it appeared that clients of other auditors have 

higher levels of non compliance with disclosure requirements in comparison with 

clients of big 4 auditors, especially Deloitte. 

Table 4: Method Employed to Determine Recoverable Amount of CGUs 

Method Deloitte EY KPMG 

          

 1
st
 

time 

2
nd

 

time 

3
rd

 

time 

1
st 

time 

2
nd

 

time 

3
rd 

time 

1
st
 

time 

2
nd

 

time 

3
rd

 

time 

Fair value - 1 2 1 2 1 2 2 3 

Value-in-use 42 58 58 27 42 52 12 28 26 

Mixed method - 3 2 4 2 1 - - - 

No effective disclosure 1 5 1 1 5 4 4 1 1 

          

Total (n) 43 67 63 33 51 58 18 31 30 

          

Proportions of firms where 

no effective disclosure (%) 2.3 7.5 1.6 3.0 9.8 6.9 22.2 3.2 3.3 

Table 5: Method Employed to Determine Recoverable Amount of CGUs (Cont‟d) 

Methods PWC Others Total 

          

 1
st
 

time 

2
nd

 

time 

3
rd

 

time 

1
st 

time 

2
nd

 

time 

3
rd 

time 

1
st
 

time 

2
nd

 

time 

3
rd

 

time 

Fair value - - 1 - 1 1 3 6 8 

Value-in-use 43 61 64 8 24 34 132 213 234 

Mixed method 1 5 4 - - - 5 10 7 

No effective disclosure 12 6 7 3 3 2 21 20 15 

          

Total (n) 56 72 76 11 28 37 161 249 264 

          

Proportions of firms where 

no effective disclosure (%) 21.4 8.3 9.2 27.3 10.7 5.4 13.0 8.0 5.7 

The next analytical procedure employed was to compare the reported value of 
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goodwill on the consolidated financial statements with the sum of the amounts of 

goodwill allocated to defined CGUs of reporting sample firms of audit firms. As set 

out in Table 6 and Table 7, there was evidence of insignificant variations of using 

methods among audit firm clients in the multi-year dataset. 

The majority of firms fully complied with the disclosure requirements in the 

increasing manner, from 64% of total year sample in the 1
st
 year adoption, to about 

72% in the 2
nd

 time, and 75% in the 3
rd

 time (in case it was possible to have matched 

data between value of goodwill on the balance sheet and the sum of goodwill allocated 

to CGUs). Only some cases belonging to clients of Deloitte, EY and KPMG that 

goodwill value allocated partially to defined CGUs and discrepancies between 

goodwill value and the sum of goodwill allocated to CGU were considered to be 

immaterial. 

Meanwhile, a high proportion of audit firm clients provided no information 

bearing on the relationship between goodwill values and value of goodwill allocated to 

defined CGUs. On the whole sample, proportions of clients where non-compliance 

with disclosure requirements were in the decreasing tendency, i.e. 35% in the 1
st
 time, 

27% in the 2
nd

 time and 24% in the 3
rd

 time. 

The non-compliance levels of not showing relationship between goodwill 

balances and goodwill allocated to CGUs in the fluctuation manners belong to 

clients of Deloitte, KPMG and PWC, in the increasing tendency belong to clients of 

EY and in the decreasing tendency involve clients of other audit firms. It appears 

from the data in Table 6 and Table 7 that the lowest non-compliance rate belongs to 

the clients of Deloitte in comparison with remaining audit firm clients, including 

other audit firm clients. 

Table 6: CGU Allocation Compliance by Auditors 

Sectors Deloitte EY KPMG 

          

 1
st
 

time 

2
nd

 

time 

3
rd

 

time 

1
st 

 time 

2
nd

  

time 

3
rd 

 time 

1
st
  

time 

2
nd

 

time 

3
rd

 

time 

Fully compliant 37 57 56 18 34 38 10 22 22 

Ostensibly compliant - - 1 1 1 1 - 1 1 

Non-compliant 6 10 6 14 16 19 8 8 7 

          

Proportions of firms 

where no compliant (%) 14.0 14.9 9.5 42.4 31.4 32.8 44.4 25.8 23.3 

Table 7: CGU Allocation Compliance by Auditors 
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Sectors PWC Others Total 

          

 1
st
 

time 

2
nd

 

time 

3
rd

 

time 

1
st 

 time 

2
nd

  

time 

3
rd 

 time 

1
st
  

time 

2
nd

 

time 

3
rd

 

time 

Fully compliant 32 45 56 6 21 26 103 179 198 

Ostensibly compliant - - - - - - 1 2 3 

Non-compliant 24 27 20 5 7 11 57 68 63 

          

Proportions of firms 

where no compliant 

(%) 42.9 37.5 26.3 45.5 25.0 29.7 35.4 27.3 23.9 

 

The next analysis technique provides more evidence of compliant levels of audit 

firm clients bearing on CGU aggregation, which is illustrated in Table 8 and Table 9. 

The data show the relationship between the number of CGUs and the number of 

business segments in the multi-year dataset. 

There was evidence of unsubstantial variations of audit firm clients pertaining to 

the relationship between the number of CGUs and the number of segments in the time 

series. Clearly, the percentages of each year audit firm clients defined fewer number of 

CGUs than number of segments and provided no effective information pertaining to 

number of CGUs were much higher than that of audit firm clients defined number of 

CGUs equal or higher than number of segments. 

Table 8: Segments and CGU Aggregation by Auditors 

Number of firms Deloitte EY KPMG 

          

 1
st
  

time 

2
nd

  

time 

3
rd

  

time 

1
st 

time 

2
nd

 

time 

3
rd 

time 

1
st
  

time 

2
nd

  

time 

3
rd

  

time 

CGU > Segments 6 10 8 2 4 7 2 6 4 

CGU = Segments 12 11 18 2 6 7 5 3 3 

CGU < Segments 21 36 32 17 27 28 3 14 16 

No Effective Disclosure 4 10 5 12 14 16 8 8 7 

          

Proportion of firms where CGUs <  

segments or no effective disclosure 

(%) 58.1 68.7 58.7 87.9 80.4 75.9 61.1 71.0 76.7 

 

 

Table 9: Segments and CGU Aggregation by Auditors (Cont‟d) 
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Number of firms PWC Others Total 

          

 1
st
  

time 

2
nd

  

time 

3
rd

  

time 

1
st 

time 

2
nd

  

time 

3
rd 

time 

1
st
  

time 

2
nd

  

time 

3
rd

  

time 

CGU > Segments 8 8 12 0 1 3 18 29 34 

CGU = Segments 11 19 16 1 4 4 31 43 48 

CGU < Segments 17 21 33 5 16 20 63 114 129 

No Effective Disclosure 20 24 15 5 7 10 49 63 53 

          

Proportion of firms where CGUs <  

segments or no effective disclosure (%) 66.1 62.5 63.2 90.9 82.1 81.1 69.6 71.1 68.9 

 

Specifically, proportion of firms where CGUs lower than segments or no 

effective disclosure was in the fluctuation belonging to clients of Deloitte, PWC, and 

in the increasing trend involving clients of KPMG, in the decreasing trend belonging 

to clients of EY and other audit firms. The data show that clients of other audit firms 

have highest rates of non-compliance compared to big four audit firms, especially 

Deloitte. This suggests a higher risk of CGU aggregation relating to other audit firm 

clients than that in clients of big four firms, particularly Deloitte. 

Other technique of analytical procedure is employed for identifying audit firm 

bearing on the quality of discount rate disclosure for estimating CGU recoverable 

amount in the multi-year dataset, which is exhibited in Table 10 and Table 11. The 

data show that there was little evidence of material changes in the various 

approaches applied by audit firm clients in the multiyear dataset. The dominated 

method applied pertaining to discount rate was single discount rate for all defined 

CGUs even though each CGU has different inherent risk characteristics. Followed 

by the using of multiple discount rates and the providing no effective disclosure 

and range of discount rates. 
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Table 10: Analysis of Discount Rates Used to Test Impairment  

(Value in Use and Mixed Method Used Only) 

Number of firms Deloitte EY KPMG 

          

 1
st
 

time 

2
nd

 

time 

3
rd

 

time 

1
st 

 time 

2
nd

  

time 

3
rd 

 time 

1
st
  

time 

2
nd

 

time 

3
rd

 

time 

Multiple explicit discount rate 1 7 11 6 5 8 3 3 2 

Single explicit discount rate 39 47 44 15 31 36 6 18 16 

Range of discount rates 2 5 2 2 3 4 1 2 3 

No disclosure - 2 3 8 5 5 2 5 5 

          

Proportion of firms where no 

disclosure (%) 0.0 3.3 5.0 25.8 11.4 9.4 16.7 17.9 19.2 

          

Minimum discount rate (%) 4.13 3.80 5.00 1.40 4.00 3.10 4.50 4.20 5.00 

Maximum discount rate (%) 15.00 23.50 22.36 18.30 25.00 23.70 17.80 25.80 25.90 

Median discount rate (%) 8.65 9.00 10.00 6.50 9.00 10.00 9.93 9.80 10.88 

Mean discount rate (%) 8.96 9.55 11.26 7.98 9.56 9.68 9.18 9.96 10.79 

 

Table 11: Analysis of Discount Rates Used to Test Impairment (Cont‟d) 

Number of firms PWC Others Whole sample 

          

 1
st
 

time 

2
nd

 

time 

3
rd

 

time 

1
st 

 time 

2
nd

  

time 

3
rd 

 time 

1
st
  

time 

2
nd

 

time 

3
rd

 

time 

Multiple explicit discount rate 5 7 8 - 2 2 15 24 31 

Single explicit discount rate 23 34 39 5 18 27 88 148 162 

Range of discount rates 2 2 6 1 2 5 8 14 20 

No disclosure 14 23 15 2 2 - 26 37 28 

          

Proportion of firms where no 

disclosure (%) 31.8 34.8 22.1 25.0 8.3 0.0 19.0 16.6 11.6 

          

Minimum discount rate (%) 5.00 4.50 2.60 5.58 5.50 4.68 1.40 3.80 2.60 

Maximum discount rate (%) 17.00 17.93 20.00 18.00 23.13 20.00 18.30 25.80 25.90 

Median discount rate (%) 10.00 10.00 10.44 14.00 11.13 10.78 9.50 9.83 10.00 

Mean discount rate (%) 9.85 9.77 10.93 11.58 11.20 11.48 9.17 9.84 10.80 

 

Overall, a high proportion of audit firm clients reporting no effective disclosure 

in relation to discount rate has falling tendency. The highest level of non compliance 

pertaining to discount rate involves clients of PWC in comparison with remaining 

audit firm clients, particularly Deloitte. 

The data also show that clients of audit firms employed unusually low discount 

rate. Specifically, on the whole discount rate was 1.4% in the 1
st
 year adoption, 3.8% 
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in the 2
nd

 time and 2.6% in the 3
rd

 time. Applying lower mean discount rates in the 

model of discounted cash flow would result in overestimating present values 

(recoverable amounts), and consequently reduce the chance to recognize impairment 

expenses in the accounting period, and to increase accounting profit recognized in the 

consolidated financial statements.  

5. Conclusion 

This research is conducted for finding evidence which might reveal variations in audit 

quality among auditors (Deloitte, EY, KPMG, PWC and other audit firms) in the multi-year 

dataset. The methodology applied in this study focussed on the nature and quality of 

disclosures in relation to goodwill impairment testing process under HKAS 36. 

Basing on accumulated evidence obtained from the sample of listed firms in 

Hong Kong in three years after HKFRS adoption, including HKAS 36. By testing the 

basic disclosure requirements pertaining to goodwill impairment such as method used, 

CGU aggregation and specific disclosure requirements in relation to related 

assumptions such as variables of discount rates and growth rates in the discounted cash 

flow model, the research found that there was systematically non compliance levels 

pertaining to goodwill impairment among clients of auditors in the multi-year dataset 

after HKFRS adoption. 

Taking an overview of the whole sample, variations of non compliance rates with 

disclosure requirements pertaining to goodwill impairment was small and in the 

slightly decreasing tendency in the time series. Taking specific audit firm clients in 

each year sample, the highest rates of non compliance with disclosure requirements 

pertaining to goodwill impairment stick to clients of other audit firms in comparison 

with clients of big 4 auditors. Out of big 4 auditors, clients of Deloitte were judged, on 

the whole, to be the best practice disclosure bearing on goodwill impairment testing 

process. There have been alternative positions of higher levels of non compliance 

among clients of EY, KPMG and PWC. 

Apparently, the extent of compliance rates with HKFRS, including HKAS 36 is 

likely to be positively related to the probability of detecting and reporting material 

misstatements in the accounting system of an auditee. Variations in disclosure of 

goodwill impairment of audit firm clients are likely to be the result of audit quality 

variations in the multi-year dataset. Based on the falling tendency of non compliance 

levels with disclosure quality bearing on goodwill impairment, audit quality in the 

following years is judged to be higher than that in the previous years.  
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Abstract:   

This study aims to determine the financial statements quality of small and medium enterprises 

(SME) in Ho Chi Minh City that did not publish financial statements to public. The paper also 

measures the impact of the factors affecting quality of financial statements of the enterprises 

including: leverage; liquidity; profits; growth; firm size. The sample is panel data from the 

financial statements (submitted to the tax authorities) of 87 enterprises in the period 2014-

2018. The results show that the financial statements quality of enterprises in the sample is 

quite poor (WC has negative average value). This may stem from the fact that these 

financial statements were submitted to the tax authorities, so there were adjustments that are 

not true to the actual operations of the business. The results show that only the Profit and Size 

have a positive impact on the financial statements quality. It is necessary to strictly adhere to 

the accounting and tax compliance laws of SMEs owners as well as the agencies to improve 

the financial statements quality. Finally, Goverment should support SMEs to access loans 

because a good leverage will help these enterprises operate more efficiently. 

Keywords: Financial statements, SMEs, Leverage, Quality, Size, Profit 

 

1. Introduction 

During the past few years, a financial asymmetry between credit loan owners and 

small and medium-sized enterprises (SMEs) has received a significant emphasis from 

researchers (Collis, 2012; Luypaert et al., 2015). In particular, the demand for a better 

financial statement quality (FSQ or FRQ) is a special concern because the SMEs have 

no access to market capital as efficient as public listed companies (Berger and Udell, 

2002; Newman et al., 2012). From practices and scientific studies, SMEs‘ financial 

statements are addressed in a number of researches, however, the determinants of FSQ 

are often known as general information (Ayyagari et al., 2007). 
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The research limits come from two facts. Firstly, SMEs have no obligation to 

publish their financial statements while the public companies are required to perform 

(Ball and Shivakumar, 2005). Secondly, their firm size is relatively small within a 

private ownership and a small circle of stakeholders in need of the financial statements 

(Rennie and Senkow, 2009). In addition, the cross-ownership and management 

practice of personal relationship (family business) is different from public companies 

with investor relations (Goplan and Jayaraman, 2012). For such reason, a few persons 

have full authorities over an SME, thus, the financial information is not published. 

It is logically a necessity to determine the financial report quality of SMEs along 

with the impact of these changes to the performance of SMEs in Viet Nam. In practice, 

the authors have tried to collect the financial statements that SMEs submitted to the Ho 

Chi Minh City Tax Authorities, therefore, the data collection – in this case financial 

statements of SMEs, is not offered to the public. Ho Chi Minh city is the financial 

center in Viet Nam that has developed rapidly with the increased number of active 

SMEs. In this paper, the authors carry out the following research objectives: 

 Identify the financial statement quality of SMEs that is in active of the 

construction business in Ho Chi Minh city. 

 Measure the impacts of determinants on the financial report quality of SMEs 

accordingly. 

 Propose administration improvements to enhance trust in financial information 

and state management towards SMEs‘ financial report quality. 

2. Literature review and hypotheses development 

2.1. Definition of financial report quality 

A value of financial accounting is defined by the quality of data or information 

(Pounder, 2013). The principle of financial accounting quality relies on a significant 

number of ratios in the process of visualization to serve the initiative intention other 

than some other accounting calculations. For such reason, the quality of accounting 

data is an important concern to financial users. The quality of accounting preparation 

affects the accuracy of financial statements in the process of conveying business 

information to stakeholders, owners, and investors on forecasting cash flow of a 

business entity (Biddle, Hilary and Verdi 2009). In other words, the quality of report 

refers to the precision of communication measurement of financial statements about 

the financial health of a company with basic economic indicators and effectiveness. 

(Elbannan, 2010). 
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Biddle, Hilary and Verdi (2009) defined the quality of financial accounting 

would decide the accuracy of financial statements to communicate information about a 

business performance, especially cash flow statement, to the investors. Tang, Chen and 

Zhijun (2008) defined FSQ being the level of providing honest and fair information 

about basic performance and financial situation in the company's financial statements. 

A popular definition by Jonas and Blanchet (2000), the quality of financial statements 

is financial information provided sufficiently and transparently, not designed to upset 

or deceive users of these financial statements. 

From reading literature, the determinants of financial statement quality comprise 

of six components: legal regulations, financial resources, characteristics of the tax 

system, the development of the accounting profession, the level of economic 

development and accounting vocational training. Several criteria become standard to 

measure the FSQ. The International Accounting Standard Board (IASB, 2008) agrees 

that in order to achieve a certain level of quality, financial reporting must meet certain 

qualitative criteria. IASB affirmed that the quality of financial reporting is high if it 

complies with the objectives and the qualitative characteristics are specified.  

The Financial Accounting Standards Board (FASB, 2008) outlines the objectives 

of the financial statements for evaluation of the quality of financial information 

including: 

 Financial statements need to provide useful information for presenting and 

helping investors, potential creditors and other users in making their investments, 

credit, and similar decisions. Financial information should be easily understood for 

people with a basic understanding of business and economic activities, as well as the 

ability to readily study their information. 

 Financial statements should provide information to present to investors, 

creditors and other users in the evaluation of cash flow, time and uncertainty of 

potential cash revenues from dividends or interest and the money collected from sale, 

acquisition, or maturity of securities or loans.  

 Financial statements need to provide information about the economic resources 

of a business, the obligations to those resources (the obligation of the business to 

transfer resources to other entities and owners) and the impact of the transaction, 

events and circumstances change resources. 

 Financial statements should provide financial information of the  business 

performance over a period of time. Investors and creditors often use information about 

the past to help evaluate the prospects of a business. As such, while investment and 
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credit decisions reflect investor expectations for future business efficiencies, those 

expectations are often based on at least a fraction of the performance assessment of the 

firm in the past. 

2.2. Agency Theory 

The main idea of the agency theory is that the owner is too busy to perform 

certain tasks and so they will hire representatives to manage the company. However, 

because they did not directly participate in the management, the owner could not 

perfectly monitor the agent (Jensen and Meckling, 1976). This theory is basically a 

framework for analyzing conflicts between key stockholders in a company and a 

mechanism to resolve the conflict. The objective of the agency theory is to determine 

an optimal agreement between the owner and the manager (agent). The personal 

interests, the opportunistic behavior of the agent make it difficult to separate 

ownership and control. Individuals often have self-interest psychology, thus being 

motivated to compare the benefits received with the cost. A good governance structure 

must make managers accountable for their management (Bowrin, 2008). 

The conflicts in the Agency theory comes from the hidden information and 

invalidated costs (Okungu, 2012). Jensen and Meckling (1976) argue that the Agency 

issues lead to increased agency costs to divide ownership and control. The agency cost 

is the total cost of supervision that the owner must bear to monitor the performance 

and compliance of the representatives. The agency theory provides the fundamental 

causes of concern over financial statement quality of SMEs. Owners and 

representatives could invest in information system and communication technology to 

reduce information asymmetry. The managers could use multiple channels of 

communication to improve comprehension and demonstrate the quality of financial 

statement with high accuracy and trusted procedure even though the owners could 

decide to reduce their capitals or assets. For inspection purpose, an independent audit 

could be implemented along with a strict internal control system, consequentially, a 

higher cost of operation (Agarwal, Goel and Vashishtha, 2014). 

2.3. Signaling Approach 

The signaling approach argues the existence of information asymmetry could be a 

reasonable way that allows SMEs to send financial information as a good signal to the 

market (Ross, 1977). The leak information from managers could reduce the information 

asymmetry and the market could perceive that as the good signals of response (Teixeira 

and Lima, 2007). Although the signal approach has been developed to clarify 
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information asymmetry in the labor market (Spence, 1973), the usage is extended to 

explain the self-publishing of financial statements from companies (Ross, 1977). 

The published statement provides some signals to the market with profit, 

liquidity and leverage in company practice. The signaling approach suggests if 

managers want to improve the business operation performance better than other 

companies, they should signal these types of indicators to stockholders as an attractive 

source of investment. Signal theory shows that when the performance of a company is 

good, managers will signal investors, stakeholders and markets. By increasing the 

signal, managers can get more benefits, a better reputation and an increased company 

value (Abdulla, 2011). In contrast, companies with poor performance may choose to 

remain silent instead of disclosing performance information that is not favored by the 

market. However, investors may misunderstand this silence as the company is hiding 

the worst information about the business situation (Verrecchia, 1983). 

2.4. Legality Theory 

According to Toukabri, Ben and Julani (2014) the theory of legality is based on 

two basic ideas: companies need to legalize their activities, and this legal compliance 

benefits businesses. With legal constraints, companies must make the financial 

information public. At the same time, companies will also enjoy the benefits of 

compliance with the law as noted by the state management agency on ensuring 

responsibility and supporting problems. 

Usually Legality theory is used to explain the compliance of companies when 

disclosing or submitting financial statements to requested parties. Woodward, Edwards 

and Birkin (1996) argue that complying with the law creates the company's 

responsibility to provide information to shareholders, and the state authorities. The 

importance of these relationships enhance a better company culture and its own 

importance. Similarly, Damaso and Lourenco (2011) have concluded that corporate 

legitimacy is a useful concept to explain the company's reporting of financial 

information. 

2.5. Positive Accounting Theory 

Positive Accounting refers to a process of identifying predictive actions such as 

what accounting policies managers choose and how managers will react to new 

accounting standards. The term "positive" refers to the effort, trying to make good 

predictions about real-world events (Scott, 2003). Watts and Zimmerman (1978) 

developed the positive theory in determining accounting standards. This theory 
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provides the principle of deductive and normative in accounting and considers that the 

choice of accounting methods of companies is a reflection of agency relationships in 

the enterprise and the cost of the agreement and benefit that they may have to bear. 

The main results presented by Watts and Zimmerman show that the disclosure of 

accounting information by companies is influenced by financial market performance. 

Therefore, unforeseen market results can create extraordinary profits for the company. 

Hassan (2008) argues that accountants actively help explaining conflicts of 

interest between managers, shareholders and those who have a negative impact on the 

company's accounting. According to this theory, companies with high leverage apply 

accounting methods to increase their profits. Similarly, Toukabri, Ben and Julani 

(2014) argue that companies make their specific spending commitments in social 

responsibilities to be able to change the accounting result in a period and contractual 

debts in their balance statement. 

2.6. Previous studies review 

Ahmed (2012) conducted a study of the publication of financial statements by 

focusing on the corporate capital structure as a determinant of the quality of financial 

reporting of manufacturing companies in Bangladesh. The study used company-size 

(measured in logarithms of total assets), leverage (measured by the ratio of current 

liabilities compared to total capital) and stock distribution (logarithm of the number of 

shareholders) as the independent variables. Meanwhile, the quality of financial 

reporting is measured by Edwards - Bell - Ohlson (EBO), a modified model. The data 

is extracted from 12 manufacturing companies representing manufacturing companies 

in Bangladesh. Multivariate regression is used as an analytical tool for research. The 

results show a strong positive relationship between corporate capital structure and the 

quality of financial reporting of manufacturing companies in Bangladesh. The research 

findings also show a significant positive relationship between the quality of financial 

reporting and the firm sizes, the significant relationship between stock dispersion and 

transparency in annual reports. Therefore, the authors recommend that regulatory 

agencies should enforce published financial reporting and transparency more between 

companies to ensure higher financial reporting quality. 

Hassan and Bello (2013) studied the impact of business characteristics on the 

quality of financial reporting of listed manufacturing companies in Nigeria. This study 

investigates the capital structures of companies (using firm size and leverage), 

monitoring factors (using board components and types of institutional shares) and 

performance indicators (profit, liquidity, and growth). The financial reporting quality 
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of listed companies in Nigeria is measured by the modified model of Dechew and 

Dechev (2002). The research uses a panel and a multiple regression model as the 

analytical tool. The results show that larger and more leveraged companies in Nigeria's 

manufacturing sector are less likely to manage income well. However, increasing sales 

(growth) helps investors have a monitoring tool to prevent managers from opportunity 

or shortsighted behavior in income management. In addition, the profitability and 

independence of the director are positively related to the quality of income while 

liquidity is negatively correlated with the quality of financial statements with a 

statistical significance (p-value) less than 1%. In summary, the company 

characteristics of listed manufacturing companies in Nigeria have a significant impact 

on the quality of their financial statements. Therefore, shareholders of listed 

manufacturing companies in Nigeria need to ensure that the company's seven 

characteristics (seven independent variables in the model) used in this study must be 

continually improved to reduce accounting manipulation and increase financial 

reporting quality. 

Michailesco (1999) conducted a study to explore possible factors in Agency 

theory, regarding the quality of information disclosure in the annual financial 

statements of listed companies in France. The sample includes 100 industrial and 

commercial companies that have published financial statements from 1991 to 1995. 

The quality of financial statements is measured by an index based on expectations and 

ideas from comments of French financial analysts regarding the information presented 

in the financial statements. Independent variables are measures to disseminate external 

ownership and financial use (debt), listing domestic stocks, the number of listed shares 

and profits. The relationship is assessed using univariate analysis and multiple 

regression. Only the domestic listing status and the number of listed shares play an 

important role in creating the quality of financial statements in the period 1991-1995. 

When requesting an explanation for this effect, the variables satisfy the requirements 

of variable compliance would be sufficient data or information to solve agency 

problem. Dissemination of ownership does not affect publication quality and leverage 

in which have a significant impact only in 1995. However, since 1993, the impact of 

these variables is getting stronger, it shows reporting transparency trend is getting 

better in French companies that publish financial statements because the profits have 

no effect on the quality of published financial statements. 

Mensah and Deajeon (2013) studied the quality of pre- and post-financial reports 

following IFRS in Ghana and the effect from corporate characteristics. The specific 
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variables of the enterprise used in the study are firm size, profit, equity, liquidity and 

audit firm size to the quality of published financial information by companies listed on 

the Ghana Stock Exchange. The study was conducted through a detailed analysis of 

the pre-application period (2006) and after application (2008). This study uses a 

multivariate regression model. The quality of financial information for two years 

shows that the quality of financial reporting has improved significantly after applying 

IFRS. The research, therefore, confirms that the implementation of IFRS often 

reinforces the quality of accounting information disclosure. It also shows the almost 

absolute compliance of listed companies with IASB's IFRS Framework. The results of 

multiple regression analysis show the size of the company, expressed by net assets and 

the type of auditors having a statistically significant impact on the quality of published 

financial information. With improved quality of financial statements after applying 

IFRS, financial users receive useful information for making financial decisions. 

2.6.1. Leverage and Financial Statement Quality 

The Agency theory is used to explain the relationship between corporate leverage 

and the quality of financial reporting. Accordingly, a company has an incentive to 

reveal more information because its debt ratio is relatively high (Jensen and Meckling, 

1976). On the contrary, empirical evidence argue that incentive is not convincing for 

some cases. 

While Hossain, Tan, and Adams (1994), Naser, Al-Khatib and Karbhari (2002), 

Hassan, Percy and Stewart (2006) and Adelopo (2010) all had found positive research 

results on the relationship between leverage and the quality of financial reporting, 

many researchers did not find such positive relationship. (Camfferman and Cooke, 

2002; Ali, Ahmed & Henry 2004; AlSaeed, 2006). On the other hand, Zarzeski (1996) 

and Ahmed (2012) found a negative relationship between leverage and the quality of 

financial reporting. The high leveraged companies had a tendency to disclose company 

information for their creditors, but this information may not be reflected in the annual 

financial statements. 

There are just a few studies on the relationship between leverage and financial 

reporting quality in SMEs. However, there is evidence that those small businesses 

using accrual accounting would provide more information to lenders for pricing a debt 

contract (Cassar and Associates, 2010). Other authors also find that SMEs have strong 

leverage of greater interest in qualitative financial statements to reduce asymmetric 

worthiness information with lenders (Hope et al, 2013). The authors prefer SMEs for 

external loans instead of increasing equity (Berger and Udell, 2002). Furthermore, the 
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study of SMEs in Belgium shows that highly leveraged companies show a higher 

quality of financial reporting (Van Caneghem and Van Campenhout, 2012). SMEs 

with a proportion of debt occupies the majority of the capital structure, which can be 

more tightly controlled by lenders.  Therefore, creditors have higher 

requirements for the quality of financial statements of the enterprise. In these studies, 

leverage is calculated by authors in proportion to the debt/total capital of the Business 

(Trinis, 2011; Vander Bauwhede and Associates, 2015). 

Hypothesis H1: There is a positive relationship between financial leverage of 

SMEs and financial statement quality. 

2.6.2. SMEs Profit and Financial Statement Quality 

Signal theory suggests that if a company is profitable, it can publish more 

information to indicate the credibility of its income statement, to increase the 

company's reputation and to avoid the market underestimates its equity value 

(Inchausti, 1997). Profits of companies are also said to affect the quality of financial 

reporting. Alsaeed (2006) argues that a profitable company may feel proud of the 

business results it has achieved and therefore wants to publish more information to the 

public to promote a positive impression of its performance. However, although 

Raffournier (1995), Patton and Zelenka (1997) found a positive relationship, Alsaeed 

(2006) found no statistically significant relationship. Overall, the above arguments 

lead us to predict a positive relationship between profitability and quality of financial 

reporting. Most studies use ROA (Profit after Tax / Total Assets) to measure the 

profitability factor of enterprises (Hanlon, 2005; Desai and Dharmapala, 2006). 

Hypothesis H2: There is a positive relationship between profit of SMEs and 

financial statement quality. 

2.6.3. Liquidity ratio and financial statement quality 

Signal theory and Legality theory show that SMEs provide more financial 

information would reduce the information asymmetry in the stock exchange, in result, 

the company would receive more financial support from investors and an increase in 

liquidity ratio. (Hassan and Bello, 2013; Easley and O‘Hara, 2004). 

In general, empirical evidence shows that the provision of higher quality 

accounting information is related to liquidity improvement. This helps companies get 

better liquidity and better financial performance. In particular, the company's liquidity 

is often measured by the ratio of short-term assets / short-term liabilities. 
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Hypothesis H3: The financial statements quality is positively correlated with the 

SMEs‘ liquidity. 

2.6.4. Firm Size and Financial Statements Quality 

Positive accounting theory provides arguments regarding the size of companies 

and the relevance of this size in the financial statements. According to Leftwich, Watts 

and Zimmerman (1981) because larger-size companies have to shoulder higher 

political and social-related costs, providing more information will increase confidence 

in operations. 

In general, large companies have better information systems, from which they 

provide additional information to the market at lower costs. According to Verrecchia 

(1983) and Dye (1985), the company management will quantify the benefits and costs 

of information disclosure and will decide to publish if benefits are higher than costs. 

Larger companies are encouraged to show positive in improving the quality of 

financial reporting to provide good information for the market efficiency. With a large 

size, the company's influence on the market is also larger, so the information provided 

by the company must be more quality (Prior, Surroca and Tribó, 2008; Surroca, Tribo 

and Waddok 2010). In these studies, the authors use logarithm value of total corporate 

assets to represent company size. 

Hypothesis H4: The quality of financial statements is positive correlated to the 

SMEs‘ size. 

2.6.5. Growth rate and financial statements quality 

When businesses with sales decline their financial reporting quality will be lower 

in that same year. Previous studies show that SMEs try to take advantage of those 

years of poor performance to manipulate additional income, because they recognize or 

anticipate losses (Jordan and Clark, 2004), then they reduce substantially the amount 

of financial reporting publishing (Ball and Shivakumar, 2005). On the other hand, 

revenue growth may correspond to the fact that the company has accumulated higher 

quality earnings through its ability to diversify operations and reduce the level of 

revenue estimation errors (Dechow and Dichev, 2002). 

Hassan and Bello (2013) also use revenue growth as a measure of performance to 

measure the impact on the quality of financial statements announced by businesses. 

The author shows that increasing revenue means better monitoring of managers, better 

quality of income, so the company is ready to provide reliable information to the 

market. In these studies, revenue growth is measured by the rate of increase and 
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decrease in revenue this year compared to the previous year's revenue. 

Hypothesis H5: The financial statements quality is positively related to the 

growth rate of the SMEs. 

3. Research methodology 

3.1. Descriptive statistics 

On the basis of the collected data, the author uses descriptive statistics to 

describe the status of the quality of financial statements of SMEs in the sample. At the 

same time, the situation of using leverage, liquidity, size, situation of profit by years of 

enterprises was also presented to provide an overview of the situation of enterprises 

and the relationship between quality financial statements and variables. 

3.2. Econometric model and regression model 

From all the literature review, the proposed econometric model is as follows: 

FRQi,t = β0 + β1Levi,t + β2Liqi,t + β3ROAi,t + β4Growthi,t + β5Sizei,t + εii,t (1) 

Where 

· FRQ: Financial statements quality; 

· Lev: Leverage value of an enterprise; 

· Liq: Liquidity value of an enterprise; 

· ROA: Return on assets ratio; 

· Growth: Growth rate of an enterprise; 

· Size: The size of an enterprise. 

3.2.1. Measurement of variables 

Dependent variable: the quality of financial statements is measured by the 

method of Dechow and Dichev (2002). The Dechow and Dichev model (2002) set the 

estimated cash flows according to cumulative quality. This method defines cumulative 

quality as regression of working capital accumulation from past, present and future 

cash flows. At the same time, the model of Dechow and Dichev (2002) was 

supplemented by McNichols (2002) with variables of annual revenue and the value of 

tangible assets of the company: 

WCit = αi + β1OCFi,t-1 + β2OCFit + β3OCFi,t+1 + β4REVit + β5PPEit + 

β6DOCFit + β7OCFit*DOCFit + εit (2) 

Where 
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· WC: changes in working capital from year t-1 to year t;  

· OCF: Company's operating cash flow;  

· REV: Change in revenue;  

· DOCF: Dummy variable, receiving a value of 1 if the OCF cash flow is 

negative;  

· PPE: Tangible fixed assets. 

Independent variables: 

· Leverage: is measured by the ratio of total liabilities to total capital. 

Lev = Total liabilities / Total capital 

· Liquidity of enterprises is determined by the ratio of short-term assets and 

short-term liabilities. 

Liq = Short-term assets / Short-term liabilities 

· Profit of the enterprise is determined by the ratio of after-tax profit to after-tax 

profit on the total assets of the enterprise. 

ROA = Profit after tax / Total assets 

· Growth: is determined by the rate of revenue increase this year due to the 

revenue of the previous year 

Growth = (Revenue this year - Revenue of the previous year) / Revenue of the 

previous year 

· Firm size: measured in logarithms of total corporate assets. 

Size = ln (Total assets) 

The regression method applied to the above econometric model is consistent with 

panel data of FEM (Fixed Effect Method) or REM (Random Effect Method). Hausman 

test is used to evaluate which method is more suitable. At the same time, variance tests 

were conducted to assess the model's goodness and regression methods. 

3.2.2. Data 

This study uses panel data of 87 SMEs in in Ho Chi Minh City in the period 

between 2014 and 2018. Thus, there are a total number of 261 (87 x 3) observations 

that are above the requirements of statistical regression processing from a panel data 

and processing latency of the model (the periods of t-1 and t + 1 are excluded). 

The data used is secondary data, including Income Statement, Balance Sheet, and 
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Cash Flow Statement provided by the enterprises to the tax authorities. 

4. Results and discussion 

First of all, the regression equation (2) has produced the outcome that is required 

to determine the parameters 

OLS method in many previous studies, the Equation (2) produces the significant 

coefficient values as follows: 

Table 1. The Parameters‟ value to calculate Dependent Variable 

Parameters Values P-value 

Α 22,900,000,000 0.072 

β1 1.035455 0.000 

β2 -3.231525 0000 

β3 -1.423474 0.000 

β4 0.2405514 0.221 

β5 -0.1216324 0.795 

β6 -37,900,000,000 0.023 

β7 2.951684 0.000 
 

From the parameters, each SME‘s WC is recalculated through the periods from 

the panel data. Due to the fact that the WC depends on the amount of cash flow 

between the beginning of a year (OCFi,t+1)  and the end of the previous year (OCFi,t-1). 

Because the amount at end-year 2013 and begin-year 2019 are not recorded, thus, the 

WC is cannot be calculated for each business in 2014 and 2018. Therefore, each 

enterprise has 3 years period to observe with a sample of 87 enterprises. For such 

reason, the total observed sample for regression equation (1) has 261 values. 

The coefficiency of variables Tangible fixed assets (PPE) is not statistically 

significant because this is noticeable from the data in the sample. Most of the 

enterprises in the sample have no fixed assets over the years because they are SMEs in 

commercial trade and services business. High-value assets or tangible fixed assets such 

as warehouses, trucks, and so on are mainly rent or leasing contract. Coherently, Ho 

Chi Minh city is an expensive rental place. 

In the same token, many SMEs has maintained their operation with no revenue 

(value is zero), thus, the difference of revenues over years (REVit) is not statistically 

significant. As stated, these financial statements are submitted by SMEs to the tax 

authorities, therefore, it is possible for businesses to proactively create a low turnover 

rate and report losses on the financial statements to minimize the amount of tax 
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payable. This can lead to deteriorating financial statements quality. 

After calculating the value WC, the equation (1) is in use with method FEM 

and REM on the panel data to determine the impact of these factors on the quality of 

financial reporting. The statistics describe the variables in equation (1) as follows: 

Table 2. Descriptive statistic of the varibles 

Dependent  

variables 
Average Std Min Max 

WCit - 20,700,000,000 152,000,000,000 -1,650,000,000,000 415,000,000,000 

Lev 0.5781973 0.3988789 -0.0064284 2.111395 

Liq 13,500,000,000 1,680,000,000 -770.4081 26,300,000,000 

ROA - 0.0154377 0.0826429 -0.4547436 0.5141897 

Growth 65,100,000,000 652,000,000,000 -1 91,700,000,000 

Size 23.97759 1.967334 20.08877 28.91141 

The quality of the financial statement displays a negative result on the average of 

the WCit. A cause could be from the adjustment of SMEs before the financial 

records submitted to the tax authorities. From data examination, the differences in the 

revenue between two consecutive years show a significant change in cash flow and 

profit that cannot be justified by an assumption of constant operation. 

The leverage variables reflect the SMEs debt and many businesses of the sample 

is using it to fund the operation in the short term. These short-term loans show that the 

ability to access long-term loans of small and medium-sized enterprises is limited. At 

the same time, using mainly short-term debt creates a very high liquidity risk, which 

makes the financial statements of these businesses seem to be less reliable. 

Liquidity variables show that the SMEs in the sample have much lower short-

term debt than short-term assets, as a consequence, the businesses maintain assets by 

equity (without long-term debt). It seems that these enterprises operate their business 

activities in the scope of the field other than an industry, so they rarely use large value 

loans to expand their business. 

The majority of enterprises has negative return-on-assets (ROA) in the sample 

and negative profits over the years (average ROA is negative). A possible explanation 

of these negative records could be tax avoidance from business practice. Obviously, 

this is not reasonable when a business has suffered consecutive losses, but, it still 

maintains operations over the years? 
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Next, after performing regression according to FEM and REM, the Hausman test 

was performed to select the appropriate method. Hausman's test gives P-value of 

0.4876 which is more than 0.05 threshold, therefore, the REM method is suitable for 

further examination.The regression results of equation (1) with REM are as follows: 

Table 3. Regression results by REM 

Independent variables Coefficency Z P value 

Lev -9,560,000,000 - 0.54 0.589 

Liq - 0.0077899 - 0.02 0.987 

ROA 109,000,000,000 1.66 0.097 

Growth 0.1851405 0.48 0.630 

Size -20,700,000,000 -2.03 0.042 

 

The results show that the profit and size of the SMEs have a positive impact on 

the quality of the financial statements of the business. For the profit factor, this result 

shows compliance with signal theory. When a company is profitable, it may announce 

additional information to indicate the reliability of income in the report to increase 

the value of the reputation of the company and to void market underestimate 

the value of its equity (Inchausti, 1997). Similarly, Alsaeed (2006) argues that a 

profitable company may feel proud of the business results achieved and want to 

disclose more information to the public.  Therefore, it is an acceptable Hypothesis H2. 

Moreover, very few businesses in the sample have enjoyed positive profits over 

the years and the results show some level impact of independent variables, however, 

they do not meet the requirement of the significance level of 10%. 

For SME‘s size factors, this result is consistent with the conclusions of Leftwich, 

Watts, and Zimmerman (1981). Larger companies have the reliability to the costs related 

to the political interests and social responsibility, thus, providing more information will 

increase confidence in their business operations. The large companies own more 

powerful information technology and system for better information quality at a cost-

efficiency. On a large size, the company's influence on the market is also greater, so the 

information provided by the company must be higher quality (Prior, Surroca and Tribó, 

2008; Surroca, Tribo and Waddok 2010). It leads to the acceptance to Hypothesis H4. 

In the context of Viet Nam, the SMEs will hire an independent accounting 

agency to prepare accounting and tax filing with the expectation that the amount of tax 
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payable is reduced as much as possible. As a result, the quality of these reports may 

not be controlled. In the case of medium-sized businesses, they are equipped with 

some level of corporate governance requirements, they have an accounting system that 

tracks the company's economic operations. The accounting and corporate governance 

information provided to multiple capital contributors as well as the market should be 

controlled and may lead to a better quality of financial statements. 

5. Conclusion 

Obviously, the data sources collected from the financial statements that 

businesses had submitted to tax authorities, show the quality of financial statements is 

not high. The likelihood of honesty and coherency is quite low. When many 

businesses have reported losses continuously over the years, they continue to operate 

normally in the market. Perhaps one of the main reasons is that businesses want to 

reduce the amount of tax payable to the lowest level. This may suggest a better 

implementation of a tight post-inspection policy to prevent losses in tax collection. 

The awareness of compliance with accounting laws and taxes of business owners 

and representatives is also a matter of concern. Descriptive statistics show that most 

businesses have fixed assets equal to zero over the years, and revenue is also zero. 

This is obviously not consistent with the business operation, particularly, many 

enterprises operate in the field of investment, construction, and transportation. Maybe 

businesses want to minimize complex problems in accounting procedures, but the 

effect is the misleading from the quality of the financial reporting information. On the 

other hand, due to limited size, businesses can transfer all the monitoring of economic 

operations, accounting books, financial reports to accounting agents. Which leads to 

the quality of accounting information is not controlled, thus, the reports do not reflect 

the actual situation of the business. 

Finally, it is necessary to provide better access to capital for SMEs. Most 

businesses in the research sample do not have access to long-term debt, the value of 

short-term debt is also very low. This may make it difficult for businesses to 

expand their business size to leverage more profits. With better access to capital, 

businesses will easily increase in size, and are subject to additional constraints to 

provide transparent information to the market, thus,  the quality of financial reporting 

is improved. 
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Abstract: 

This paper presents some findings of the review of literature relating an understanding of 

family business heterogeneity surrounding corporate governance structure: the ratio of 

nonfamily member in top management team (TMT). First, this study revisits the influence of 

nonfamily percentage in the TMT on firm‘s financial performance. Second, while there have 

been several studies revealing growing attention to the relationship of nonfamily manager 

ratio in the TMT and risk-taking in general terms, lack of studies has existed to investigate 

bankruptcy risk. With this purpose in mind, the study suggests two research questions to 

conduct in future studies: ―Hypothesis 1: The degree of nonfamily manager percentage in the 

TMT influences the financial performance of family firms in an U-sharped relationship‖ and 

―Hypothesis 2: The degree of nonfamily member ratio in the management board negatively 

impacts the level of bankruptcy risk in family firms‖.  

Keywords: Bankruptcy risk, corporate governance structure, family firm, financial 

performance, heterogeneity, nonfamily managers. 

 

1. Introduction    

The importance of family business in many countries is undeniable because of 

accounting for a majority of firms and providing a high amount of job (Ramadani et 

al., 2013). They operate in a vast range of scale of operation, legal form and industry 

activity (Poutziouris et al., 2008; Botero, 2015). According to Botero, Astrachan and 

Calabrò (2018), families has controlled around two-thirds of all of the companies 

around the world whereas, a high proportion of European SMEs (small and medium 

enterprises) is in the control of families. For example, the report of the Bank of Italy 

showed that 93% of the manufacturing Italian SMEs is governed by family 

organisations (Botero 2015).   

Because of the considerable contribution of family enterprises to the economics, 

family business research has been an attention of many academic articles in top 
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journals in recent years (Gedajlovic et al., 2012) and many family business research 

books such as Sage handbook of family business and Palgrave Handbook of 

Heterogeneity among Family Firms. There have been a number of longitudinal studies 

involving family firm that can be traced back to the study conducted by Barnes et al. 

(1976), covering practice-based articles and case studies up to that time.  Continuing to 

gain an appreciation of this body of knowledge, Payne et al. (2018) summarized, 

selected representative articles in the past nine years of the journal: Family Business 

Review (FBR) and advance the understanding of family business in the future. Sharma 

et al. (2014) reviewed some major issues in family business studies, including 

financial performance, stakeholder management, corporate governance, accountability 

and stewardship, internationalisation, marketing and innovation 

Despite the prevalence of family firms around the world (La Porta et al., 1999), 

scholars have been struggling definition of a family firm (Binacci et al., 2015). In light 

of this disagreement, according to the statements of Chrisman et al. (2005), the 

components-of-involvement approach and the essence approach are proposed to find 

the definition. The essence approach bases on a family specific behaviour to influence 

the business, which is defined as to what distinguishes family and non-family firms 

(Chrisman et al., 2005). A family's intentions to perpetuate the firm ownership to the 

descendant generation (Kellermanns, Chrisman and Chua, 2011) is one of a family 

firm's distinct behavior, basing on this theoretical definition. This research proposal 

sticks to the components-of-involvement approach, supported by Anderson and Reeb 

(2003), which a firm is defined as a family firm by the management or ownership 

degree of family members in the business. However, in recent years, scholars slowly 

shifted their attention toward the differences within family firms (Engel, P., 2014). The 

evolving heterogeneity debate on family firms can be derived from corporate 

governance form, the ownership concentration of family members, founder versus 

successors involvement. (Hoopes and Miller, 2006). 

Research gap: Although the studies conducted in family firms have covered a 

wide range of common issues related to corporate governance, performance, 

stewardship, there have been insufficient empirical investigations into the 

heterogeneity between family firms because most studies have regarded family 

businesses as homogeneous entities. Secondly, most of the previous studies analyses 

many type of risk relating to family firm research topic but there is a general lack of 

research in bankruptcy risk. Thus, the study will examine the way in which the 

nonfamily managers impact on bankruptcy risk. Thirdly, there is a large volume of 
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published studies describing the impact of nonfamily managers on firm financial 

performance and this study will examine again this relationship. Fourthly, far too little 

attention has been paid to Vietnamese family firms, searching on Google Scholar, I 

only see the research by Dan, Liu and Yu (2014). Together, this study attempts to give 

an insight into the influence of family firm‘s governance structure on financial 

performance and bankruptcy risk, referring to Vietnamese family firms 

2. Literature review and hypotheses development    

2.1. The literature review of family firm’s financial performance 

One of contradictory issue which has dominated the field for many years has 

been family firms‘ financial performance. Researchers have started to concern a 

question: what is the difference between family and non-family businesses for firm 

performance? To address this concern, Anderson and Reeb (2003) performed one of 

the most influential studies to examine the influence of family on firm financial 

performance. The authors reported that the performance of family firms is significantly 

better than that of nonfamily firms. Agreeing with the findings of the above-mentioned 

research, Martínez et al. (2007) performed another study with a sample of 175 Chilean 

listed firms to find the differences between the two groups of firms. The finding results 

also showed that listed family companies outperformed the rest. Audretsch, Hu¨lsbeck, 

and Lehmann (2013) suggested that the higher economic performance of family firm is 

the result of ―long-term orientation, credible commitment and specific knowledge‖, 

which is derived from family influence.  The study by Wagner et al. (2015) also 

indicated that ―a long-term orientation and lower owner-management agency costs‖ is 

the reason of family firm outperformance.  

However, not all studies showed the positive influence of family on financial 

performance. Kowalewski et al. (2010) conducted the study, using a panel of 217 

Polish companies to investigate the influence of family involvement in ownership on 

business performance. The result supported the hypothesis question that the 

relationship is characterized by an inverted U shape. Consistence with the research, 

Massis et al. (2013) continued to provide an important finding that, in family small and 

medium enterprises, the relation between family ownership and performance is an 

inverted U-shaped model. The results suggested that the drawbacks of high percentage 

of family involvement in the firm should not be neglected. In another major study, 

O'Boyle et al. (2012) used meta-analysis method, collecting from more than 3500 

articles, and concluded that family involvement did not have a significant impact on 

firms' financial performance. As a consequence, scholars and managers should answer 
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the question: whether the level of family involvement is optimal for the performance.  

Obviously, there is an unambiguous relationship between family involvement 

and firm performance (Dyer, 2006; Dyer, 2018). To address this concern, Holt et al. 

(2017) reported that recent studies have started to explore several different types of 

family firms to assess impacts on performance. According to the study conducted by 

Calabro, Minichilli, Amore, and Brogi (2018), authors indicated that the degree of 

family interactions and norms can impact on firm performance. In addition, the 

family‘s goals and aspirations were suggested as a reason of heterogeneity among 

family firms (Chrisman et al., 2003). In the same vein, Chua et al. (2012) summarized 

recent studies up to that time to show that ―moderators and mediators as well as 

continuous measures of family involvement‖ were recognized as the heterogeneity of 

family businesses. Dyer (2018) summarized previous studies to indicate that industry 

(which family firm belongs to), firm governance, firm characteristics, management 

(founder) are recognized as common variables affecting firm performance. For 

example, family firm size has been identified as one of the contributing factors for the 

impact on firm performance (Fang and Chrisman 2015). The authors placed an 

emphasis on the relationship between family ownership and nonfamily management, 

which firm size is a moderator affecting on the relation. Other studies have considered 

family business succession, which can be defined as a factor impacting on financial 

performance. Molly, Laveren and Deloof (2010) investigated the differential impact of 

founder generation and next generation on performance. In general, therefore, it seems 

that scholars should examine the family firm heterogeneous performance from 

governance, objectives and strategies. 

2.2. The literature review of risk taking - vulnerable risk – bankruptcy risk in family 

firms   

Much of the current literature on family firm pays particular attention to the 

difference of ‗risk-taking‘ between family and non – family firm.  Numerous studies 

have attempted to explain the question ―whether family firms are likely to be more 

risk-averse than non-family firms?‖ (Kempers et al., 2019) by some theoretical 

perspectives 

First, many scientists have argued that socioemotional wealth theory can 

demonstrate how family factor impacting on business. According to  Gómez-mejía et 

al. (2007), this concept clarifies to ―non-financial aspects of the firm that meet the 

family‘s affective needs, such as identity, the ability to exercise family influence, and 

the perpetuation of the family dynasty‖.  Strong evidence of the right of 
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socioemotional wealth theory was found in the research of  Poletti-hughes and 

Williams (2017). The authors pointed out that in the condition of financial distress and 

bankruptcy possibility, family firms are willing to assume a higher risk to preserve 

socioemotional wealth. Secondly, according to the research conducted by Jensen and 

Meckling (1976), agency theory is  defined that, based on information and goal 

asymmetries, interest conflict will incur when the interests of principal - agent or 

principal – principal are not aligned mutually. The effectiveness of the agency theory 

has been exemplified in a study by Hamelin et al. (2013) in which small family firms 

tend to deliberately limit their economic growth in order to conserve non-economic 

goals. Lastly, some scholars uses behavioural agency theory to explain why, in 

general, family businesses do not invest in R&D activities as well as non-family firms 

(Chrisman, 2012). An example of this is the study carried out by Chen et al. (2009) in 

which they demonstrated that family ownership could reduce the risk influence of 

R&D activities. Other researchers, however, who have looked at risk taking behavior 

of family firms, have demonstrated that they are risk avoidance. For example, Tribo, 

Berrone and Surroca (2007) argued that family firms are not risk-averse if comparing 

with other types of organisations because of the characteristics of typical independence 

from financial markets and continuation for future generations (Muñoz-bullón and 

Sanchez-bueno, 2011; Zahra, 2005). 

Because the difference of risk avoidance level between businesses depending on 

the risk type (Miller and Bromiley, 1990), scholars often define and explain two types 

of risk: variability risk and vulnerability risk (Mcconaughy, Matthews and Fialko, 

2001; D‘Aveni and Ilinitch, 1992). Variability risk is defined as the deviation between 

the actual return on an investment and the expected return (Mcconaughy, Matthews 

and Fialko, 2001), which can measure the volatility of the firm‘s financial performance 

(Markowitz, 1959). The degree of volatility of financial ratios: return on assets, return 

on equity, the stock‘s return, or net income are typical variability risk indicators 

(Ruefli, Collins and Lacugna, 1999). On the other hand, the vulnerability risk level is 

regarded as the reflection of probability or bankruptcy risk (March and Shapira, 1987; 

Higgins and Schall, 1975). In the scope of this study, this research proposal sticks to 

the vulnerable risk – bankruptcy probability.  

Because a business-owning family make investment decisions for the interest of 

family members instead of minority shareholders, they may accept a low vulnerability 

risk to maintain firm survival (Boubaker, 2016). In addition, family members usually 

invest in only a small number of firms, meaning that family wealth is under diversified 
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(Boubaker, 2016). Therefore, if the firm goes bankrupt, the detrimental consequence 

effects on family wealth are significant (Kempers et al., 2019). This view is supported 

by Anderson, Mansi and Reeb (2003) who found that family enterprises have a lower 

cost of debt financing, compared with non-family firms. Agreeing with this empirical 

study, (Mishra and Mcconaughy, 1999) maintained that family-controlled firm use less 

debt because they are more averse to control risk than similar non-family controlled 

enterprises. Collectively, Memili and Dibrell (2019) concluded that the avoidance of 

bankruptcy can be the reasons to explain this behaviour of family firm. Others have 

highlighted the relevance of founders who tend to preserve the control right in 

business (Lim et al., 2010). Obviously, the difference in bankruptcy risk between 

family and non-family firms are still in the gap of thorough understanding. Moreover, 

far too little attention has been paid to the heterogeneity among family firms (founder 

– descendant owner, family board member – nonfamily board member…), which leads 

to the necessity of more studies assessing the influences of contingency variables on 

risk (Kempers et al., 2019). 

2.3. The TMT in family firms: the literature review of family, non-family managers   

A considerable amount of literature has been published on ownership and 

governance form of the family business. These studies have covered in various 

academic research fields including management, economics, finance, and accounting 

areas (Sharma et al., 2014). The corporate governance: family and non-family 

involvement in the top management team is one of examples of the studies. There are 

different theoretical perspective, contributing to the understanding of the study, for 

example agency theory (Odom et al., 2019). By drawing on the concept of agency 

theory, Bartholomeusz and Tanewski (2006) found that family firms are likely to have 

a lower percentage of non-family directors on board than non-family businesses, 

which can reduce agency cost. The authors also pointed out that independent – 

nonfamily monitoring should be presented more in the firm to enhance firm 

performance. 

Unlike agency theory, stewardship theory argues that external directors 

contribute a valuable resource to family firms. An example of this is the study carried 

out by Bettinelli (2011) in which stated that a higher percentage of outside board 

members can lead to improve board performance. The results of Bammens, 

Voordeckers and Gils (2011) study also illustrated that experiences and skills of 

external directors, especially lacking skills inside the family, are essential for family 

firms. On the question of the benefit of non-family managers, Barth and Gulbrandsen 
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(2005) suggested that family-controlled firms, managed by a non-family manager, are 

assessed equally in productivity with non-family enterprises. Conversely, family-

owned firms managed by a family member are significantly less productive than the 

nonfamily counterpart. By drawing on the concept of agency theory and stewardship 

theory, Sciascia and Mazzola (2008) discovered an interesting relationship between 

two concepts of family involvement in management and family firm performance, 

which is negative and quadratic. To better understand the different influence of family, 

nonfamily managers on the business, resource-based view (RBV) has been used as an 

explanatory theory. While family values bring valuable, inimitable and non-

substitutable value, non-family counterparts creates competitive advantages and 

superior organizational performance to the firm (Habbershon, Williams and 

Macmillan, 2003). In another major study, explained by two solid theory: agency cost 

and resource-based view (RBV), Bocatto, Gispert and Rialp (2010) suggested that an 

outside manager is employed in a favourable performance situation, whereas a non-

family manager is preferred when the firms experience an under performance. 

2.4. Heterogeneity among family firms in financial performance: the role of 

nonfamily managers    

The relationship between non-family members and family firm performance is an 

important topic in the family business literature (Tabor et al., 2018). There is a large 

volume of published studies describing the role of a non-family member as a factor 

having a positive impact on family firm performance. Lin and Hu (2007) showed that, 

in the condition of high management skill requirement, a professional manager should 

be hired to improve firm performance. This view is supported by Yeoh (2014) who 

wrote that, in internationalization, because outside managers‘ knowledge and 

experience are gained from prior international experience, they can introduce the 

family firm to diverse knowledge sources and skills, which can increase firm 

performance. In the same vein, Yopie and Itan (2016) conducted the research, using a 

sample of 119 family firms which listed in the Indonesia Stock Exchange, to point out 

that, comparing with a family firm managed by a family member, a family firm which 

has a nonfamily member manager can contribute higher firm value. There are several 

possible explanations for this result. The authors suggested that a family manager only 

concentrates on family‘s interest instead of business interest, which decreases firm 

performance. A broader perspective has been adopted by Bocatto et al. (2010) who 

argues that, in the condition of underperformance, a nonfamily member are more 

likely than a family member to be employed to top senior positions. Similarly, Salvato 
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et al. (2012) found that nonfamily managers are more likely to be hired than family 

managers. The evidence presented in this paper suggests that fast-growth strategies in 

family firms are more suitable with professional managers than family managers. In 

view of all that has been mentioned so far, one may suppose that the inclusion of 

nonfamily managers improves family firm performance (Fang and Chrisman, 2015) 

Other researchers, however, who have looked at the relationship between family 

firm performance and nonfamily leadership, have found that the combination of family 

and nonfamily managers rather than only nonfamily manager improves firm 

performance. An example of this is the study carried out by Minichilli et al. (2010) in 

which they found an U-sharped relationship between the ratio nonfamily members in 

the management board and firm performance. The evidence presented in this study 

suggests that an exceeding number of nonfamily managers is not always good. Tabor 

et al. (2018) argued that a proper ratio of nonfamily manager in the TMT should be 

concerned to optimize firm performance. In the same vein, Sciascia and Mazzola 

(2008) also suggested that moderate levels of family involvement in management is 

optimal for firm performance. This view is supported by Massis et al. (2013) who 

collected data from 787 SMEs to suggest that balancing family and nonfamily number 

in the top management team is beneficial to firm performance.  

In view of all that has been mentioned so far, our review shows that the 

involvement of nonfamily manager has an impact on firm performance.  However, the 

current studies are limited by the lack of research in moderators affecting on the 

relationship between nonfamily manager and firm performance. Based on the above 

arguments, this research suggest the following research question: 

Hypothesis 1: The degree of nonfamily manager in the TMT influences the 

financial performance of family firms in an U-sharped relationship 

2.5. Heterogeneity among family firms in risk taking – bankruptcy risk: the role of 

nonfamily managers     

There is a large volume of published studies describing the impact of managers 

on risk taking of family firms is mentioned in some academic papers. For the study by 

Huybrechts, Voordeckers and Lybaert (2013), agency and psychological conceptual 

theory approach are used to increase our understanding of the various risk accepted 

level of family enterprises. They pointed out that during the initial years of non-family 

CEO tenure, non-family manager impacts positively on the family level of risk 

accepted because family managers usually own a high ownership proportion of family 
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firm, leading to a low level of risk accepted (Jensen and Meckling, 1976) (agency cost 

theory). However, when CEO tenure increases, the problem of psychological 

ownership (Pierce et al., 2001) appears which make them increasingly aligned with 

family owner‘s interest (Davis et al., 1997). Consistent with the conclusion from 

Huybrechts, Voordeckers and Lybaert (2013), Miralles-marcelo and Miralles-quiro 

(2014) illustrated that ―a family manager will avoid risk and uncertain investments to 

maximize the utility of family members‖. Supporting this view,  Stanley (2010) argued 

that a family business,  employing family managers, will exhibit lower risk-accepted 

behavior level than those with nonfamily managers. Conversely, Memili et al. (2010) 

found a relationship that the family expectation may foster family manager‘s 

entrepreneurial risk-taking.  

Although some research has been carried out on the relation between managers 

and entrepreneurial risk, there is very few studies understanding of the relation 

between managers and bankruptcy risk. The study by Lardon, Deloof and Jorissen 

(2017) is one of scarce articles which concerns the relation. They collected a sample of 

367 Belgian firms to point out that a family firm, hiring an outside manager have a 

lower leverage than those with a family manager, which . Together, this indicates a 

need to understand the impact of family, nonfamily managers to bankruptcy risk in 

family firm. Based on the above discussion, the current research develops the 

following hypothesis: 

Hypothesis 2: The degree of nonfamily member ratio in the management board 

negatively impacts the level of bankruptcy risk in family firms 

3. Research objective    

The main purpose of this research is to develop an understanding of the effect of 

nonfamily managers on firm financial performance and bankruptcy risk in Vietnamese 

family listed firm. There are three primary aims of this study: To investigate the 

relationship between nonfamily managers and family firm financial performance; To 

ascertain the impact of nonfamily managers on family firm bankruptcy risk; To find 

out the difference between family firms in a developing countries such as Vietnam and 

family businesses in developed countries. 

4. Methodology     

4.1. Sample selection     

The research data in this study is drawn from listed Vietnam family firms from 

2000 to 2018. Although the definition of family business differentiates according to 
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various academic papers, this study follows the definition of European Family 

Business (EFB, 2018). The data will be divided into two types of business: SMEs and 

larger firms because the characteristics of them are different, demonstrated in various 

previous academic articles. I adopted the Vietnam Business Law (2017) to define 

whether a firm is SME or not. According to this law, SMEs have below 200 

employees and revenue being below 300 billion Vietnam dongs. All firms are listed in 

Ho Chi Minh Stock Exchange. 

4.2. Research model    

Regression analysis was used to address the research questions. Because panel 

data methodology is expected to used, the research model will be examined by 

employing system OLS, FE, RE and GMM techniques. Data management and analysis 

will be performed using Stata 14. 

There is a large volume of published studies describing the relationship between 

firm financial performance and bankruptcy risk. A number of researchers have 

reported a reverse causality between firm‘s performance and bankruptcy risk. 

Different authors have measured firm financial performance in a variety of ways. In 

this study proposal, ROA, ROE, ROS, Tobin‘s Q and some other performance 

indicator will be examined.  There are various ways to measure bankruptcy risk. The 

Altman Z-score and the Ohlson score (Altman et al., 2017; D‘Aveni and Ilinitch, 

1992) are used in the study. The variables, applied in the models were determined 

from the literature review of previous studies on corporate governance, firm financial 

performance and bankruptcy risk  

Proposed Research Model 1: 

PERFit = α + β1BRi,t x NFRit + β2NFRit + B3Zit + ε  

Dependent variable:  

PERF (firm‘s financial performance): examined by ROA, ROE, ROS, Tobin‘s Q 

and some other financial performance indicator. 

Basing on the study conducted by Massis et al. (2013), this study choose 

independent variables: 

Independent variables: BR (Bankruptcy Risk): is calculated by the Altman Z-

score and the Ohlson score (Altman et al. 2017; D‘Aveni and Ilinitch 1992); NFR 

(Non-family ratio in the TMT): this item is identified by the study by Massis et al. 

(2013) in which is calculated by the proportion of non-family member at TMT divided 
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by the total number of TMT members (a continuous variable). TMT is defined by a 

group of top managers in the firm including CEO, COO, CIO, CFO, CTO, CMO and 

CSO. Profitability (PR): this item is determined by the quotient of EBIT (earnings 

before interest and taxes) and total assets; Intangible asset (INTG): is identified by the 

ratio of intangible assets to the firm‘s equity; Ownership structure (OWN): the ratio of 

family ownership divided to total capital in the family firm; Firm size (SIZE): Because 

the sample can be varied in size, the logarithm of firm sales is used to decrease this 

variance; Tangible asset (TANG): is identified by the ratio of fixed tangible assets to the 

total assets in the firm; Firm age (FA): this variable is used in the research by Anderson 

et al. (2003) and calculated by the log of the year number since the firm‘s beginning for 

operation; Leverage (LEV): is calculated by total debt divided by total assets 

Proposed Research Model 2: 

BRi,t = α + β1PERFi,t  x NFRi,t + β2NFRi,t + β2Zi,t  + εi,t 

Dependent variable: BR (Bankruptcy Risk): is calculated by the Altman Z-score 

and the Ohlson score. 

Basing on the study conducted by Massis et al. (2013), this study choose 

independent variables: 

Independent variable: PERF (financial performance): examined by ROA, ROE, 

ROS, Tobin‘s Q and some other financial performance indicator; NFR (Non-family 

ratio in the TMT) is calculated by the proportion of non-family member at TMT, 

divided by the total number of TMT members (a continuous variable). Intangible asset 

(INTG): identified by the ratio of intangible assets to the firm‘s equity; Tangible asset 

(TANG): identified by the ratio of fixed tangible assets to the total assets in the firm; 

Firm age (FA): calculated by the log of the year number since the firm‘s beginning for 

operation; Current ratio (CR): measured by current assets divided by current 

liabilities; Profitability (PR): this item is determined by the quotient of EBIT; 

Leverage (LEV): is calculated by total debt divided by total assets 

5. Discussion and expected contribution    

The study will contribute to the current literature of family firm research by three 

points: First, my study shows a comprehensive and in-depth analysis of the 

relationship between the ratio of non-family members in the top management team and 

bankruptcy risk. Although risk in family firm has been researched in many articles, 

little is known about bankruptcy risk and it is not clear the influent level of nonfamily 

managers on the risk. In addition, this study will use a continuous moderator: the non-
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family manager rate in the top management team to examine again this relationship. 

The second objective of this study is to investigate the impact of non-family manager 

rate on the firm financial performance. Moreover, some previous studies has examined 

the relationship between bankruptcy risk and financial performance, this study will 

continue to investigate this relationship by using the moderator: nonfamily manager 

rate in the top management team. Thirdly, because of the limitation of family firm 

studies in developing countries (Kempers et al., 2019), the study fulfills the gap by 

researching family firms in Vietnam. In addition, there has been a lack of studies about 

Vietnamese family firms so, this study will be a significant contribution. 
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Abstract: 

The pressure on certified and reliable financial information is a key challenge to stimulate 

auditors to improve audit quality. This study reaches its objective by analyzing the point of 

views from survey participants (CPA and independent auditors) by using questionnaires and 

interviewing in combination with abroad and domestic references. The authors have collected 

102 responses from professional staff working in auditing firms in Ho Chi Minh (HCM) city. 

Through evaluating the reliability of the scale, exploratory factor analysis (EFA), correlation 

analysis, multiple linear regression analysis leading to the research model consists of six 

factors affecting the audit quality including: (1) professional ethics of auditors, (2) 

professional capacity of auditors, (3) quality of external control, (4) internal factors belong to 

auditing firms, (5) audit fees and (6) size of auditing firms. This article focuses on identifying 

the essential factors that affect the audit quality and proposing some implications of the 

policy to contribute to the enhancement of the social trust in Vietnam audit profession. 

Keywords: Audit quality, independent audit, audit services, independent audit quality, audit 

quality in Vietnam. 

 

1. Introduction    

In the market economy, there are certain fundamental changes in the nature of 

accounting and auditing field. As such they have become various types of financial 

services which support business and management activities. These services require 

high quality and legal value and neither allow defective nor unreliable deliverables. 

Independence, objectivity, legal evidences, professionalism and quality control are the 

key requirements of this type of service. Stemming from characteristics and nature of 

accounting and auditing field, practitioners in the new market must firstly have high 

professionalism, enthusiasm and responsibility for their professions to meet the 

required quality by clients. With respect to professional competence, the practitioners 
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must be knowledgeable, capable, skillful in organizing, project management, sensitive 

and creative, especially capable of managing different financial operations in a 

dynamic and integrated economy. With respect to human dignity and professional 

ethics, the practitioners must have honesty, objectivity and bravery occupation in the 

field work. The bravery occupation feature of accountants and auditors is essential not 

only for their career but also for the economy, the society and the healthiness of 

financial activities of all investors, economists and countries. This element requires 

accountants to respect the truth and the objectivity of the economic facts and opinions. 

Furthermore, the attitudes toward financial information must demonstrate the 

responsibility, the solid professionalism, the credibility, the authenticity of evidence 

and the ingenious in behaviors and persuasion. 

From the perspective of auditing firms, assurance service is a business activity 

that brings profit for firms. However, this is a specific type of service also, with the 

characteristics that always cherish and respect the responsibility to society, besides 

professional qualifications, practice standards and public trust. Therefore, it is essential 

to study the factors affect the audit quality and to evaluate these influences on the audit 

quality in order to come up with the solutions to improve the audit quality, at the same 

time to rebuild the reputation of society in the audit professions in Vietnam so that 

they can meet the demand for providing quality information of relevant parties in the 

trend of integration and competition. 

2. Literature review    

Taylor (1911), ―The principle of scientific management‖ under the view of 

auditing firms, audit quality is (1) to fully comply with standards, professional 

regulations, risk control; (2) auditing procedures selected should always be balanced 

between costs and benefits i.e. appropriate audit fees with the level of audit risk. 

Additionally, audit firms are service providers, so that this point of view is seemly 

subjective. This quality is not decided by expectations of clients but by the audit firms. 

Hence, audit firms often build audit processes and control the quality of this process in 

order to help the auditors to gain true and fair view. In general, a quality audit is when 

the auditors and the audit firms fully comply with professional standards, procedures 

set up by the audit firms (Tran Thi Giang Tan, 2011). Besides, the profitability, the 

main target in their operations, should also be balanced with the costs. Overall, audit 

quality under the perspective of audit firms is to meet the requirements and regulations 

according to the professional ethical standards, audit standards and other relevant laws. 
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Furthermore, auditing firms have to satisfy the requirements of customers in the 

balance between benefits and costs also. 

Table 1: Summary of the audit quality factors based on the results of previous 

theoretical and empirical studies 

Factor Result Source 

Size of 

audit firms 

The larger the audit firms 

are, the better audit 

services provided. 

 

Lennox (1999), ―Are large auditors more 

accurate than small auditors?‖; Francis 

(2004), ―What do we know about audit 

quality‖; Mansi et al. (2004), ―Does 

Auditor Quality and Tenure Matter to 

Investors? Evidence from the Bond 

Market‖; Shu (2000), ―Auditor 

resignations: clientele effects and legal 

liability‖. 

Audit fees 

Audit fees has a 

significant impact on the 

audit quality and it is 

proportional to the size of 

audit firms. 

DeAngelo (1981),  ―Auditor size and audit 

quality‖; Basioudis & Fifi (2004), ―The 

Market for Professional service in 

Indonesia‖; Jong Hag Choi et al. (2010), 

―Audit Office Size, Audit Quality, and 

Audit Pricing‖; Kallapur et al. (2010), 

―Audit market concentration and audit 

quality‖; Novie Susanti Suseno (2013), ―An 

empirical analysis of auditor independence 

and audit fees on audit quality‖; 

Hosseinniakani et al. (2014), ―A review on 

Audit Quality Factors‖. 

Non-audit 

services 

Most of studies show that 

non-audit services have 

different impacts such as 

positive impact, negative 

impact or not affect the 

audit quality. 

Myungsoo Son (2005), ―Do non-services 

influence audit quality?‖; Firth (2002) 

―Auditor-Provided Consultancy Services 

and their Associations with Audit Fees and 

Audit Opinions‖; 

Kinney et al. (2004), ―Auditor Independence, 

Non-audit services, and Restatements: Was 

the U.S. Government Right?‖; 

Ashbaugh et al. (2003), ―Do Non-Audit 
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Services Compromise Auditor 

Independence? Further Evidence‖; Chung 

and Kallapur (2003), ―Client Importance, 

Non-audit Fees, and Abnormal Accruals‖. 

Audit term 

The long-term audit 

relationship can cause 

familiarity threats leading 

to the reduce of the 

independence and audit 

quality. 

Vanstraelen (2000), ―Impact of renewable 

long-term audit mandates on audit quality‖; 

Adenuyi & Mieseigha (2013), ―Audit 

Tenure: An Assessment of its Effects on 

Audit Quality in Nigeria‖; C.-Y. Chen, Lin 

(2008), ―Audit Partner Tenure, Audit Firm 

Tenure, and Discretionary Accruals: Does 

Long Auditor Tenure Impair Earnings 

Quality?‖; Hosseinniakani S.M (2014), ―A 

review on audit quality factors‖. 

Quality of 

internal 

control 

within audit 

firms 

Reviewed procedures help 

to detect the behaviors 

that cause deterioration of 

audit quality. 

Otley and Pierce (1996), ―Auditor time 

budget pressure: consequences and 

antecedents‖; Matsumura and Tucker 

(1995), ―Second Partner Review: An 

Analytical Model‖; Ayers and Kaplan 

(2003), ―Review Partners' Reactions to 

Contact Partner Risk Judgments of 

Prospective Clients‖; Owhoso et al. (2002), 

―Error Detection by Industry-Specialized 

Teams During Sequential Audit Review‖. 

Professional 

capability 

of auditors 

The high level expertise 

of auditors in many fields 

closely relates to the 

detection of the violations 

of audit firms and increase 

audit quality. 

Hammersley (2006), ―Pattern Identification 

and Industry-Specialist Auditors‖; Bonner 

(1990). ―Determinants of Auditor 

Expertise‖; Stanley & Todd DeZoort 

(2007), ―Audit Firm Tenure and Financial 

Restatements: An Analysis of Industry 

Specialization and Fee Effects‖; Eko 

Suyono (2012), ―Determinant Factors 

Affecting The Audit Quality : An 

Indonesian Perspective‖. 

Professional A positive relationship Jensen and Von Glinow (1985), ―Ethical 
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ethics between career skepticism 

attitudes and audit quality. 

The independence has a 

positive relationship with 

audit quality and 

reputation. 

Ambivalence and Organizational Reward 

systems‖; Kelley and Margheim (1990), 

―An Empirical Analysis Of The Effects Of 

Auditor Time Budget Pressure And Time 

Deadline Pressure‖; Baotham (2009), 

―Audit Independence, Quality, and 

Credibility : Effects on reputation and 

sustainable success of CPAs in Thailand ‖ ; 

Shaub and Lawrence (1996), ―Ethics, 

experience and professional skepticism: A 

situational analysis‖; Chen et al. (2009), 

―Measuring process orientation‖. 

Quality of 

external 

control 

A tight and an effective 

quality of external control 

would promote auditing 

firms to improve their 

quality, to balance the 

public interests and to 

promote the audit 

activities. Effective 

quality control system 

will ensure the 

development of audit 

activities. 

Deis and Giroux (1992), ―Determinants of 

Audit Quality in the Public Sector‖; 

O'Keefe et al. (1994), ―The production of 

audit services: Evidence from a major 

public accounting firm‖. 

Source: Summary by authors 

 

3. Research model   

Through generally reviewing many previous studies on the audit quality, we 

found that most of the authors adopted the quantitative method to both study the 

relationship and to measure the impact of factors such as size of audit firms, audit fees, 

professional capacity of auditors, professional ethics, etc. to the audit quality. By 

inheritance, the article synthesizes the factors affecting the audit quality in HCM city 

including: internal factors (factors relating to audit firms and auditors); and external 

factors to test the appropriateness of the model in Vietnam so as to address these two 

primary issues: (1) evaluating the general situation of the audit quality in HCM city; 
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(2) determining the factors affecting the audit quality in HCM city. Outcomes of the 

expert interviews help the authors to select variables on the proposed model; and 

influencing factors to test the level of impact on the audit quality in the Table 2. 

Table 2: Summary of research hypotheses of independent variables to auditing quality 

Variable name Hypothesis Variable description Expected sign 

SIZE H1 Size of audit firms impacts on the audit quality + 

FEE H2 Audit fee impacts on the audit quality + 

TERM H3 Audit term impacts on the audit quality - 

IN-CONTROL H4 Quality of internal control impacts on the audit quality + 

EX-CONTROL H5 Quality of external control impacts on the audit quality + 

CAPACITY H6 Professional capacity of auditors impacts on the audit quality + 

ETHICS H7 Professional ethics of auditors impacts on the audit quality + 

Source: Summary by authors 

Figure 1: Proposed research model 

 

 

 

 

 

 

 

 

 

 

 

 

Base on the above research model, the equation in regression analysis is assumed 

as follows: 

Y = f(X1, X2, X3, X4, X5, X6, X7) + e 

 Y: Audit quality (Dependent variable)  

X1: Size of audit firms 

X2: Audit fees 

X3: Audit term 

X4: Quality of Internal control 

X5: Quality of External control 

X6: Professional Capacity 

X7: Professional ethics 

Audit 

Quality 

(+) 

(+) 

(+) 

(+) 

(+) 

(+) 

(-) 
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 X1: Size of audit firms (1
st
 Independent variable)  

 X2: Audit fees (2
nd

 Independent variable)  

 X3: Audit term (3
rd 

Independent variable)  

 X4: Quality of internal control (4
th 

Independent variable)  

 X5: Quality of external control (5
th 

Independent variable)  

 X6: Professional capacity of auditors (6
th 

Independent variable)  

 X7: Professional ethics of auditors (7
th 

Independent variable)  

 e: Uncorrelated error term 

 

4. Research methodology 

The way to collect data: (1) Qualitative approach: the survey tool is used in form 

of a questionnaire sent directly by email, online survey via Google Docs tool or 

collecting the survey forms directly; (2) Quantitative approach: base on descriptive 

statistics, frequency statistics, Cronbach's alpha coefficient, exploratory factor analysis 

(EFA), correlation analysis, linear regression analysis and the survey samples were 

collected from April 1, 2019 to June 31, 2019 at audit firms located in HCM city.  

Sample size to perform EFA and multiple linear regression model, the minimum 

sample size was 100 and the observed rate/ variables was usually 5:1, i.e. with one 

variable needs at least five observations (Nguyen Dinh Tho, 2011). The other possible 

proposed observed rate/ variables was from 2:1 to 20:1 (Velicer & Fava, 1998, 

followed by Nguyen Bich Lien, 2012). In this research, due to time and budget 

constraints, the author chose the observed rate/ variables is 3:1, i.e. with 26 observed 

variables, the sample collected is 78 units. However, in order to ensure the minimum 

number of samples to implement EFA and multiple regression model, the sample size 

for this study is 102. 

According to Article 3 of Circular No. 202/2015/ TT-BTC on listed securities 

issued by Ministry of Finance (MoF), the conditions for companies to be listed are 

their financial statements (FSs), audited reports must be audited by audit organization 

approved by the State Security Commission of Vietnam (SSC) and comply with the 

independent regulation of auditing. Therefore, the requirement about reliability of 

transparent information is quite strict so that companies are eligible to be listed, which 

partly determines the quality of FSs audited of audit firms. After that, the authors 
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identify the representation in the survey sample. The authors collected the FSs of 100 

listed companies published on the website of Ho Chi Minh Stock Exchange (HoSE) on 

April 1, 2019 to identify the level of participation and scale of audit firms providing 

audit service for these listed companies. 

Table 3: Synthesize the number of audit firms provide independent audit service   

for 100 listed companies on HoSE on 1/4/2019 

 

The number of 

companies using 

independent audit 

service per 100 

companies 

The number of audit 

firms provide service 

for 100 listed 

companies 

Large-sized audit firms (more than 100 employees) 95 13 

Medium-sized audit firms (form 50 to 100 employees) 5 3 

Small-sized audit firms (less than 50 employees) 0 0 

Total 100 16 

Source: List of VN100 stock basket from HoSE 

Survey subjects: The study obtained 102 responses from professional staff currently 

working in different positions in audit firms in HCM city, people who directly participate 

in jobs or directly control the quality of the jobs, so they are the ones who directly 

perceive which factors  possibly impact the audit quality. Furthermore, the authors also 

rely on the inspection reports displayed on the website of VACPA for the year 2017 and 

those of SSC for the year of 2016 and 2018 published on their websites to sketch the 

current status of the audit quality in Vietnam. These reports were the results of the 

examination of the quality control in audit firms implemented by the cooperation between 

those organizations and the MoF. Among 39 audit firms, the largest proportion were 

medium-sized firms which made up of 41% of the sample, followed by small-sized and 

large-sized, respectively made of 31% and 28%. It can be seen that, the number of 

medium and large size firms account for the majority of the sample. 

Table 4: The statistical inspection of audit firms classified by size 

Year 

Size 

2016 2017 2018 Total 

Volume % Volume % Volume % Volume % 

Large 6 60% 1 5% 4 57% 11 28% 

Medium 4 40% 9 41% 3 43% 16 41% 

Small 0 0% 12 55% 0 0% 12 31% 

Total 10 100% 22 100% 7 100% 39 100% 

Source: Data collected on Website of SSC (for 2016 and 2018) and  those of VACPA (for 

2017) 
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Figure 2: Results of classification in quality from 2016 to 2018  

 

Source: Data collected on Website of SSC (for 2016 and 2018) and  those of VACPA (for 

2017) 

Table 5: Experiences and titles of survey subjects 

Title Experience 

Criteria Frequency % Criteria Frequency % 

Partner/ Director 2 2% Over 10 years 2 2% 

Manager 15 15% From 5 to under 10 years 17 17% 

Senior 19 19% From 2 to under 5 years 59 58% 

Consultant 66 65% Under 2 years 24 24% 

Total 102 100% Total 102 100% 

Source: Summary by group of authors 

Audit firms: 

Table 6: The number of professional staff and auditors 

Size 
Professional staff Auditors 

Criteria Frequency % Criteria Frequency % 

Large Over 400 staff 13 81% Over 30 auditors 13 81% 

Medium From 50 to under 100 staff 3 19% From 10 to under 30 auditors 3 19% 

Small Under 50 staff 0 0% Under 30 auditors 0 0% 

 Total 16 100% Total 16 100% 

Source: Summary by group of authors 
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It can be clearly seen that, the structure of survey participants is quite diversified, 

with various working positions and experiences. The majority of the big audit firms 

provide services to listed companies (13/16). Additionally, in Vietnam, except Big4 

firms or foreign audit firms which have offices in Vietnam, some domestic large firms 

can be mention as: AASC, A&C, CPA Vietnam, etc. are also reputable ones in the 

audit market. Hence, the Size factor partly determines the fame of its firms, they need 

to pay more attention to the process of service control as well as regularly organize 

training programs for the staff in order to enhance the human resource capability, 

thereby improving the audit quality over time. 

Scale of the research design: the authors surveyed and collected data by 

questionnaires consisting of four parts (23 questions for seven independent variables, 

three questions for dependent variable). The research uses Likert scale at five levels: 

(1) Strongly disagree, (2) Disagree, (3) Normal, (4) Agree and (5) Strongly agree  

5. Research results    

The quantitative results show that all of the independent variables satisfy the 

coefficient > 0.6 and the Corrected item – Total Correlation coefficient > 0.3, which 

are sufficiently reliable to continue analysis the discovery factor EFA to eliminate 

variables whose KMO is less than 0.5. The following is the KMO and Barlett Test of 

independent variables:  

Table 7: KMO and Barlett Test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy .771 

Bartlett‘s Test of Sphericity 

Approx. Chi-Square 3751.413 

Df 253 

Sig .000 

Source: Calculated by authors by SPSS 22.0 software 

The KMO = 0.771 > 0.5 demonstrates that it is appropriate to implement the 

EFA analysis with the research data. Bartlett Test has the Sig = 0.000 < 0.05 deduces 

that the observed variables are correlated with the overall, which proves that the data 

used for factor analysis is perfectly appropriate. Next, the Total Variance Explained 

table is considered to identify the ability of each group explains what percentage of the 

variation of observed variables. 
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Table 8: Total Variance Explained 

Component 
Initial Eigenvalues Extraction Sums of Squared Loadings 

Total % of Variance Cumulative % Total % of Variance Cumulative % 

1 6.853 29.795 29.795 6.853 29.795 29.795 

2 5.297 23.031 52.827 5.297 23.031 52.827 

3 4.176 18.159 70.985 4.176 18.159 70.985 

4 2.289 9.953 80.938 2.289 9.953 80.938 

5 1.539 6.693 87.631 1.539 6.693 87.631 

6 1.063 4.622 92.253 1.063 4.622 92.253 

Source: Calculated by authors by SPSS 22.0 software 

Thus, the research model consists of 23 observed variables and divided into six 

groups: Eigenvalues of six groups > 1; and Cumulative of Extraction Sums = 92.253% 

> 50%, this value indicates that these six groups explain 92.253% of the variation of 

observed variables. 

Table 9: Rotated Component Matrix 

 
Component 

1 2 3 4 5 6 

TERM2 .958      

INCONTROL3 .953      

INCONTROL2 .952      

INCONTROL1 .917      

TERM1 .904      

INCONTROL4 .829      

SIZE3  .945     

SIZE2  .925     

SIZE1  .901     

SIZE4  .884     

CAPACITY4   .945    

CAPACITY2   .936    

CAPACITY3   .934    

CAPACITY1   .927    

FEE3    .909   

FEE2    .905   

FEE1    .888   

ETHICS2     .961  

ETHICS3     .955  

ETHICS1     .850  

EXCONTROL1      .862 

EXCONTROL3      .815 

EXCONTROL2      .784 

Source: Calculated by authors by SPSS 22.0 software 
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It can be clearly seen that all the coefficients > 0.5, this proves that these groups 

have practical implications. After analyzing EFA, the author found a combination of 

two groups ―Audit term‖ and ―Quality of Internal control‖. According to the author, 

when conducting the survey, the participants may think that arranging the audit teams 

and rotating the partners belong to the regulations and managerial/ operational 

policies, ICS of audit firms. Therefore, the results after running the EFA is reasonable. 

Nevertheless, this result is contrary to the number of previous studies such as Adenuyi 

& Mieseigha (2013), C.-Y. Chen, Lin (2008),  F.A. Gul et al. (2009), etc. Based on the 

results of the EFA, research hypotheses and research model are adjusted as follows: 

Table 10: Summary of research hypotheses 2 of independent variables to Audit quality 

Variable name Hypothesis Contents Expected sign 

SIZE - X1 H1 SIZE1, SIZE2, SIZE3, SIZE4 + 

FEE – X2 H2 FEE1, FEE2, FEE3 + 

INTERNAL – X3 H3 

INCONTROL1, 

INCONTROL2, 

INCONTROL3, 

INCONTROL4, TERM1, 

TERM2 

+ 

EXCONTROL – 

X4 
H4 

EXCONTROL1, 

EXCONTROL2, 

EXCONTROL3 

+ 

CAPACITY – X5 H5 
CAPACITY1, CAPACITY2, 

CAPACITY3, CAPACITY4 
+ 

ETHICS – X6 H6 
ETHICS1, ETHICS2, 

ETHICS3 
+ 

AUQ - Y  AUQ1, AUQ2, AUQ3  

To test the research hypotheses in order to see the impact of variables X1, X2, 

X3, X4, X5, X6 on the audit quality (variable Y), we use multivariate linear regression 

method to find the regression coefficients and use these factors to prove the 

hypothesis.  

The study will bring six independent variables: X1, X2, X3, X4, X5, X6 in the 

order of the extracted factors and the dependent variable Y into the regression equation 

as follows: 

Y = β0 + β1 X1 + β2 X2+ β3 X3 + β4 X4 + β5 X5+ α 
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In which:  

Y: is the dependent variable, explaining "Audit quality".  

Xi: are independent variables, explaining for 6 new factors.  

βi: is the coefficient of independent variables - indicates the direction and level of 

the effects of the independent variables on the dependent variable. 

Table 10: Model Summary
b 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 0.819
a 

0.671 0.651 0.178 

Source: Calculated by authors by SPSS 22.0 software 

According to the analysis result, it can be seen that the fit of the model Adjusted 

R2 = 0.651. This means that the model explains 65.1% between the dependent and 

independent variables. Relevance of the model is relatively high. However, this result 

is only true for sample data. To test the model whether or not deduce for the overall, 

the author use ANOVA analysis. 

Table 11: ANOVA
a
 

Model Sum of Squares Df Mean Square F Sig 

1 

Regression 6.214 6 1.036 

32.361 0.000
b 

Residual 3.041 95 
0.032 

Total 9,255 101 

a. Dependent Variable: AUQ 

b. Predictors: (Constant), ETHICS, EXCONTROL, FEE, CAPACITY, SIZE, 

INTERNAL 

Source: Calculated by authors by SPSS 22.0 software 

To test the fit of the overall regression model, we consider the F value from the 

ANOVA table, F = 32.361 with the significance level Sig. = 0.000< 0.05, showing that 

the linear regression model is suitable for the overall. 
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Table 12: Coefficients
a
 

Model 

Unstandardized  

coefficients 

Standardized  

coefficients T Sig. 
Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 Constant 0.274 0.397  0.689 0.493   

SIZE 0.065 0.024 0.200 2.752 0.007 0.654 1.528 

FEE 0.141 0.031 0.332 4.579 0.000 0.657 1.522 

INTERNAL 0.203 0.035 0.440 5.839 0.000 0.608 1.645 

EXCONTROL 0.089 0.035 0.210 2.564 0.012 0.517 1.934 

CAPACITY 0.219 0.030 0.497 7.233 0.000 0.732 1.367 

ETHICS 0.227 0.026 0.558 8.724 0.000 0.845 1.184 

Source: Calculated by authors by SPSS 22.0 software 

Based on the Standardized coefficients – Beta to compare the influence level of 

independent variables for the dependent variable, all of six factors which also have 

Sig. value less than 0.05 should be significant in the study model. In addition, the VIF 

coefficient of 1.0 less than 2 indicates that the independent variables are not 

multicollinearity. Since then, we have the regression equation with standardized beta 

coefficients as follows: 

AUQ = 0.558ETHICS + 0.497CAPACITY + 0.21EXCONTROL + 

0.440INCONTROL + 0.332FEE    + 0.2SIZE 

6. Discussion    

Through the tested outcomes, we found that the trend of the variables in the 

model is consistent with the previous research point of view. The number of small and 

medium-sized audit firms still make up of high proportion in the audit market, but the 

results show that this factor has the least impact, therefore, the audit firms must place 

the professional ethics factor to be the priority. However, in the scope of this research, 

the professional capacity and professional ethics are the two most influential factors on 

the audit quality. Hence, the authors will discuss these two independent variables in 

the relationship with the audit quality. 

Professional ethics are guidelines for auditors to maintain proper professional 

attitudes so that they can protect and enhance the reputation of their careers. In order to 

ensure the accuracy, rationality and legality of the FSs, auditors must initially ensure 

their responsibilities. This is proved by complying with the ethical principles, which 

are not only stipulated in Vietnamese auditing standard No. 200 but also specified in 

the International Standard on Auditing (ISA). Especially, the independence of the 
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auditors is the basic practical principle of the auditors. The independence of auditors 

must be considered as one of the most essential qualities. In the auditing process, 

auditors must not be affected or dominated by any physical or morale interests that 

affect their objectivity, honesty and independence. Auditors are not at the same time 

allowed to be accountants and working for the companies which they have economic 

relations and benefits such as equity contribution, lending or borrowing from clients, 

controlling shareholders, signing outsourcing service contracts, consuming agencies, 

etc. The reason why relevant parties use the audited reports is that they trust the 

impartial and conscientious of the auditors to assess the true and fair view of FSs. The 

independence only exists if the auditors can maintain an impartial attitude during the 

audit process in contrast to the fact is that the independence is the result of the 

explanations about the issue by others. Therefore, both audit firms and enterprises 

need to build an effective management regime and methods to train the intuitive, 

independence, impartial, fairness, carefulness, diligence and responsible mindset. 

These are crucial factors that significantly contribute to the quality of auditors, and a 

professional audit environment so that they can be assured in their field work, 

dedication and eligible to enhance their professional skills and qualifications. 

It is known that audit profession is one of eight occupations which are free to move 

labor since the Asean Economic Community (AEC) has established. Participating in 

ACE requires Vietnam to develop higher professional accounting and auditing human 

resources, capable of competing with the labor force of other countries. The field of 

audit in Vietnam, for many people, is quite new phenomenon, but in global, it is really a 

popular profession and has a development process so far. Many developed countries 

such as US, Japan, and some European countries are very keen on the training programs. 

The auditors of its countries are vast in quantity, qualified in quality, experienced and 

able to meet the work requirements, flexibility and high sensitivity. They need to have a 

comprehensive knowledge, understanding in various areas and related aspects of 

auditing. In addition, they need to proactively approach the reality of accounting and 

auditing activities to form the expertise in both theory and practical aspects. Besides, in 

order to meet the age of Industry 4.0, the auditors not only promote their professional 

awareness but also constantly update information about foreign languages, science and 

technology as well as other society fields. 

In addition, the sanctions when dealing with violations in audit quality for audit 

firms are also specified in Circular 157/2014/TT-BTC dated October 23, 2014 issued 

by MoF. Accordingly, audit firms with serious violations of either profession or 
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standards will be suspended for auditing business. However, for which auditors who 

have violations in audit quality will be punished in accordance with the administrative 

sanctions. If handling violations in this way, it will be limited in some aspects because 

the duration of the mentioned sanctions above will expire after one year (according to 

the Law of administrative sanctions), while the audit consequences may affect for 

many years later. Thus, in order to enhance the responsibilities of audit firms as well 

as auditors, perhaps, it is necessary for them to take responsibility for the audited 

report in an identified of time. Whenever a violation is found in this period, they have 

to admit the mistake. Obviously, it must have a basis to conclude that the errors 

belonging to both auditors and audit firms. 

7. Conclusion     

The paper presents the results of the test and analyzed the data in the study by 

methods such as Pearson correlation, F test, etc. to give a multiple linear regression 

model of six-independent factors. The level of relationship also differs in each variable 

with dependent variables in which the two most affected level are the factors of 

―Professional ethics of auditors‖ and ―Professional capacity of auditors‖. Therefore, 

Vietnam should urgently research and set up the Audit Quality Indicators (AQIs) 

conforming to international practices as mentioned above. The MoF and the SSC should 

coordinate with audit firms, listed companies to develop the AQIs in accordance with 

Vietnamese conditions, on the basis of the platform from IFAC guidelines and 

experiences of developed countries. Since then, audit firms must comply with public 

supervision and make efforts to enhance both of their scale of operations and the staff 

force, especially to ensure and constantly improve the audit quality. 
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Abstract: 

Purpose – the purpose of this study is to analyze the effect of internal control on tax 

avoidance and analyzing internal (family ownership) and external (environmental 

uncertainty) factors on the effectiveness of internal control in preventing tax avoidance. 

Design/methodology/approach – first, examine the direct effect of the effectiveness of internal 

control on tax avoidance. The second examines the effect of moderation of family ownership 

and environmental uncertainty on the relationship of the effectiveness of internal control on 

tax avoidance. Third, divide the full sample into two groups, high and less effectiveness of 

internal control to examine the direct effect of internal control effectiveness on tax avoidance 

and when considering moderating variables. The fourth uses two different measures of the 

effectiveness of internal control. 

Findings – this research found that effective internal control can reduce tax avoidance. Family 

ownership affects the relationship between internal control and tax avoidance, but environmental 

uncertainty does not influence the relationship between internal control and tax avoidance.  

Practical implications – Internal control increases compliance with rules and policies, so 

companies must design and implement effective internal control to prevent tax avoidance 

activities in violation of tax regulations. 

Originality/value - in contrast to previous studies, this study measures the effectiveness of 

internal control using the index of internal control practice disclosure and considers internal 

and external factors that can affect the effectiveness of internal control to prevent tax 

avoidance. 

Keywords: Business, environmental uncertainty, family ownership, internal control, tax 

avoidance 

1. Introduction 
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Tax expense is an operational cost that reduces company profits, so tax planning 

is a way to increase reported profits (Lee and Kao, 2018). The management carries out 

tax planning because this cost component is quite high and the company does not 

benefit directly from the taxes paid. The reason that is often cited is that management 

has an incentive to carry out tax planning, namely diverting tax costs to increase 

company value (Rezaei and Ghanaeenejad, 2014). In addition, there is an opinion that 

tax planning is done for the benefit of management, such as increasing management 

compensation and bonuses (Armstrong et al., 2015). 

Aggressive tax planning classified as tax avoidance, most studies use the agency 

problem perspective in discussing tax avoidance (Gaaya et al., 2017); in this 

perspective tax avoidance is illegal (Lee et al., 2015; Rezaei and Ghanaeenejad, 2014). 

The aggressive tax avoidance must be prevented, and if it is proven to violate the rules, 

it will be subject to penalties and loss of reputation and in the long run, interfere with 

business sustainability. In the perspective of agency theory, tax planning requires 

management judgment and estimation. In its implementation, management is faced 

with challenges such as complexity and discretion (Gleason et al., 2017). Through this 

discretion, management has an incentive to carry out tax planning that benefits 

management through increased compensation (Khan et al., 2016) at the expense of 

shareholders. 

Internal control is a monitoring mechanism that aims to ensure that financial 

statements are free from material misstatements (Ashbaugh-Skaife et al., 2008; 

Gleason et al., 2017). In the context of tax avoidance, effective internal control 

mitigates management errors when making a judgment and estimating corporate tax 

policies. Internal control also ensures that management does not violate applicable 

laws and regulations (Rae et al., 2017), including tax regulations. Another purpose of 

internal control is to protect company assets. 

Effective internal control encourages management to make tax plans that comply 

with applicable regulations and do not harm the company in the future. It also prevents 

management from behaving opportunistically and prudently in carrying out tax 

planning activities. Aggressive tax avoidance can be minimized and carried out within 

the framework of increasing the value of the company in the long run. 

Gaaya et al. (2017) state that there have not been many studies on tax avoidance 

that consider ownership structures, especially family ownership. Likewise, not many 

studies have discussed the effectiveness of internal control to reduce the opportunistic 

behavior of management in tax avoidance in family businesses. The ownership 

structure determines company policy, including in the design policy and 
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implementation of internal control systems. Family ownership has unique 

characteristics, and company management tends to be family-oriented, including the 

supervision of the company (Suárez, 2017). The effect of family ownership on tax 

avoidance has two perspectives. First, families tend to want to maintain their 

reputation and avoid fines for violating tax regulations (Chen et al., 2010). Another 

perspective is that family-owned companies tend to do tax avoidance. The higher the 

family ownership, tax avoidance is more aggressive because the family tends to 

influence management for the interests of the owner (Gaaya et al., 2017). 

Environmental uncertainty is an external factor that can affect tax avoidance. 

Environmental uncertainty occurs due to changes in business elements, especially as 

changes in the market of products produced by the company (Cormier et al., 2013), 

such as changes in customer consumption patterns and the competitive structure of 

products produced. Several studies reveal that management will adjust to 

environmental changes by changing strategy and operations (Gosh and Olsen, 2009). 

One of the practices carried out is to adjust the operational cost structure. The 

explanation indicates that management discretion against company policies, especially 

on the use of financial resources, including tax costs. Reactions to high uncertainty 

environments have an impact on control systems which can ultimately influence 

management behavior in making decisions about tax avoidance (Williams and 

Seaman, 2014). 

In contrast to previous studies (Bauer, 2011) regarding internal control and tax 

avoidance, this study contributes to the measurement of the effectiveness of internal 

control by using an index of internal control practice disclosure in the annual report. 

Another contribution is to consider the company's internal and external factors that can 

affect the effectiveness of internal control over tax avoidance practices. Internal factors 

are family-owned. Family ownership dominates because of the ownership of public 

companies in Indonesia (Claessens, 2000; Siregar, and Utama, 2008). External factors 

are environmental uncertainties that have recently become a significant concern due to 

increasingly intense competition among producers and also changes in customer 

preferences. 

The purpose of this study is first to analyze the effect of internal control on tax 

avoidance. Second, analyzing internal (family ownership) and external (environmental 

uncertainty) factors on the effectiveness of internal control in preventing tax planning 

practices. This study also conducted additional testing by looking at the descriptive 

statistic in companies with high and less effectiveness of internal control, regression 
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analysis classifying companies with high and low internal control effectiveness and 

using different internal control measures. 

2. Literature review and hypothesis development 

2.1. Tax avoidance and internal control  

Tax avoidance is an effort made by management to reduce the effective tax rate 

on income before tax (Dyreng et al., 2008). The study of tax avoidance has two 

different perspectives. The first perspective sees tax avoidance as tax planning by 

management to increase the value of the company (Lee and Kao, 2018) by saving cash 

and diverting the tax expense to make investments. Another perspective is that 

management conducts tax avoidance to avoid or reduce tax payments (tax evasion) for 

the benefit of management, such as to increase bonuses and compensation for 

management. (Desai and Dharmapala, 2006). 

Tax avoidance is an effort made by management in every way to avoid taxes 

(Dyreng et al., 2008). The management carries out tax avoidance in order to increase 

the amount of cash flow that can be used to increase production capacity, which in turn 

increases the value of the company. However, Shin and Park (2019) argue that the 

objectives of tax avoidance not achieved if management behaves opportunistically. In 

the view of agency theory, management has an incentive to do tax avoidance to 

increase compensation and bonus giving (Armstrong et al., 2015). Management tends 

to reduce the amount of tax burden to increase profit after tax (Gaaya et al., 2017) to 

obtain compensation and bonuses. In line with this concept, this study considers that 

tax avoidance, both in the context of tax planning and tax evasion, has a tax risk 

because it is related to government regulations which can lead to fines or penalties for 

violating existing regulations. So companies that do not do tax avoidance are 

considered better than those who do it. 

Internal control ensures the achievement of company goals, financial statements 

are free from material misstatements, complies with laws or regulations or policies, 

and company assets are protected (Rubino and Vitolla, 2014; Rae et al., 2017). 

Effective internal control can prevent and detect mistakes made by management, both 

intentional and unintentional. Previous research provides empirical evidence that 

internal control influences management behavior in compiling financial information 

and other company policies (Doyle et al., 2007; Ashbaugh-Skaife et al., 2008; Han, 

2010). More specifically, Gleason et al. (2017); Huang and Chang (2015) provides 

empirical evidence that adequate internal control reduces the opportunistic behavior of 

management in carrying out tax avoidance. So conceptually, in line with Doss and 
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Jonas (2004) effective internal control aims to ensure that tax planning effective and 

supports the achievement of company goals. 

Tax planning is a decision that requires management's estimation and judgment. 

Management has the opportunity to make discretion in making decisions, so there is a 

probability of risk arising when making the wrong decision. In its implementation, 

management faced with challenges in the form of high levels of complexity and 

discretion (Gleason et al., 2017). A strong understanding of tax regulations and quality 

supporting information is needed to ensure that there are no significant errors in tax 

planning. The wrong decision causes a loss for the company. 

Tax planning is also strongly influenced by management behavior. Discretion 

allows management to carry out tax planning that benefits management (Khan et al., 

2016). Companies with significant book-tax differences tend to manipulate, both for 

bookkeeping and tax estimation as well as (Hanlon and Heitzman, 2010; Huang and 

Chang, 2015). Companies that have material weaknesses in the internal control 

mechanism related to tax have a significant tax difference book (Huang and Chang, 

2015). Likewise, Gleason et al. (2010) provide evidence that adequate internal control 

reduces tax avoidance. Based on the literature review and existing arguments, the 

hypotheses that will test are: 

H1: Effective internal control has a negative effect on tax avoidance. 

2.2. Family ownership, internal control, and tax avoidance 

The family, as the owner of the company, has an incentive to do tax planning 

because the company is considered as their asset (Chen et al., 2010). Two perspectives 

explain how family behavior in managing taxes, entrenchment, and alignment (Fan 

and Wong, 2002). Entrenchment is characterized by opportunistic family behavior to 

take advantage of at the expense of minority shareholders. Alignment is indicated by 

good behavior or in other words trying to increase the value of the company for the 

benefit of all shareholders.  

In the alignment effect, the family carries out tax management with the principle 

of protecting the company's reputation from possible sanctions imposed due to tax 

avoidance (Chen et al., 2010). Families as owners tend to support the company's 

internal control policies regarding tax avoidance activities. For the owner, internal 

control is not only considered to be able to provide certainty that the company's goals 

achieved but also reduces the possibility of the emergence of risks (Xu-dong et al., 

2017), including the risks posed when performing tax avoidance. 
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In the entrenchment effect, family behavior makes tax savings for family 

interests at the expense of other shareholders (Steijvers and Niskanen, 2014). As 

owners, the family takes short-term profits which in turn can reduce the prosperity of 

other shareholders. Internal control becomes ineffective in facilitating management to 

carry out tax policies that are not following applicable tax rules. Tax avoidance can 

reduce tax cash payments to cover losses incurred by reducing tax costs, concealing 

information and ultimately reducing shareholder wealth (Desai and Dharmapala, 2006; 

Gaaya et al., 2017). 

Conceptually, family ownership reduces the effectiveness of internal control, so 

it cannot prevent tax avoidance that is detrimental to the company. Not many 

researchers have studied the effect of moderating family ownership on the relationship 

between internal control and tax avoidance. Bardhan et al. (2014) prove that family 

ownership causes ineffective internal control. Annuar et al. (2014) provide empirical 

evidence that family ownership affects tax avoidance. Both studies indicate that 

families tend not to prioritize internal control mechanisms so they cannot prevent tax 

avoidance. Based on the literature review and existing arguments, the hypotheses that 

will test are: 

H2: There is a difference in the effect of internal control on tax avoidance in 

companies with high family ownership and low family ownership. 

2.3. Environmental uncertainty, internal control and tax avoidance 

Research on the effect of environmental uncertainty on the relationship of 

internal control with tax avoidance is still scarce. According to the theory of the firm, 

environmental uncertainty is a significant factor influencing corporate strategic 

decisions (Cormier et al., 2013). Management seeks to adjust internal conditions to 

suit the conditions of the external environment. As a reaction to adjust to 

environmental uncertainty, management takes strategic decisions, including changing 

the monitoring mechanism (Williams and Seaman, 2014). 

The impact of environmental changes that lead to policy improvements predicts 

environmental changes for the company's future (Cormier et al., 2013), including in 

allocating economic factors (Rajeev, 2012). Management has the opportunity to 

choose several alternative strategic and operational decisions, including decisions to 

save money or efficiency. However, the policies taken are often detrimental to the 

company (Shleifer, 2004), because due to uncertainties it causes management to have 

difficulty estimating and determining the right policies (Gallemore and Labro, 2015). 
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Information asymmetry tends to be quite high. In the context of agency theory, 

the situation increases opportunistic behavior (Cormier et al., 2013). The internal 

control mechanism becomes ineffective and cannot prevent or detect opportunistic 

behavior, including preventing intentional and unintentional mistakes in tax 

estimation. Byun et al. (2012) provide empirical evidence that internal corporate 

governance mechanisms are increasingly effective in improving company performance 

in environments with low levels of competition. Research conducted by Cai and Liu 

(2009) provides empirical evidence that companies in high competition situations tend 

to do tax avoidance. Both empirical evidence shows that the effectiveness of internal 

control mechanisms to avoid tax avoidance is influenced by external environmental 

conditions. Based on a review of the literature and arguments above, the hypotheses to 

be tested are: 

H3: There are differences in the influence of internal control on tax avoidance in 

companies that face high levels of environmental uncertainty and low environmental 

uncertainty. 

3. Research methodology 

3.1. Research Samples and Data Collection 

The population observed was manufacturing companies listed on the Indonesia 

Stock Exchange (IDX) from 2012-2017. The reason for choosing manufacturing 

companies is because the number of listed companies in this sector is more than any other 

sector. Companies included in the manufacturing sector are basic industry and chemicals 

as well as miscellaneous industry based on Fact-book 2012-2017 issued by IDX. 

The sample selection uses the purposive sampling method, which is the method 

that determines the sample that provides the data or information needed. This study 

analyzes data using a balanced panel, using STATA software if there is one company 

that does not meet the criteria excluded from the sample. The sample selection criteria 

are companies that registered from 2012 to 2017 (not delisted), provided complete 

information needed, and did not report losses during the observation period. There are 

139 manufacturing companies listed on IDX, but after removing companies that did 

not meet the criteria obtained, 40 manufacturing companies with a total observation of 

240 firm-years. 

3.2. Measurement of variables 

This study measures tax avoidance using Cash Effective Tax Rate (CETR). The 

CETR measurement focuses on paying taxes in cash and can illustrate the book-tax 

difference due to the effect of permanent and temporary differences. This study 
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measures CETR based on a study conducted by Chen et al. (2010), which is dividing 

cash payments for taxes divided by pre-tax income. 

The effectiveness of internal control is measured using the scoring method for 

disclosing the implementation of internal control mechanisms in the annual report 

developed by Deumes and Knechel (2008). Scoring for the effectiveness of internal 

control consists of several questions, whether the commissioner discusses the internal 

control system? Are the objectives of internal control clearly stated? Management is 

responsible for the implementation of internal control, statements about the 

effectiveness of internal control, has an internal control unit, and finally does the 

company implement risk management? If the company discloses the information, it 

will be given a score of 1 and 0 if it does not disclose. The total score is the total score 

obtained by each company divided by the number of questions. 

Family ownership is determined using criteria developed by Peng and Jiang (2010), 

the percentage of share ownership by a family (not a listed company, financial institution 

or government) with minimum ownership of 5% of ownership rights. Environmental 

uncertainty was measured using the model used by Gong et al. (2009) which measures 

environmental uncertainty using sales volatility, which is the standard deviation of sales 

during the observation year divided by total assets for the current year. 

Other independent variables used are firm size and profitability. According to 

Huang and Chang (2015), SIZE measured by the natural logarithm of total assets. 

Large companies also have sufficient resources to plan activities to reduce taxes. 

Return On Assets (ROA) is a measure of profitability, which is profit divided by total 

assets (Richardson and Lanis, 2007). The higher the level of profitability of 

companies, the lower the effective tax rate (Derashid and Zhang, 2003) this is because 

companies with high-profit levels tend not to want to pay high taxes. 

The model used to test hypotheses consists of two models, the first model is that 

analyzes the direct influence of internal control on tax avoidance (CETR1) and the 

second model with family ownership variables and environmental uncertainty as 

moderating variables of internal control and tax avoidance (CETR2).   

CETR1it = it + 1ICit + 2SIZEit + 3ROAit + it 

CETR2it = it + 1ICit + 2FAMit + 3UE+ 4IC*FAMit + 5UE*IC+6SIZEit + 

7AGEit + it 

CETR is Cash Effective Tax Rate, IC is internal control, FAM is family 

ownership, EU is environmental uncertainty, SIZE is company size and ROA is a 

return on assets that is profit divided by total assets. 
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4. Results and discussion 

4.1. Descriptive statistics 

Before processing the data, this research treats outliers using winzorizing analysis 

using criteria, on average, plus twice the standard deviation. Data normality testing uses 

skewness value, if between 2 and -2, then the data is assumed to have a normal distribution. 

Descriptive statistics testing for the variables used in this study is in table 1. 

Table 1: Statistic Descriptive 

All Samples (n = 240) 

VARIABLE MAX MIN MEAN SD Skewness 

CETR 1,100 0,010 0,337 0,220 1,889 

IC 1.000 0.170 0.503 0.201 0.813 

FAM 0.980 0.000 0.342 0.299 0.303 

UE 0.870 0.030 0.202 0.140 1.484 

SIZE 14.470 10.900 12.492 0.824 0.271 

LEV 4.472 0.902 1.746 0.580 1.998 

ROA 0.425 0.000 0.135 0.110 1.228 

Sample With High Effective internal control (n = 67) 

VARIABLE MAX MIN MEAN SD Skewness 

CETR 1.100 0.050 0.360 0.232 1.869 

IC 1.000 0.670 0.781 0.118 0.597 

FAM 0.930 0.000 0.244 0.283 0.705 

UE 0.470 0.030 0.174 0.110 0.698 

SIZE 14.470 11.210 12.712 0.924 0.151 

ROA 0.425 0.000 0.141 0.105 1.290 

Sample With Less Effective Internal Control (n = 173) 

VARIABLE MAX MIN MEAN SD Skewness 

CETR 1.100 0.010 0.328 0.216 1.893 

IC 0.500 0.170 0.395 0.093 -0.086 

FAM 0.980 0.000 0.380 0.297 0.170 

UE 0.870 0.040 0.213 0.149 1.507 

SIZE 13.990 10.900 12.407 0.768 0.213 

ROA 0.425 0.000 0.133 0.112 1.217 

Notes: CETRit: company's cash effective tax rate i in year t; ICit: disclosure 

score of company internal control i in year t, FAMit: Ownership of shares by company 

family i in year t, EUit: Uncertainty of company i's environment in year t; SIZEit: 

Company size is measured using the logarithm of the total assets of company i in year 

t, ROAit: Return on company assets i in year t. 

 

In all samples, the average CETR was 33,7% with a standard deviation of 22%, 

meaning that the average effective tax rate paid by the company was 33,7%. The 

average scoring effectiveness of the internal control mechanism of the company's 

internal control is 50,3%, with a maximum value of 1 (disclose 100% of information 

about internal control). The average shareholding by the family is 34,2%, and the level 

of environmental uncertainty has an average of 20,2%. The average size of the 
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samples is the size of 12,492 or IDR 3.106.542.664.844, with an average leverage of 

1,75% and a profitability average of 13,5%. 

The subsequent descriptive analysis is to divide the sample based on the high 

effectiveness of internal control (above average) and less effective (below-average). 

The high effective internal control groups were 67 samples and 173 samples less 

effective. The average CETR value on companies with high effective is 36% higher 

than less effective groups (32%). These results provide an early indication that 

companies with effective internal control mechanisms are less likely to do tax 

avoidance than companies with below-average effectiveness.  

The average score of the internal control in groups' effective internal control is 

78,1%, while the less effective group is 39,5%. The average size (SIZE) and the level 

of profitability (ROA) in group samples with effective internal control higher compare 

to a less effective group. This fact shows that large companies and making profits tend 

to have adequate resources to implement internal control better than small companies. 

Internal and external factors also determine the level of disclosure of internal 

mechanisms. Companies with effective internal control tend to occur in companies 

with low family ownership (an average of 24%). The data shows that family 

businesses tend not to implement an effective internal control mechanism; there are 

allegations that the supervision system is attached to the owner, not to the formal 

supervision system. Companies with effective control tend to face a low level of 

environmental uncertainty compared to less effective control, the indication is that 

external environmental also influence the effectiveness of internal control. 

4.2. Hypothesis testing 

Hypothesis testing using balanced panel data regression. Based on the CHOW 

test and Hausman test, the data were analyzed using a fixed-effect model panel 

regression data. The variable used have multicollinearity; for this reason, it is cantered 

(reducing the value of the variable by its average). The treatment results show that the 

value of Variance Inflation Factor uncentered (VIF) is less than 10. Data processing 

uses robust options to overcome the problem of heteroscedasticity and autocorrelation.  

Hypothesis testing is carried out in the following stages. The first stage tested the 

direct effect of IC on TA (CETR1). The second stage is testing the influence of 

moderation of family ownership and environmental uncertainty on the relationship 

between IC and TA (CETR2).  

Table 2 is an analysis of the direct influence of internal control on tax avoidance and 

the moderating effect of family ownership (IC*FAM) and environmental uncertainty 
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(IC*EU). F-statistics show that the CETR1 and CETR2 models can be used to predict the 

effect of independent variables on the dependent variable. The independent variable can 

explain the dependent variable of 6,1% on the CETR1 model and 5,2% of the CETR2 

model. 

Internal control variables have a positive and significant effect on tax avoidance in 

both models. The coefficient of the influence of internal control on tax avoidance on the 

CETR1 model is 0,199, and on the CETR2 model is 0,272. These results indicate that the 

higher the quality of internal control, the higher the effective tax rate paid, meaning that the 

smaller the tax avoidance by the company. This empirical evidence is consistent with H1 

that effective internal control has a negative effect on tax avoidance. The results of this 

study are consistent with previous research (Gleason et al., 2010; Huang and Chang, 2015) 

that the more effective internal control, the less the tendency of management to behave 

opportunistically in conducting tax avoidance. In the context of corporate governance, 

internal control is a factor that determines tax avoidance (Armstrong et al., 2015).    

The empirical evidence shows that family ownership variables (IC * FAM) 

moderate the relationship of internal control to tax avoidance (α = 10%) with a 

coefficient of 0,553. These results indicate that internal control is increasingly able to 

reduce tax avoidance in companies with high family ownership compared to low 

family ownership. In general, the family strengthens the implementation of internal 

controls to prevent material mistakes in reporting on the company's financial 

condition. This result is consistent with the second hypothesis that there is a difference 

in the effect of internal control on tax avoidance in companies with a high percentage 

of family ownership and low family ownership. 

Table 2: Effect of Internal Control on Tax Avoidance 

CETR1it = it + 1ICit + 2SIZEit + 3ROAit + it 

CETR2it = it + 1ICit + 2FAMit +3UE+ 4IC*FAMit +5IC*UEit+ 6SIZEit + 7ROAit + it 

Variable CETR1 CETR 

 Koef p-value VIF Koef p-value VIF 

C 0,487 0,000
***

  0,443 0.000
*** 

 

IC 0,199 0,042
***

 2,17 0,272 0,022
** 

2,81 

SIZE -0,329 0,010
***

 1,01 -0,303 0,147 1,12 

ROA -1,850 0,000
***

 2,17 -1,757 0,000
***

 2,65 

FAM    -0,575 0,035
**

 8,49 

UE    0,130 0,368 8,93 

IC*FAM    0,553 0,089
*
 8,85 

IC*UE    -0,283 0,347 9,45 

R-Square 0,061  0,052 

Prob > F 0,000  0,000 

N  240  240 
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Notes: CETRit: company's cash effective tax rate i in year t; ICit: disclosure score of 

company internal control i in year t, FAMit: Ownership of shares by company family i in year 

t, EUit: Uncertainty of company i's environment in year t; SIZEit: Company size is measured 

using the logarithm of the total assets of company i in year t, ROAit: Return on company 

assets i in year t; *** significant at α =1 % (one-tailed); ** significant at α = 5% (one-

tailed); * significant at α = 10% (one-tailed). 

External factors, environmental uncertainty are proven not to affect the 

relationship between internal control and tax avoidance. This result is not consistent 

with the third hypothesis that there are differences in the effect of internal control on 

tax avoidance in companies that face high levels of environmental uncertainty and low 

environmental uncertainty. The external environment measured using environmental 

uncertainty makes no difference in the implementation of internal controls. 

Hanlon and Heitzman (2010) state that high tax avoidance indicates that 

management is manipulating both when preparing financial reports and tax reports as well 

as. In this context, empirical evidence shows that effective internal control can achieve its 

objectives to ensure that tax planning is more effective in supporting the achievement of 

corporate objectives (Doss and Jonas, 2004). Internal control can prevent management 

from doing illegal tax avoidance because internal control can prevent and detect when 

management doing aggressive tax avoidance. Control can prevent opportunistic behavior 

(Khan et al., 2016; Gleason et al., 2010). Another goal of internal control is to provide 

certainty that the company's goals are achieved and ensure compliance with applicable 

laws and regulations (Rubino and Vitolla, 2014; Rae et al., 2017).  

Regression results on moderating family ownership; the results are not consistent 

with studies conducted by Bardhan et al. (2014), their study states that family causes 

ineffective internal control in achieving its goals. This difference can explain because, 

in Indonesia, the family considers the company as a long-term asset and reflects the 

owner's reputation. Therefore, families tend to maintain the company's reputation by 

avoiding the risk of being sanctioned due to taxation problems (Xu-dong et al., 2017), 

if proven cheating in reporting taxation in Indonesia will be subject to criminal 

sanctions in the form of fines to prison. 

The internal environment (family ownership) can influence internal control 

compared to external conditions (environmental uncertainty). The company's strategy 

can change to deal with environmental uncertainty, but this is not the same as a 

monitoring mechanism. The monitoring system can still achieve its objectives to 

prevent management from engaging in aggressive tax avoidance. 

Overall, the empirical evidence of this study proves that internal control reduces 

the tendency of management to do tax avoidance. Management complies with 

applicable tax regulations and laws. Internal control can prevent and detect mistakes 
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made by management either unintentionally or intentionally (opportunistic behavior) 

in taking tax policies. Empirical evidence also shows that internal environmental 

factors influence the effectiveness of internal control on tax avoidance activities. 

Internal control in high family ownership tends to be more effective in preventing tax 

avoidance activities (the coefficient of the variable internal control interaction and 

family ownership is higher than the direct relationship of internal control to tax 

avoidance). 

4.3. Additional testing 

Additional testing is to test the effect of internal control on tax avoidance on 

samples that have high internal control effectiveness (above average). The next test 

was to replace the internal control variable measured using a scoring developed by 

Doyle et al. (2007a). 

Table 3: Additional Testing Based on Internal Control Effectiveness  

Above Sample Average Value 

CETR1it = it + 1ICit + 2SIZEit + 3ROAit + it 

CETR2it = it + 1ICit + 2FAMit +3UE+ 4IC*FAMit +5IC*UEit+ 6SIZEit + 7ROAit + it 

Variable CETR1_HIGH_IC CETR2_HIGH_IC 

 Koef p-value VIF Koef p-value VIF 

C -0.15 0.02
** 

 -0.195 0.005
* 

 

IC 0.71 0.00
***

 2.17 0.777 0.000
*** 

2.78 

SIZE -0.08 0.12 1.01 0.051 0.348 1.13 

ROA -0.77 0.01
***

 2.17 -0.669 0.008
***

 2.65 

FAM    -0.355 0.053
*
 8.49 

UE    0.395 0.019
**

 8.22 

IC*FAM    0.493 0.113 8.86 

IC*UE    -0.439 0.220 8.70 

R-Square 0,393  0,447 

Prob > F 0,000  0.000 

N  240  240 

Notes: CETRit: company's cash effective tax rate i in year t; ICit: disclosure score of 

company internal control i in year t, FAMit: Ownership of shares by company family i in year 

t, EUit: Uncertainty of company i's environment in year t; SIZEit: Company size is measured 

using the logarithm of the total assets of company i in year t, ROAit: Return on company 

assets i in year t; *** significant at α =1 % (one-tailed); ** significant at α = 5% (one-tailed); 

* significant at α = 10% (one-tailed). 

 

In the first test, companies with internal control effectiveness above average were 

given a value of 1 and 0 for those whose effectiveness was below average. Then CETR 

is multiplied by the dummy variable so that CETR obtains for companies with above-



  

 

 
92 

average internal control effectiveness. Tests show that companies with high 

effectiveness of internal control tend not to do aggressive tax avoidance (at α 5%). 

While family ownership in companies with high effectiveness does not affect internal 

control effectiveness in preventing aggressive tax avoidance, as well as environmental 

uncertainty, this can indicate that the company in this sample has to establish 

(established) in implementing internal control so that the internal and external 

environment does not influence it. 

Table 4 Additional Testing  

Effects of Internal Control on Tax Avoidance 

TAit = it + 1ICit + 2FAMit +3UE+ 4IC*FAMit +5IC*UEit+ 6SIZEit + 7ROAit + it 

Variable CETR1 CETR 

 Koef p-value VIF Koef p-value VIF 

C 0,409 0,000
*** 

 0,374 0,000
*** 

 

IC 0,309 0,020
**

 2,25 0,357 0,012
** 

2,59 

SIZE -0,383 0,005
***

 1,01 -0,328 0,183 1,14 

ROA -1,814 0,000
***

 2,26 -1,723 0,000
***

 2,56 

FAM    -0,494 0,052
*
 7,99 

UE    0,262 0,204 8,94 

IC*FAM    0,395 0,074
*
 8,33 

IC*UE    -0,447 0,307 9,00 

R-Square 0,054  0,046 

Prob > F 0,000  0,000 

N  240  240 

Notes: CETRit: company's cash effective tax rate i in year t; ICit: disclosure score of 

company internal control i in year t, FAMit: Ownership of shares by company family i in year 

t, EUit: Uncertainty of company i's environment in year t; SIZEit: Company size is measured 

using the logarithm of the total assets of company i in year t, ROAit: Return on company 

assets i in year t; *** significant at α =1 % (one-tailed); ** significant at α = 5% (one-tailed); 

* significant at α = 10% (one-tailed). 

 

The second additional test is to change the measurement of the internal control using 

a measuring instrument developed by Doyle et al. (2007a). The effectiveness of internal 

control is measured using nine questions which include the commissioner discussing 

elements of internal control, expressing the objectives of internal control, management 

declaring responsibility for internal control, having an internal audit function. The 

company discloses risk management activities, has a committee audit, code of conduct, 

reviews accounting records manuals, and has a whistle blower policy. If the company 

discloses the information, it will be given a score of 1 and 0 otherwise. The total score is 

the total score obtained by each company divided by the number of questions.  
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Empirical evidence of additional testing (see table 4) shows results consistent 

with the testing of the first hypothesis (H1). Effective internal control can reduce 

aggressive tax avoidance. 

5. Conclusion 

Internal control is a determinant of tax avoidance and can prevent management 

from engaging in aggressive tax avoidance. Family ownership affects the relationship 

between internal control and tax avoidance, meaning that the more effective internal 

control is, the abler to reduce tax avoidance in companies with high family ownership 

compared to low family ownership. External environmental conditions do not 

influence the relationship between internal control and tax avoidance. 

The theoretical implication of the results of this study is that supervision and a 

more specific internal control can consider as factors that can influence tax avoidance 

activities. Internal control is a system that does not stand alone but is influenced by the 

environment in which the system located. Empirical evidence shows that internal 

factors are more dominant in influencing the effectiveness of internal control than 

external factors. 

Empirical evidence of the research has implications for regulators, internal 

control to reduce tax avoidance. Effective internal control will provide confidence that 

management complies with existing regulations and policies, including in the field of 

taxation. For businesses, companies must pay attention to scoring items that get low 

marks to plan for the improvement or improvement needed. 

The weakness of this research is that other parties do not review the assessment 

of internal control disclosures, so there is a possibility of an error in grading because it 

is subjective. Subsequent research can conduct a review of the scoring conducted in 

order to obtain more objective results. 
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Abstract:  

This study examines the impact of ownership structure on ASEAN countries banks' risk-taking 

behaviors. Using a sample of 87 commercial banks in ASEAN countries from 2002 to 2018, 

this study show that the relationship between ownership structure and bank risk depends on 

each bank's characteristics in terms of quantile regression. First, state ownership affect bank 

risk-taking positively in low risk banks but negatively in high risk banks. Second, foreign 

ownership affect to risk-taking positively in all distributions of bank risk but this effect 

becomes stronger if bank risk is lower. Finally, this study just finds a negative relationship 

between ownership concentration and bank risk-taking in high risk banks. These findings 

show that the same ownership structure has different effects bank risk taking depending on 

the level of risk of each bank. 

Keywords: Ownership structure; Bank risk-taking, Quantile regression 

JEL Classifications: G21, G28, G30, G32, G33, G38  

 

1. Introduction 

After financial crisis 2008, The Basel Committee on Banking Supervision 

(BCBS) issued a set of ―Principles for enhancing sound corporate governance‖ in the 

banking sector to discuss the link between governance quality and bank failure. 

Standard agency theories also suggest that ownership structure affect to corporate risk 

(Jensen and Meckling, 1976; John et al., 2008). Laeven and Levine (2009) states that 

Poor corporate governance has been found to motivate excessive risk-taking and 

therefore been blamed as a contributory factor of the recent financial crisis. However, 

there exists limited research on the effect of governance structure on bank risk-taking 

with different results. Agrawal and Mandelker (1987) finds an inverse relation 

between risk and the degree of managerial control in non-financial firms. However, 
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Laeven and Levine (2009) show that bank risk taking varies positively with the 

comparative power of shareholders within the corporate governance structure of each 

bank. These studies mostly focus on non-financial firms and large banks in developed 

countries. To our knowledge there is no previous study that examines the impact of the 

ownership structure on bank risk in countries which have different levels of 

development and financial stability which have different level of bank risk. This gap is 

also potentially serious from a policy perspective. The same ownership structure could 

have different effects on bank risk taking depending on the degree of risk of each bank. 

This study extends the limited research on the relationship between corporate 

governance of bank and bank risk-taking behaviors by focusing on three aspects of 

ownership structure, i.e. state ownership, foreign ownership and ownership 

concentration, we examine the relation of ownership structure and bank stability in the 

different level of bank risk by quantile regression approach.  

The rest of the paper is structured as follows: Literature review and Hypothesis 

development; Data description and methodology; Empirical analysis; and, Conclusion. 

2. Literature review and Hypothesis development 

2.1. State ownership and bank risk-taking 

Some theoretical and empirical studies in the literature state that risk-taking 

behavior of organizations depend on the identity of the controlling shareholders (Barry 

et al., 2011; John et al., 2008). Clarke et al. (2005) finds that state-owned banks might 

become tool for raising capital to finance projects with high social returns, but possibly 

high risk, or to provide finance to favored entities such as state-owned enterprises. 

State owned banks find it difficult to resist that harmful government interference, 

whereas private banks are more able to oppose it (Shirley and Nellis, 1991; Shleifer 

and Vishny, 1997). Kick and von Westernhagen (2009) finds that State ownership may 

increase bank fragility given weaker banking skills, weak governance structures, 

unstable business models, and overall misaligned incentives in government-owned 

banks, resulting in lower efficiency and lower profitability thus leading to fragility. 

Moreover, lower performance incentives (Shleifer and Vishny, 1997) and ―soft‖ 

budget constraints (Sheshinski and López-Calva, 2003) in state owned banks also 

result in excessive risk-taking. However, some studies find that state ownership of 

banks can reduce risk-taking by banks as high returns might not be the primary 

concern. There are some results supporting this view. Altunbaş et al. (2001) find 

evidence that private banks are more efficient than state owned ones in Germany. State 
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owned banks have also been found to be associated with less risk in Russia 

(Fungáčová and Solanko, 2009).  

In addition, the banking sector is also affected by the well-known owner–

manager agency conflict (Fama and Jensen, 1983). Cebenoyan et al. (1999) suggests 

that studies of this problem may result in different findings according to the approach 

used in each case. From the corporate control perspective, if control mechanisms are 

inadequate and information is asymmetric, especially, banks have a low level of risk, 

managers may tend to take riskier decisions. This problem become serious in state 

owned banks due to weak governance structures. 

However, many authors agree that agency conflict may counteract the increase in 

risk-taking arising from the moral hazard problem. Managers may be reluctant to risk 

their wealth, their specific human capital, or the advantages associated with controlling 

the firm. Especially, when banks have a high level of risk, this risk aversion may lead 

them to choose safer investment projects or to operate with larger amounts of capital 

than owners would consider optimal. These managers will avoid very risky strategies 

to protect their jobs, since they are not going to receive any extra compensation for 

trying to obtain higher profits by taking a greater risk than may be necessary.  

Since the level of state ownership may correlate negatively or positively to bank 

risk depend on the level of bank risk, we propose the following hypothesis: 

H1a: The lower level of state ownership, the lower the risk-taking in low risk bank. 

H1b: The lower level of state ownership, the higher the risk-taking in high risk bank. 

2.2. Foreign ownership and bank risk-taking 

Most of studies find that the entry of foreign banks in developing countries 

improves human capital, skills and may lead to more diverse products, better use of 

up-to-date technologies, and knowledge transfer. Regarding its impact on risk-taking, 

foreign ownership is one of the factors for risk-taking due to several reasons. First, 

foreign owners may show higher preference for risk because they can better diversify 

risk. Second, foreign banks are more efficient and take more risk compared to their 

domestic counterparts (Lassoued et al., 2016). Indeed, they have better access to the 

capital market and are better able to serve the international clientele that is not easily 

served by domestic banks (Berger et al., 2005). Based on these advantages of foreign 

banks, we predict that the lower the risk of the banks, the higher the foreign ownership 

impact on risk taking. Findings from some empirical studies on the effect of foreign 

ownership on bank risk also support to this view. Laeven (1999) also finds that foreign 
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owned banks take more risk than state-owned, company owned and family-owned 

banks in Asian markets. Yeyati and Micco (2007) states that foreign banks are 

associated with higher risk than domestic banks in a sample of Latin American banks. 

Rokhim and Susanto (2011) finds that increasing foreign ownership reduces 

profitability, increases competition and risk. Accordingly, this study expects a positive 

relationship between the foreign ownership and bank risk taking and this relation is 

stronger in higher risk bank. 

H2: The lower the risk of the banks, the higher the foreign ownership impact on 

risk taking. 

2.3. Concentration and bank risk taking 

According to agency theory, concentrated ownership might reduce agency 

problems between managers and owners. If there is a sufficient concentration of 

outside ownership, the agency problem may be attenuated and capital is widely 

dispersed over a large number of shareholders, their individual incentive to control 

managers is reduced (the free rider problem). Moreover, when bank risk is high, 

shareholders don't want managers take risk excessively because it can reduce the firm 

value. However, managers may have incentives to take excessive risks as part of their 

risk shifting investment strategies (Margaritis and Psillaki, 2010). Therefore, 

ownership concentration may become an important instrument in high risk bank to 

solve this conflict since majority holders have strong incentives to monitor managers, 

and even replace them in case of poor performance (Franks et al., 2001). However, 

when bank risk is low, shareholders and managers will have the incentive to increase 

banking risk. Thereby, the concentrated ownership is not an explanation for any 

change in risk-taking in low risk banks. 

H3: The lower level of concentrated ownership, the lower the risk taking in high 

risk bank. 

3. Data description and methodology 

3.1. Data description 

The paper uses the data from Bankscope (Orbis Bank Focus) for the period 2002-

2018. Some variables are hand collected from Bank annual reports, financial statements. 

The sample covers Vietnam, Laos, Cambodia, Myanmar, Thailand, Brunei, Indonesia, 

Philippine, Singapore. We excluded Malaysia and East Timor Late from ASEAN region 

because of some reasons. First, Almost banks in Malaysia are Islamic bank. Askari et al. 

(2010) finds significant differences in business orientation, efficiency, asset quality, or 

stability between Islamic and conventional banks. We also exclude Islamic banks in 
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Thailand, Singapore and Indonesia from our sample. Second, East Timor Late has no 

commercial bank, East Timor Late central bank also has functions as commercial bank, 

but we have no access to its data.  After the exclusion of observations with missing data, 

our data set consists of 956 bank year observations for 87 banks. 

3.2. Research methodology 

This study relates effective ownership structure to risk-taking in banks with 

different levels of risk. General regression methods, such as Pool OLS, random-effect 

and fixed-effect estimator, focus only on the central tendency of the distribution, 

which does not allow for the possibility that the impact of explanatory variables can be 

different for different level of bank risk. The innovation of this study is that it 

investigates the impact of the ownership structure variables on different distributions 

of bank risk by quantile regression. An additional advantage of using quantile 

regression is that it can mitigate some statistical problems, such as sensitivity to 

outliers and non-Gaussian error distribution (Barnes and Hughes, 2002). We estimate 

the coefficients at five quantiles, namely the 10th, 25th, 50th, 75th, and 90th quantiles, 

using the same list of ownership structure and control variables. It is expected that 

different effects of the explanatory variables at the different quantiles are reflected in 

the size, sign, and significance of estimated coefficients of the different variables. 

Additionally, this study employs the system GMM regression method to compare 

the results of quantile regressions. Since bank risk-taking and ownership structure 

determinations are simultaneous, modeling the relationship between the two can be 

problematic if there is no proper treatment for the endogeneity which occurs. We test 

the instrument validity by using Hansen's J statistic of overidentifying restrictions. The 

Hansen's J statistic is used in place of the Sargan test of overidentifying restrictions 

because of its consistency in the presence of autocorrelation and heteroscedasticity 

(Roodman, 2007; Neanidis and Varvarigos, 2009). Then, we use the Arellano and 

Bond (1991) tests for order serial autocorrelation. For system-GMM we only check for 

the absence of second order serial autocorrelation.  

3.2.1 Ownership structure 

As mentioned above, we created three ownership variables, which might affect 

bank risk taking: 

(1) State ownership: proportion of equity held by the government; 

(2) Foreign ownership: proportion of equity held by the foreigner; 
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(3) Ownership concentration is dummy variable which got 1 if bank have at least 

one shareholder hold 10% or more voting rights and 0 otherwise. If no shareholder holds 

10% of the voting rights, the bank is classified as widely held (Caprio et al., 2007). 

3.2.2 Bank risk taking 

This captures the probability of default of a country's banking system. The Z-

score is a widely used measure of bank risk-taking (Angkinand and Wihlborg, 2010; 

Barry et al., 2011; Demirgüç-Kunt and Huizinga, 2013; Laeven and Levine, 2009). It 

combines banks‘ buffers (capital and profits) with the risks they face (measured by the 

standard deviation of returns). The Z-score measures the number of standard 

deviations a return realization has to fall in order to deplete equity.  

It is estimated as: 

  
       

       
 

ROA is return on assets, Sd(ROA) is the standard deviation of ROA. E/A is 

equity on assets ratio. Thus Z-score is the number of standard deviations by which a 

bank‘s return on assets has to fall for the bank to become insolvent. A higher Z-score 

implies a lower probability of insolvency and higher stability. A higher Z-score 

indicates that a bank is more stable and less risky. 

3.2.3. Other control variables 

At bank level, we use natural logarithm of total assets to control for size as larger 

banks are frequently subject to too big to fail policies. To consider the fact that better 

diversified banks are assumed to be less risky, we control for diversification, measured 

by a diversification index (Laeven and Levine, 2009; Demirgüç-Kunt and Huizinga, 

2010).  We use the ratio of loan loss provisions to total assets as a measure of asset 

quality. Zhang et al. (2014) find that banks which have been selected for IPOs and 

foreign investment are significantly more efficient than other and listed bank may be 

controlled better than unlisted bank. We expect that listed bank has lower risk than 

others. IPO is dummy variable that equal 1 if bank is listed in year observation and 0 

otherwise. Bank crisis is also one of important factor that may affect to bank risk 

taking. This study control bank crisis by create dummy variable that takes on the value 

one if the country is going through a systemic crisis in that year, and zero if it is not. 

We expect that bank crisis increase bank risk. In addition, we use Net interest margin 

(NIM) to understand the impact of banking spread with regards to their ‗traditional 

activities‘ on bank risk-taking. Higher values are expected to reduce risk.  
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At country level, this study also includes several country-level variables to 

control for differences in economic development across countries. First, we include 

natural logarithm of GDP per capita to capture the economic development of the 

country. Second, We control level of bank competition by using concentration (CR3) 

ratio (Chong et al., 2013). Competition increase bank risk as espoused by Keeley 

(1990) as the franchise value paradigm. The argument is that higher competition 

reduces banks‘ market power and profit margins. Some studies (De Nicoló et al., 2006; 

Beck et al., 2013) that have provide evidence to support this view. They find a 

negative and significant relationship between risk and competition. Base on previous 

studies, we expect that there is a positive relationship between bank risk and 

competition. Finally, we include The World Governance Indicators as proxy of 

institutional quality indexes (Kaufmann et al., 2006) which were constructed from 276 

individual variables taken from 31 different sources produced by 25 different 

organizations. All variables are summarized and explained in Table 1. 

Table 1: Definitions of variables 

Variables Measure 

Panel A: Dependent variable 

(bank risk-taking) 

 

Z-score Z = [Return on assets ratio + (Equity/Total assets)]/Std(Return on assets ratio) 

Panel B: Ownership structure  

Foreign ownership (FOW) The proportion of foreign share to total share 

State ownership (SO) The proportion of state share to total share 

Ownership concentration (OWC) A dummy variable which equals one for banks have at least 1 shareholder hold 10% 

share or more, otherwise zero 

Panel C: Other control variable  

Diversification index (DIV) We use a diversification index that is increasing in the degree of diversification. It is 

defined as:  

1 − |
                                          

                      
| 

Bank size (SIZE) The natural logarithm of total assets 

Net interest margin (NIM) The accounting value of bank's net interest revenue as a share of its average interest-

bearing (total earning) assets 

Listed bank (IPO) A dummy variable which equals one for listed banks, otherwise zero 

Bank crisis (BCR) A dummy variable which equals one if the country is going through a systemic 

crisis in that year, otherwise zero 

Assets quality (ASQ) The ratio of loan loss provisions to total assets 

Bank concentration (CR3) Concentration Ratio for three Largest Banks = ∑         
    

∑          
   , n =1; . . . ; 3 are the three largest banks by number of bank 

branches 

GDP per capita (GDP) Natural logarithm of GDP per capita in a year 

Institutional quality (INS) The Quality of Governance Index – the mean value of six governance dimensions 

for each country every year 

Source: Authors 
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3.3. Models 

We examine the effect of ownership structure on risk-taking based on the 

following model: 

         ∑     
 
                                   

                                  (1) 

Where: 

BRT is bank risk taking, measured by Z-score 

OWS is ownership structure which measured by foreign ownership, state 

ownership and Ownership concentration.    are the parameters to be estimated,   is the 

idiosyncratic error term.  The definition of all variables in the regression Eq. (1) is also 

summarized in Table 1. 

4. Empirical analysis 

4.1. Descriptive statistics 

The overall descriptive statistics of the major variables are described in Table 2. 

The mean of the Z-score is 5.941, the minimum value is -2.726, and the maximum 

value is 67.801, showing that the bank risk differs greatly from bank to bank in 

ASEAN countries. The distribution of Z-score raises the efficiency of quantile 

regression. 

The average state ownership is 21.7% and the average foreign ownership is 36%. It 

means that bank control of government and foreigner in ASEAN region is not really high. 

However, average ownership concentration is 0.831 which is quite high in this region. 

Table 2: Descriptive statistics 

Variable Obs Mean Std. Dev. Min Q25 Q50 Q75 Max 

Z-score 956 5.941 6.272 -2.726 2.709 4.578 7.502 67.801 

SO 956 0.217 0.348 0.000 0.000 0.000 0.285 1.000 

FOW 956 0.143 0.248 0.000 0.000 0.000 0.200 1.000 

OWC 956 0.831 0.375 0.000 1.000 1.000 1.000 1.000 

DIV 956 0.334 1.471 -29.118 0.282 0.458 0.674 1.000 

SIZE 956 9.713 0.758 7.447 9.175 9.684 10.200 11.606 

NIM 956 0.034 0.024 -0.029 0.023 0.032 0.040 0.278 

IPO 956 0.310 0.463 0.000 0.000 0.000 1.000 1.000 

BCR 956 0.843 0.369 0.000 1.000 1.000 1.000 1.000 

ASQ 956 0.007 0.039 -0.036 0.001 0.004 0.008 1.174 

CR3 956 0.574 0.138 0.288 0.496 0.546 0.662 0.920 

GDP 956 3.415 0.396 2.530 3.183 3.370 3.564 4.810 

INS 956 -0.326 0.449 -1.305 -0.533 -0.376 -0.302 1.624 

Source: Authors 
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Table 3 presents univariate comparisons of independent variables by risk taking 

quartile. This study addresses whether the characteristics of banks which have high 

risk taking, such as those banks in the fourth quartile, differ from those with low risk 

taking, such as those in the first quartile. We also test the hypothesis that the fourth-

quartile banks differ significantly from the first-quartile banks using a t-test. 

Table 3: Independent variables by bank risk taking quartiles 

Variable First quartile 
Second 

quartile 

Third 

quartile 

Fourth 

quartile 

p-value of Wilcoxon test 

(fourth quantile-first 

quantile) 

SO 0.235 0.224 0.212 0.194 <0.01 

FOW 0.148 0.152 0.144 0.147 0.723 

OWC 0.743 0.764 0.877 0.741 0.342 

DIV 0.313 0.296 0.345 0.351 <0.01 

SIZE 8.715 9.346 9.468 9.872 <0.01 

NIM 0.036 0.028 0.037 0.039 0.514 

IPO 0.313 0.286 0.312 0.307 0.243 

BCR 0.752 0.768 0.812 0.856 <0.01 

ASQ 0.007 0.006 0.007 0.007 0.823 

CR3 0.494 0.512 0.587 0.602 <0.01 

GDP 3.415 3.513 3.406 3.622 0.243 

INS -0.166 -0.154 -0.034 0.123 <0.01 

Source: Authors 

Notes: The t-statistic is for a difference of means test from the first to the fourth quartile. 
 

The univariate relation between risk taking and foreign ownership and ownership 

concentration are not monotonic, and proportion of foreign ownership is about 15% in 

each quartile. State ownership decreases monotonically with bank risk taking. The 

average level of State ownership increases over the first three quartiles, and then gets 

to highest level in the high risk banks. Moreover, the average proportion of state 

ownership in low risk banks is significantly higher than that in high risk banks. 

4.2. Effects of ownership structure on bank risk taking 

We present the results of analyzing the relationship between ownership structure 

and bank risk taking in Table 4. First column present the results for the model with the 

dependent variable Z-score using System GMM method. The System GMM result 

suggest that foreign ownership and diversification are associated with bank risk while 

state ownership and ownership concentration is statistically insignificant. However, 

the system GMM estimator focuses only on the central tendency of the distribution, 

but does not show the impact of explanatory variables on corporate cash policy for 
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high and low risk banks. Therefore, this study employs the conditional quantile 

estimates reported in Table 4 (columns 2–6). 

The first variable of ownership structure, state ownership, is is significantly 

negative in relation to Z-score at lower levels (10th quantile), but becomes 

significantly positive at the highest quantiles (90th quantile) of the distribution. This 

means that proportion of state ownership positively associate with bank risk taking in 

the low level of bank risk but negatively in the high level of bank-risk. This results 

support to hypothesis H1a and H1b.  

Foreign ownership is negative association with Z-score for all level of bank risk. 

It implicate that the relation of proportion of foreign ownership and bank risk is 

positive. However, the absolute value of coefficients increases from 10
th

 quantile to 

90
th

 quantile. This result strongly supports hypothesis H2. 

In addition, we just find the positive relation of ownership concentration and Z-

score at 10th and 25th quantile and this relation is statistically insignificant in all other 

quantiles. This result fairly support to hypothesis H3 that an increase in ownership 

concentration can increase bank risk taking when bank risk is high. This evidence, 

consistent with the agency theory, suggests that lower agency conflicts between 

shareholders and managers when bank risk is high.  

Table 4: The effect of ownership structure on bank risk taking 

  Quantile regressions 

Variables S-GMM 10th 25th 50th 75th 90th 

SO -1.620 -0.982*** -0.363 -0.567 0.240 4.213*** 

FOW -4.382* -1.739*** -1.425*** -1.426** -3.024** -6.265*** 

OWC 2.641 0.335* 0.703** 0.339 0.344 1.107 

DIV 0.115* 0.164** 0.123 0.185** 0.197 0.017 

SIZE -1.328 0.618*** 0.073 -0.118 -1.039** -4.113*** 

NIM 12.739 35.522*** 32.129*** 38.444*** 60.780*** 40.197** 

IPO 5.117 -0.595** 0.838*** 1.188*** 0.212 -0.115 

BCR -0.028 1.746*** 0.472 -0.560 -1.063 -4.092*** 

ASQ -7.706 -11.834*** -0.856 -1.857 -3.148 -8.297 

CR3 2.175 0.812*** 1.900* 1.273 -3.553 -13.866*** 

GDP 0.964 -2.724*** 0.205 2.265*** 5.653*** 17.373*** 

INS 1.258 4.645 2.883*** 1.177* -0.070 -6.666*** 

Pseudo R2  0.117 0.109 0.118 0.133 0.194 

Hansen J test (p-value) 0.951 

 

    

AR(1) (p-value) 0.001      

AR(2) (p-value) 0.239 

 

    

No of instruments 34      

Source: Authors 

Note: *p<0.1; **p<0.05; ***p<0.01 



  

 

 
108 

4.3. Comparison of banks with various pairs of quantiles 

In order to check the significance of the differences with regard to the 

coefficients of ownership structure across different bank risk quantiles, this study 

employs a bootstrap procedure which is extended to construct a joint distribution to 

test various pairs of quantiles (Chuang et al., 2009; Tao et al., 2009 ; Kuan et al., 

2012). Tables 5 illustrates the F-tests and the associated p-values for the equality of 

quantile slope coefficients across the various pairs of quantiles. Following previous 

studies, these tests are based on the bootstrap standard errors using 1000 replications.  

Table 5: Interquantile comparison of the coefficient 

 Quantile regression 

10th quantile 25th quantile 50th quantile 75th quantile 90th quantile 

10th quantile  0.231 0.364* 0.247** 0.135* 

25th quantile   0.357 0.423** 0.624** 

50th quantile    0.396 0.422* 

75th quantile     0.531 

Source: Authors 

Note: This table reports the F-tests for the equality of quantile slope coefficients across 

the various pairs of quantiles. **, and * indicate significance at the 1%, 5%, and 10% levels, 

respectively. 1000 bootstrap replications are used in the quantile regressions. 

The results of F-tests reject the null hypothesis of the equality coefficients for 

pairs of quantiles: (10th, 50th), (10th, 75th), (10th, 90th), and (25th, 75th), (25th, 

90th), and (50th, 90th), as shown in Table 5. These results indicate that the impacts of 

ownership structure on cash policies differ between high risk and low risk banks.  

5. Conclusion 

A number of studies have been done to explain the relationship between 

ownership structure, a respect of corporate governance, and bank risk taking and have 

different results. By quantile regression approach, we add to this empirical literature 

by providing some evidences for this difference. First, we find that state ownership 

positively associate with bank risk-taking in high risk banks but negatively in low risk 

banks. Second, foreign ownership relate to bank risk taking positively. Moreover, the 

impact of foreign ownership to bank risk-taking is higher in lower risk banks. Finally, 

unlike some previous studies, our study just finds the negative relation of ownership 

concentration and bank risk-taking in high risk banks. These results suggest that high 
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risk banks should adjust their ownership structure by reducing foreign and state 

ownership but increasing the ownership concentration to avoid excessive risks and 

agency problem. 
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Abstract: 

This paper seeks to investigate whether a change in government would affect investors‘ or fund 

managers‘ decision to buy, keep or sell stocks in the Malaysian stock market, Bursa Malaysia. 

The sample is based on 895 listed stocks on 9th May 2018 which was the election day in 

Malaysia. The election resulted in a change of government, a dramatic change which affected 

the ruling power and resulted in a completely new reshuffle of the whole Malaysian cabinet. 

Event methodology is used to identify the abnormal returns (AR) and cumulative average 

abnormal returns (CAAR) as a measure on the impact of the election on stock prices. This event 

represents a political impact towards the economy and this paper provides evidence that a 

political change would affect the value of actively traded stocks. It was found that 100 days is 

insufficient for the market to recover from the regime change as the stock market appears to be 

experiencing negative returns even until 100 days after the election. 

Keywords: Bursa Malaysia, Efficient Market Hypothesis, Event Study, Political Risk, Stock 

Price. 

 

1. Introduction 

Event study methodology is a common tool used by researchers to investigate the 

impact of an event on firm value. Introduced by Fama, Fisher, Jensen, and Roll (1969, 

pp. 1–21), the authors argued that changes in stock price are due to uncertainties in the 

market and concerns on whether the firm is able to maintain earnings despite 

uncertainties. Investors will use whatever information available to reduce uncertainty, 

therefore news regarding a political regime change would very likely have an impact on 

future earnings of the firm. A new government means that a new set of ministers would 

be appointed, resulting in a change in policies and future direction of the country.  

Since independence in 1957, Malaysia has been governed by the same ruling 

coalition, Barisan Nasional. The coalition consists of various political parties from 

Peninsular Malaysia and the Borneo states of Sabah and Sarawak. On May 9
th

, 2018, 
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after a 61-year rule, Malaysia witnessed its first federal government change when the 

opposition coalition party, Pakatan Harapan won 121 seats out of 222, effectively 

earning majority seats and appointed as the ruling coalition for five years. Tun 

Mahathir Mohamad (previously Malaysia‘s 4th prime minister) was reappointed as the 

7
th

 prime minister and a new set of ministers were appointed to fulfil the various roles 

that have been vacated by the old regime.  

Unlike event studies that focuses on firm announcements, dividend pay-outs, 

stock splits and other firm related information, the impact of a political event on firm 

value is manifested differently. Firm related information is usually absorbed quickly 

into the firm‘s share price. Because the impact of a political regime change on the 

Malaysian stock market has never been documented before, it is important that this 

change be identified to determine the impact of political risk on share price. This paper 

aims to reveal not only the impact of the recent Malaysian political regime change on 

share price but also the length of time that is needed for the market to adjust to the 

change in a new political ruling party. 

1.1. Background of the Study 

Due to the lack of change in the Malaysian political regime, there have been very 

few studies focusing on political risk in Malaysia. Among the few is Liew and 

Rowland (2016, pp. 1-13) who studied the impact of five most recent political 

elections in Malaysia from 1995 until 2013. They found that the stock market was 

unaffected by the elections in the first three elections, i.e. in 1995, 1999 and 2004. 

However, as the opposition party formed alliances among themselves and attained a 

larger following, political uncertainty became significant in the 2008 and 2013 

elections.  

According to the authors, the FTSE Bursa Malaysia Kuala Lumpur Composite 

Index (FBMKLCI) had fallen by 22.88 points two days before the 2013 election, 

indicating the presence of political uncertainty as investors fear that the ruling party 

may lose to the opposition. One day after the election results were announced, 

FBMKLCI hit the highest historical peak and gained 96.29 points. The authors 

concluded that this indicated resumed confidence by the investors as it has been 

determined that the same government will be ruling the country for another five years. 

The FBMKLCI consists of 30 of the largest companies listed on Bursa Malaysia 

and is frequently used as an indicator of the Malaysian stock market. Since the change 

in the government administration, the movement of FBMKLCI has been capricious, 
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reflecting the uncertainties in the market following the new government 

administration.  

Error! Reference source not found. depicts the movement of FBMKLCI from 

April 2018 until July 2019. According to Kumar (2018), the FBMKLCI has been 

persistently negative in the two months following the election, with the stock market 

experiencing a net foreign outflow of MYR10.77 billion between May to June 2018. It 

can be seen that for a one-year period between the period of May 2018 until May 2019 

FBMKLCI appears to be on a downward trend. 

Figure 1. FTSE Bursa Malaysia KLCI, April 2018 – July 2019 

 

Source: Yahoo Finance. Extracted on 21 July 2019. 

Also reveals trickle-down effect on the FBMKLCI as the new government 

assume control and issue directives such as the introduction of several new tax policies 

that would directly affect firm earnings and performance in selected industries. It 

appears that negative information is perceived by investors and absorbed by the 

FBMKLCI for the first year of the Pakatan Harapan government‘s rule. However, 

since FBMKLCI only consists of 30 stocks, this scenario may be different for other 

firms. Hence, this study utilises all firms that are actively traded in the Malaysian stock 

market. This way, we could see the overall impact of the change in government 

towards shareholders‘ wealth for all publicly listed firms in the Malaysian stock 

market. 
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This study is different from other studies in three ways. Firstly, to our 

knowledge, there is no study that has yet to look into the impact of change in 

government on the Malaysian stock market. Secondly, unlike the earlier study by Liew 

and Rowland (2016, pp. 1-13) that utilizes ordinary least squares (OLS) regression in 

their study, this study uses abnormal returns (AR) and cumulative abnormal returns 

(CAAR) to measure the impact of the political event on stock prices. And thirdly, 

because political impact is often manifested slowly compared to event studies that 

looks into firm announcements, this study utilizes a longer window period to ensure 

that it is able to neatly capture the impact of this new government on stock prices. 

2. Literature Review  

Efficient market hypothesis postulates that asset prices fully reflect all available 

information (Fama et al., 1969, pp. 1-27) and prices will change in response to new 

information. New information can be due to internal changes such as new 

appointment, termination or retirement of the management team, or announcements 

that bear financial impact to the firm such as earnings announcements, capital 

restructuring etc. New information can also be due to market information or other 

external news such as changes in government policy, new tax policy, the election of a 

new president, changes in trade agreements and many more that can result in economic 

uncertainties. Desai (2011) in his interview with Eugene Fama quotes the economist as 

saying, ―as economic uncertainties increase, volatility in asset prices will also 

increase‖. Hence a regime change would create economic uncertainties and cause asset 

prices to change as new information is absorbed by the market. 

There already exist a significant number of literatures on the impact of regime 

change on asset prices in other countries. A study by Pantzalis, Stangeland and Turtle 

(2000, pp. 1575–1604) on the movement of stock market indices around political 

election dates across 33 countries between the period of 1974 until 1995 found strong 

abnormal returns leading up to election day in two circumstances; (1) in less free 

countries won by the opposition, and (2) when the election was called early and the 

incumbent government lost in the election. This is supported by Ahmed (2017, pp. 31-

34) who conducted a study on the impact of political regime change on the Egypt 

stock market between the period of 2011 and 2014 and found that although there was a 

volatility effect in the stock market during the two presidential elections in 2012 and 

2014, most sector indices responded positively to both elections. Similarly Smales 

(2014, pp. 17-18) in his study on political uncertainty surrounding elections in 
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Australia and its impact on the stock market find that higher levels of uncertainty 

around the election would result in higher levels of market uncertainty and vice versa.  

This is in line with the uncertain information hypothesis proposed by Brown, 

Harlow and Tinic  (1993b, pp. 101-116; 1988a, pp. 355-385) which states that when 

analyzed separately, immediate price changes induced by either favorable or 

unfavorable events will be followed by positive returns during the post-event period. 

This hypothesis also states that the market reacts randomly to information and asset 

prices may not reflect all available information instantaneously. This is as evidenced in 

Error! Reference source not found. where the FBMKLCI appears to be erratic as 

market participants react to announcements and deliberations made by the new 

government. 

Event study methodology are commonly used to measure security price reaction 

to some announcement or event (Binder, 1998, pp. 111–137). Introduced by Fama et 

al. (1969, pp. 1-27) the practice of calculating abnormal returns (AR), average 

abnormal returns (AAR) and cumulative average abnormal returns (CAAR) have 

become a familiar method in event study research. This method has been established 

as one of the techniques that can be used to produce valid results about the average 

effect of an event on sample firms (Binder, 1998, pp. 111–137).  

3. Methodology 

3.1. Sample Selection and Data Collection 

The date 9th May 2018 was selected as event day (t) because it was the election 

day in Malaysia. We are interested to see how the investors react to the news i.e. 

Election Commission announcement of the polling date, official campaigning period, 

the poll results and also the 100 days manifesto by the new government that would 

give impact to stock prices in Malaysia. 

The initial sample consisted of 944 listed companies in Bursa Malaysia. Due to 

unavailability of data, the final sample is 895 listed companies. Daily stock prices and 

the market index, namely the Kuala Lumpur Composite Index (KLCI Index), were 

obtained from Datastream International. The data is collected in the period ranging 

from 101 days before the event and 101 days after the announcement dates.  

3.2. Methodology 

The method that is most suitable so far in measuring the reaction of security 

prices to the election day of Malaysia is event study methodology. An event study is 



  

 

 
117 

able to measure the magnitude of the abnormal share price performance at the time an 

event is announced, i.e. the election which resulted in a change of government and 

provide a measure of the (unanticipated) impact of this event on security prices.  

The study applies the market model to estimate expected returns are as follows:  

    E(Rjt) = αjt +βjtRmt     (1) 

Where, 

E(Rjt)  is the expected return of the company‘s stock j on event day t 

αj are the intercept term for stock j 

βj is the slope term for stock j 

Rmt the return on the benchmark KLCI for each day in the event window 

The variables α and β are estimated using the historical share returns and market 

returns over a 201-day estimation period ending 101 days prior to the announcement 

date. After establishing the expected return, the abnormal or unexpected return (AR) 

for each share j on event day t is measured. The effect on the rate of returns on security 

j is as follows: 

                     (2) 

Where,  

ARjt is the daily abnormal returns of stock j of company for event day t 

Rjt is the actual return of the company stock j on event day t 

E(Rjt) is the expected return of the company stock j for event day t 

Then the average abnormal returns (AAR) for a sample of N securities for each 

day are calculated as: 

     
 

 
∑      

 
        (3) 

Where,  

N is the number of firms with abnormal returns on day t 

The AR is averaged across firms to minimize other event effects, thus providing 

a better measure of the effect of the announcement event. The cumulative average 

abnormal return (CAAR) represents the average total effect of the event across all 

firms. Both AAR and CAAR are calculated over an event window of t = -100 days to 

= +100 days, thus: 

      ∑     
 
          (4) 

In this study, the occurrence date is the event dates itself (t=0) which is 9th May 

2018. Then, the next trading day is denoted as t=1, which reflects the first occasion for 
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investors to display their reaction to the result of the election. The primary objective in 

this study is to assess the immediate market response on the event date and impact of 

the new government towards the stock price changes, which is significant to the 100 

days manifesto,  changes which the new government promised to implement within 

100 days after the election. Moreover, the short run investigation into event windows 

stretching over 3 days (−1,+1) around each event date, 7 days (-3,+3) and 21 days (-

10,+10) following each event date are also conducted. Additionally, seven selected 

event windows for pre-announcement are also tested. This procedure gives the 

opportunity to account for the possibility of information leakage in the period 

preceding the event and to capture the potential consequences that crop up in the days 

after the event (Binder, 1998, p.122; Konchitchki & O‘Leary, 2011, p.102). 

4. Results and discussion  

Table 1 shows the AAR and the t-statistics for each of the selected event 

windows. 

Table 1 Average Abnormal Return (AAR) and t value 

 AAR (%) t-statistic 

Short term 

(-1,+1) -0.368 -2.577*** 

(-3,+3) -3.249 -7.646 

(-10,+10) -1.934 -3.816 

Pre announcement 

(-1,0) 0.086 1.455 

(-7,0) -0.047 -0.192* 

(-11,0) 0.568 2.011** 

(-30,0) 1.928 4.310 

(-60,0) 4.337 8.304 

(-90,0) 7.866 12.365 

(-100,0) 6.892 11.331 

Post announcement 

(0,+1) -0.119 -0.893 

(0,+7) -0.463 -3.067*** 

(0,+15) -1.042 -2.012*** 

(0,+30) -6.039 -10.046 

(0,+60) -6.898 -11.567 

(0,+90) -5.672 -9.416 

(0,+100) -6.334 -10.519 

N 895 

*, **, *** Denotes statistical significance at 10 per cent, 5 per cent and 1 per cent 

respectively 
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For this study, all AAR appears to be negative for the short run investigation. 

During the 5 days centered on the date of the election outcome, the AAR is negative 

but statistically significant at the 1 per cent level. Subsequently for 7 days (-3, +3) and 

21 days (-10, +10) the AAR was found to have a negative value, although it was 

statistically insignificant.  

Prior to announcement day, five selected event windows show positive AAR 

which are 100 days (-100,0), 90 days (-90,0), 60 days (-60,0), 30 days (-3,0) and 11 

days (-11,0). Then 7 days and 1 before polling days the AAR is negative with 

significant t-value at 10 per cent level respectively. The AAR kept on decreasing from 

90 days until polling day and end up with a negative value. The decreasing pattern of 

the AAR point out that investors are reacting to the election news and rumors spread in 

the market. Moreover, the official 11-day campaigning period until the polling day (9 

May 2018) shows that the market absorbed the new information and respond to the 

political uncertainties causing asset prices to change. These findings support results 

found by Smales (2014, p. 435) which reported the political uncertainty surrounding 

elections can give impact on the stock market and would result in higher levels of 

market uncertainty and vice versa.  

For post event, negative AAR was found for all selected window period up to 7 

per cent average returns. The trickle-down effect on the FBMKLCI significant to the 

negative AAR as shown by the selected event windows.  Our results confirm that 

negative information is perceived by investors and in turn it gives a negative impact to 

stock prices. The findings are consistent with finding found by Pantzalis, Stangeland 

and Turtle (2000, p.1590) which found strong abnormal returns leading up to election 

day when the incumbent government lost in the election. The t-statistic results are 

significant at 1 per cent level for 7 days and 15 days of the trading day respectively. 
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Figure 1. The AAR and CAAR for the companies listed in Bursa Malaysia 

for the 201 active trading days 

 

 

Figure 2. The AAR and CAAR for the companies listed in Bursa Malaysia 

for the 60 active trading days 

Figure 2 and Figure 3 shows the AAR and CAAR for 895 companies for the 

period of 201 and 60 active trading days, (-100,+100) event window. The highest 

CAAR is 10.28 per cent at day 20 prior to announcement and the lowest is -4.56 per 

cent at day 79 also prior to the announcement. The trend reveals that starting from day 

48 the CAAR starts to increase up to 10.28 percent at day 20 before election day. This 

shows that investors react to the rumors and news spread in the market and start 
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trading actively. This led the price to increase with investors earning positive returns. 

Increases in expected returns are directly linked to increases in stock variability 

induced by the events themselves (Brown, Harlow and Tinic, 1988a, p.384; 1993b, 

p.115). Then at day 18 prior to announcement it is drastically decrease to 6.99 percent 

resulting in a ‗sexy‘ trend until polling day. This is significant to the news released on 

10 April 2018 (21 active trading day prior to event) by the Election Commission 

chairman Hashim Abdullah announced that the general election will take place on 

Wednesday, 9th May 2018. Investors respond negatively to the news that polling day 

will fall during a weekday and detect suspicious agenda in the selection of polling 

date.  This is in line with findings found by Brown, Harlow and Tinic (1993b, p.115; 

1988a, p.383) which states that the market reacts randomly to information and asset 

prices may not reflect all available information instantaneously.  

After the event, the highest CAAR is only 6.33 per cent at day one and the lowest 

is -3.43 per cent at day 69 on the active trading days. The trend for the CAAR are 

increase with a slow movement average 4 per cent around 18 active trading day 

(almost one month after event). Then it keeps on decreasing until reach negative 

returns on day 50 active trading days and continue until day 76 active trading days - 24 

August 2018. This could be due to the market under pressure impacted by the new 

government‘s 100-day election manifesto (which is due on 17 August 2018). The 

investor perceived the news negatively and create a panic market by their judgment.  

According to Brown, Harlow and Tinic (1988a, p.384; 1993b, p.103) short-run 

behavior of stock prices following unexpected and substantial news announcements 

does not reveal evidence of anything but rational judgment by investors.  

The degree of selling pressure during the campaigning period and the poll results 

may affect the stock market‘s performance post-election (NST Business, 2018). 

Additionally, the stock market investors expect the ruling Barisan Nasional to win 

comfortably in 14th General Election. This could be the reason stock prices fluctuate, 

sometimes rapidly and dramatically, due to unexpected poll results.  

5. Conclusion 

The aim of this study was to find the impact of the 14th Malaysian general 

election (which resulted in a regime change) on share price and the length of time that 

is needed for the market to adjust to the change of being governed by a new political 

ruling party. We find the impact to be significantly negative on the short term for both 

pre and post-event day. This study also finds that 100 days is insufficient for the 

market to recover from the regime change as the stock market appears to be 
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experiencing negative returns even up to the maximum number of days used in this 

study, which is 100 days.   

It is recommended for future studies to utilize event periods of longer than 100 

days to see the length of time needed for the stock market to fully adjust to the new 

government.  
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Abstract: 

The authors study factors affecting the development of derivative transaction (DT) volumes 

in Vietnam‘s commercial banks in the period of 2006-2017. The study uses multivariate 

regression analysis to analyze the impact of such factors such as bank size, bank‘s liquidity, 

interest rate fluctuation, exchange rate fluctuation on DT volumes in Vietnam‘s commercial banks 

from 2006 to 2017. The results show that the variables are significant at the reliability level of 

greater than 95%, and the regression coefficients have the expected sign as forecasted. There are 

4 factors influencing derivatives transaction value at commercial banks in Vietnam, including 

Bank‘s liquidity (LIQ), Bank size (SIZE), Exchange rate fluctuations (abs(EXR)), Interest rate 

fluctuations (abs(IRT)). The liquidity variable is the only element that has a negative correlation 

with derivatives transaction value. Among four independent variables of the model, exchange rate 

fluctuation has the most impact on derivative transactions, followed by liquidity, interest rate 

fluctuation and finally bank size. The liquidity variable is the only one that has a negative 

relationship with the derivative transaction volumes, three remaining variables which are bank 

size, exchange rate fluctuation, interest rate fluctuation have a positive relationship with 

derivative transaction volumes.  

Keywords: Commercial bank, derivatives instruments, derivatives market, derivatives 

transactions value, financial market. 

 

1. Introduction  

In the world, derivative transactions have been developed a long time ago in 

countries with developed economies and financial systems. Today, the rapid development 

of the financial market and the deep integration of the economy have resulted in a usual 

fluctuation of such factors like interest rate, exchange rate, greatly affecting the business 

performance of enterprises and commercial banks. According to the most recent data from 

the Bank for International Settlements (BIS, 2018), the total notional amounts outstanding 
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for contracts in the derivatives market is an estimated $542.4 trillion with the gross market 

value of all contracts approximately $12.7 trillion. Some market analysts even place the 

size of the market at more than 10 times that of the total world gross domestic 

product (GDP). Largely because there are numerous derivatives in existence, available on 

virtually every possible type of investment asset, including equities, commodities, bonds 

and foreign currency exchange. 

In Vietnam, after being approved by the State Bank, commercial banks have 

actively researched and applied derivative instruments, especially in international 

monetary business activities, including interest rate and exchange rate derivatives. 

Recently, derivative transactions have been implemented in securities trading activities, 

forming the derivative securities market in Vietnam. These are considered effective tools 

to prevent risks, seek profits for companies, financial intermediaries and commercial 

banks. However, along with the noticeable benefits, derivative financial products also 

contain many systematic risks that can cause the market to collapse if not used properly. 

Therefore, understanding the factors affecting the development of derivative financial 

transactions in Vietnam‘s commercial banks, from which making recommendations for 

derivative financial transactions to become an activity to help prevent risk and increase 

profit, is a very practical study.  

2. Literature review and theoretical basis 

2.1. Literature review 

In the research on factors affecting the use of derivative instruments and its impact 

on banks‘ risk of Yung-Ming Shiu et al. (2005), the study on Taiwan‘s commercial banks 

from 1998 to 2005 has shown that there is a positive relationship between the level of 

using derivative instruments and the characteristics of each bank such as bank size, ability 

to issue preferred stocks, currency risk, etc. However, there is a negative relationship 

between the level of using these instruments and the bank's revenue diversification. The 

study also finds an alternative effect for the revenue diversification variable, nevertheless, 

this alternative effect reduces the positive impact of the preferred stock issuance variable. 

At the same time, the study results show that loans between banks using derivative 

contracts have a lower interest rate than other banks. However, research also shows that 

there is little relationship between the use of derivative instruments and the risks of banks, 

and this is consistent with the research results of Hentschel and Kothari (2001). 

Moh and Lin (2005) with empirical research on the relationship between the use of 

derivative products and the financial characteristics of domestic banks in Taiwan have 

https://www.investopedia.com/terms/a/analyst.asp
https://www.investopedia.com/terms/g/gdp.asp
https://www.investopedia.com/terms/g/gdp.asp
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showed that the influence of equity and administrator‘s decision does not have a 

significant meaning in the use of derivative instruments, this can be explained by the 

differences in regulations, legal, social, institutional, etc., and this is contrary to the 

modern theory of the factors affecting the use of the derivative instruments. The study 

results also show that banks with weak asset quality will be legally restricted when they 

try to use derivative instruments. Banks using derivative instruments usually have less 

equity, this result contradicts the theory of market regulation and discipline, in which 

banks must have a stronger capital to participate in derivative activities. Instead, the 

results show that the use of derivative instruments allows banks to replace less costly risk 

management for expensive capital requirements. Although the research results are 

controversial, the study shows that the use and development of derivative instruments are 

necessary to increase revenues, while the impact on risks is small but it contributes to 

establishing an acceptable risk level for commercial banks.  

According to the research of Katie Hundman (1998) on ―The deciding factor to the 

use of derivative instruments of commercial banks‖ with the research model ―Derivative 

Volume = C + α Exposure to Interest Rate Risk + α Non-Current Loans + α Loan-Loss 

Allowance + α Profit + α Bank Size + α Capital to Assets + α GDP + ε‖, it is showed that 

derivative volume depends on interest rate risk, capital to asset ratio, credit balance – risk 

provision, bank size, GDP, etc. Specifically, derivative instruments really make sense, this 

shows in the relationship between derivative sales and net profit margin, bank size also 

has a positive impact on derivative sales, large banks tend to use derivative instruments 

more than small banks, and banks with high credit risk also use more derivative 

instruments. However, the research shows that there is no relationship between the use of 

derivative instruments and banks‘ profitability. The limitation of the study is that it does 

not find the factors that affect the use of each different derivative instrument (Future, 

Swap, Option ...).  

Alnassar and Chin (2015), in a study, has found the reason why commercial banks 

use derivative instruments and the use of derivative instruments depends largely on bank 

size, risk exposure, financial costs, leverage, liquidity, credit scales, etc… 

Another study on exchange rate and interest rate risk and the derivative transaction 

(DT) of Choi and Elyasiani (1997) in 59 major United States (US) commercial banks 

from 1975 to 1992 has shown that the impact of exchange rate risk on the derivative value 

is greater than the impact of interest rate risk, but there is a cross effect between interest 

rate and currency derivative contracts. According to Fofana (2001) in the article on 

developing DT in developing countries, it shows that the development of DT in 
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developing countries with fluctuation in output, price, exchange rate, interest rate is 

essential and also suggests a number of solutions to develop derivative market such as 

strengthening the connection between banks, building a complete legal documents and 

accounting system, establish a management center for DT. Besides the studies on the use 

of derivative instruments in banks, there are also researches conducted in enterprises. The 

study on factors affecting the use of derivative instruments of Alat Afza and Atia Alam 

(2011) in businesses in Pakistan has shown a link between the use of derivative tools and 

the total assets, import and export sales, exchange rate, interest rate, ownership 

management, foreign exchange risk.  

Besides, such factors as transparency, legal environment, management role of the 

central bank are also important ones affecting the derivative market of the countries 

detected and published in the research on "Derivatives - Basic financial innovation" of 

Viral et al. (2009). 

In the research model of Rivas et al. (2009) total assets coefficient is positive and 

significant for the aggregate model. This implies that Latin American banks with large 

total assets tend to use more derivatives. This result supports the theory that ―large banks 

having better-diversified asset portfolio and economies of scales thus becoming more 

efficient‖ may have bigger derivative volumes (Shyu and Reichert, 2002). Besides, there 

is a relationship between commercial banks‘ liquidity and the use of derivatives. Liquidity 

is one of the causes of DT and when using derivative instruments, it can result in 

increased liquidity for commercial banks. 

Gunther and Siems (1996), based on US banks‘ annual data from 1991 to 1994, used 

Cragg's model to empirically investigate the decision to participate in derivative activities 

of commercial banks, and their level of participation. The results show a big difference 

between the factors that determine the participation of banks in derivative activities and 

the factors that affect their level of participation. Especially, while capitalization has no 

significant influence on the decision to use the DT, it is found to increase the participation 

of these transactions. This finding supports the opinion that capital regulation effectively 

links the level of participation of derivatives with securing capital. Gunther and Siems 

(1996) and Sinkey and Carter (2000) found that increasing the rate of using interest rate 

derivatives by banks corresponds to higher interest rate risks. Shyu and Reichert, (2002) 

showed that large banks with diversified asset portfolios are less likely to fail than small 

banks. Bank size acts as a necessary condition for their ability to diversify because large 

banks have a more diversified asset portfolio. Therefore, a positive relationship between 
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derivative volumes of Latin American banks and bank size as measured by Total Assets is 

appropriate. 

Eganda (2016), a study was conducted through a descriptive survey of 44 

commercial banks in Kenya and focused on the banks‘ trading in financial derivatives. A 

total of 22 respondents composed of 8 top-level managers, 7 middle-level managers, 5-

line managers, and 2 risk officers were selected from the 22 commercial banks that 

formed the sample of the study. The sample consisted of 7 subsidiaries of international 

commercial banks and 15 local commercial banks. The findings indicated that in Kenya, 

there is adequate liquidity, competition among the commercial banks and a favorable 

cultural orientation that enables the usage of financial derivatives. Scott (2003) confirms 

that liquidity in the underlying market implies there is interest in the asset itself and 

therefore a demand for investors to use derivatives to hedge their exposure to that asset. 

Therefore, the trading in currency swaps, forward contracts, and interest rate options could 

be as a result of the favorable liquidity levels amongst the large corporates, financial 

institutions, and small to mid-size enterprises (SMEs).  

According to Osayi‘s (2018) research titled ‗Financial Market derivatives and the 

performance of Deposit money banks in Nigeria, a study utilized data covering five years 

each from ten deposit money banks that report some form of transactions which are of the 

nature of derivatives securities. The findings from the empirical analysis of the study 

revealed that there is a positive relationship between Derivative Financial Assets and the 

performance of banks in Nigeria. That is, derivative financial asset significantly affects the 

performance of deposit money banks in Nigeria and that total asset which is significantly 

influenced by derivative financial assets is significant in determining the performance of 

the deposit money banks in Nigeria. 

Some of the prior researches focused on analyzing a specific derivative instrument 

of a particular underlying asset but have not yet researched financial derivatives as a 

whole. Some other studies examined in-depth derivatives roles to revenue, risk of banks 

but not yet considered whether it necessary to develop derivatives or not and if it is, which 

factors affect the development of those transactions. In Vietnam, this market is new and 

no studies yet comprehensive analysis of reality derivative market development in 

Vietnamese commercial banks, analysis and evaluation determinants of derivative 

transaction volumes in Vietnamese commercial banks. This is the research gap that the 

authors want to fill and will be addressed in this study. 
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Table 1: Overview of research on factors affecting DT‟s volumes in commercial banks 

Factors 

affecting 
Author, year of publishing 

Relatio

nship 
Content 

1. Bank size 1.Katie Hundman (1998) 

2. Shyu and Reichert (2002) 

3. Andres et al. (2010) 

4. Sinkey and Carter (2000)  

5. Gunther and Siems (1996) 

6. Yung-Ming Shiu (2005) 

+ Commercial banks with abundant financial resources or easily 

approachable to capital sources are more likely to participate 

in and provide DT than others. Financial resources can be 

measured by Bank Size - Size of Asset Portfolio. 

2. Bank‘s 

liquidity 

1. Fecht and Hakenes (2006) 

2. Keating and Marshall (2010) 

3. Alnassar and Chin (2015) 

- The relationship between the bank‘s liquidity and the use of 

derivative instrument is inversely proportional, which shows that 

banks with good liquidity tend to use less derivative instruments 

than those with poor liquidity because the purpose of DT is to 

manage risks in business activities of commercial banks.  

3. Exchange 

rate 

fluctuation 

1. Rivas et al. (2006) 

2. Kim and Waweru (2009) 

3. Comptroller of the Currency Administrator 

of National Banks (2012) 

4. Choi and Elyasiani (1997) 

+ Commercial banks tend to use derivative instruments more 

when the level of exchange rate fluctuation is large and vice 

versa. The purpose of DT is to prevent risks of exchange rate 

fluctuation, showing a positive relationship between exchange 

rate fluctuation and DT volumes of commercial banks. 

4. Interest 

rate 

fluctuation 

1. Rivas et al. (2006) 

2. Kim and Waweru (2009) 

3. Comptroller of the Currency Administrator 

of National Banks (2012) 

4. Choi and Elyasiani (1997) 

+ If DTs are used to hedge against risk of interest rate, the 

greater the interest rate fluctuation, the higher the demand for 

interest rate hedging, the greater the number of DT. This 

shows a positive relationship between DT volumes and level 

of interest rate fluctuation. 

Source: Author‘s summary. 
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2.2. Theoretical basis  

2.2.1. Definition of derivative transaction 

According to the Bank for International Settlements (BIS), a derivative is defined by 

the BIS (1995) as a contract whose value depends on the price of underlying assets, but 

which does not require any investment of principal in those assets. As a contract between 

two counterparts to exchange payments based on underlying prices or yields, any transfer 

of ownership of the underlying asset and cash flows becomes unnecessary. This definition 

is strictly related to the ability of derivatives of replicating financial instruments. 

The Oxford dictionary defines a derivative as something derived or obtained from 

another, coming from a source; not original. In the field of financial economics, a 

derivative security is generally referred to a financial contract whose value is derived from 

the value of an underlying asset or simply underlying. There is a wide range of financial 

assets that have been used as underlying, including equities or equity index, fixed-income 

instruments, foreign currencies, commodities, credit events, and even other derivative 

securities. Depending on the types of underlying, the values of the derivative contracts can 

be derived from the corresponding equity prices, interest rates, exchange rates, commodity 

prices and the probabilities of certain credit events.  

Derivatives are financial instruments in the form of contracts, the value of which is 

derived from the value of an underlying asset. The trading of derivatives is done in two 

types of markets: organized exchanges and over the counter. An important feature of 

derivatives exchanges is the interposition of a clearinghouse that serves as a counterparty 

to reduce the default risk of parties engaged in the contract. Derivatives traded through the 

over the counter (OTC) market are privately negotiated and customized to the 

specifications of the counterparties involved. 

In a nutshell, DT is a business using derivative instruments for different purposes 

including dispersing and hedging risks on commodity prices, interest rate, securities, 

exchange rate, trading, protecting profit or making profit, taking advantage of price 

differences and speculation.  

2.2.2. The function of derivative transactions  

The great functions of the DTs have been demonstrated strongly through its long 

history: 

Preventing the risk of underlying assets‘ price fluctuation: This is the most 

important function of the DTs. Risk management is not about eliminating risks but 
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managing risk at an appropriate level. DTs provide a powerful instrument to limit the risk 

that individuals and organizations face in their business operations.  

Seek profit through arbitrage or speculation: Entering the derivatives market can use 

large financial leverage, investors can seek a huge profit from a very low initial investment. 

However, investors also face high risks when participating in speculation in the market. 

Derivative financial instruments allow the free trade of risky components and result in 

improved market efficiency. Investors may use a position in one or more financial DTs 

instead of a position in underlying instruments. In many cases, investors find DT more 

attractive than underlying trades. This is mainly due to the greater liquidity of DTs as well 

as the lower transaction costs compared to the underlying asset transaction costs. 

Predict the future price of underlying assets: prices on derivative contracts not only 

reflect the judgment of market participants but also lead and forecast the prices of the 

underlying assets in the future. On centralized market transactions, on the maturity date, 

the delivery price of the contract tends to converge with the spot price, so the derivative 

instruments have price prediction function. An important application of DTs is that price 

forecasting means disclosing information about market prices through the futures market. 

Derivative markets provide a mechanism in which diverse and scattered opinions are 

gathered into a series of data through which it is possible to forecast the price of 

underlying assets and evaluate DTs.  

Price stabilization function: The derivative market helps maintain the effect of 

stabilizing the spot price by reducing short-term fluctuations. In other words, DTs reduce 

peaks to trough fluctuation of prices, leading to the ability to stabilize prices in the spot 

market of underlying assets. 

Reallocating risks between risk-averse and risk tolerance people: risk-averse 

investors enter the market with the desire to transfer risks that they may encounter to their 

partners. For speculators, when entering the market, they are betting on price fluctuations 

in the market and are willing to take risks to make a profit. Thanks to the derivative 

market, participants will achieve their goals and the risk will be reallocated among market 

participants according to their willingness to accept risks.  

Promote the development of the spot commodity market: because derivative 

contracts are always associated with the original assets, the development of the derivative 

market will contribute to the development of the spot commodity market and vice versa, 

participants have additional channels to transfer risks that may be encountered after they 

buy or sell the original assets or make profits from speculative trading activities. 
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2.3. Current situation of derivative transactions in Vietnam’s commercial banks 

Along with the appearance of the first derivative instrument in Vietnam - the 

forward transaction under Decision No. 65/1999/QD-NHNN dated February 25
th
 1999, 

the swap transaction also appeared quite early in accordance with Decision No. 430/QD-

NHNN dated December 24
th
 1997 and later the Decision No. 893/2001/QD-NHNN dated 

July 17
th
 2001 by the Governor of the State Bank of Vietnam. 

Accordingly, interest rate and foreign currency derivative instruments continued to 

appear and were quickly used by banks due to their internal demand to keep up with 

international banking operation standards. The State Bank of Vietnam allowed banks to 

implement some derivative operations to prevent interest rate and exchange rate risks. 

According to the Decision No. 1133/QD-NHNN dated September 30
th
 2003 on the 

regulation on the implementation of an interest swap transaction, it is allowed to expand 

the list of banks and enterprises to use the interest rate swap instrument. 

Since its appearance, DTs in Vietnam have grown very little with the State Bank of 

Vietnam's pilot programs. Many complex DTs began to appear, but with a very limited 

number and were mostly done by foreign banks in Vietnam. DTs mainly focus on 

currency derivatives, a small portion of options and interest rates. Future transactions were 

not participated by Vietnam‘s commercial banks. The reason is that Vietnam does not 

have a future market with high standardization requirements. However, with the 

introduction of the Vietnam derivative securities exchange in 2017 with future product 

VN30, future transactions in Vietnam will be increasingly developed. 

Table 2 describes the contract value and book value of derivative contracts of some 

Vietnam‘s commercial banks in the 20160-2018 period. Table 3 describes the profits 

earned from the DTs of commercial banks. 

Table 2: DT contract value and book value of Vietnam‟s commercial banks 

Unit: billion Vietnamese dong (VND) 

Bank 

2016 2017 2018 

Contract 

Value 

Book 

Value 

Contract 

Value 

Book 

Value 

Contract 

Value 

Book 

Value 

Vietinbank 9,103.168 117.892 12,275.479 528.762 11,096.372 281.166 

BIDV 11,542.855 254.192 61,745.439 193.703 53,745.439 79.755 

VCB 16,728.377 328.136 66,979.763 832.354 64,297.191 275.983 

ACB 4,658.335 42.256 20,098.506 38.198 20,525.579 -12.214 

Techcombank 37,071.259 -85.891 135,863.109 36.292 150,969.292 -301.313 

Eximbank 19,752.170 30.797 43,377.232 30.274 57,429.974 -59.258 

SCB 18,118.086 295.339 30,030.218 -37.444 29,746.119 65.189 

SacomBank 23,992.268 3.982 6,913.667 20.407 9,516.363 21.181 

Source: Annual report of Vietnamese commercial banks. 
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Table 3: Profit from DTs in Vietnam‟s commercial banks 

Unit: billion VND 

Bank 2016 2017 

Comparison 

2017/2016 2018 

Comparison 

2018/2017 

+ % + % 

Vietinbank 61,815 -41,642 -103,457 -167.4% -26,243 15,399 -37.0% 

BIDV  462,219 -64,965 -527,184 -114.1% -196,862 -131,897 203.0% 

VCB  -537,350 120,743 658,093 -122.5% 644,053 523,310 433.4% 

ACB -20,082 -14,682 5,400 -26.9% -189,115 -174,433 1188.1% 

Techcombank -113,820 329,543 443,363 -389.5% -642,180 -971,723 -294.9% 

Eximbank  164,456 -62.849 -164,519 -100.0% -172.922 -110 175.1% 

SCB -312,448 -68,252 244,196 -78.2% -347,792 -279,540 409.6% 

Sacombank -10,338 5,681 16,019 -155.0% -44,870 -50,551 -889.8% 

Source: Annual report of Vietnamese commercial banks. 

After making a high profit (over VND 462 billion) from DTs in 2016, BIDV made a 

loss when making these transactions in 2 executive years in 2017 and 2018. VCB is the 

bank with the most positive DT business result when switching from loss in 2016 to profit 

in the following years with a profit of over 644 billion dongs. ACB is the least profitable 

dongscommercial bank with the loss in 3 consecutive years reaching over 230 billion . 

Techcombank has the highest loss among banks. After years of DT implementation, 

Vietnam‘s commercial banks have achieved limited sales and profits from DTs. Profit 

from DTs accounts for less than 8% of banks' total profits. This can be seen that 

commercial banks have not paid adequate attention to DTs and businesses do not have 

.  much information or knowledge about these transactions

3. Research methodology  

3.1. Research resources  

The paper uses the technique in the regression analysis model to analyze the 

relationship and impact of variables such as Bank size, Bank‘s liquidity, Interest rate 

fluctuations, Exchange rate fluctuations on derivatives transactions value at Vietnamese 

commercial banks during the 2006-2017 period. 

Data sources used in the model were collected from the financial statements of 8 

Vietnam‘s commercial banks from 2006 to 2017 and data on USD/VND exchange rate 

fluctuation, VND basic interest rate announced by the State Bank of Vietnam during the 

2006-2017 period. The author uses the instruments in the STATA software to test and find 

the most suitable model, then analyzes the regression result to assess the impact of such 
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factors as bank size, bank‘s liquidity, interest rate fluctuation, exchange rate fluctuation on 

DT volumes of Vietnam‘s commercial banks.  

3.2. Research method  

In many studies on factors affecting derivative activities of banks, the authors have 

used the multivariate linear regression model to research, for example: Katie Hundman 

(1998) with regression equation ―Derivative Volume = C + α Exposure to Interest Rate 

Risk + α Non-Current Loans + α Loan-Loss Allowance + α Profit + α Bank Size + α 

Capital to Assets + α GDP + ε‖ showing that derivative volumes depend on interest rate 

risk, the capital-to-asset ratio, credit balance - risk provision, bank size, GDP; or (Andres 

Rivas et al., 2010) with the model Derivative = β0 + β1LNTASS + β2 NIM + β3 

EQRATIO + β4 LIQUID + β5 GAP + β6 NETCO + β7 M + β8 B + ui…. The effect of 

the multivariate linear regression model is it estimates the direct impact of the independent 

variable on the dependent variable that we want to study. In this paper, the author uses the 

multivariate linear regression model to study the impact of independent variables on 

banks‘ derivative volumes and the ordinary least square (OLS) method to estimate the 

parameters in a multivariate linear regression equation.  

In addition, we also know the two assumptions required for estimating a multivariate 

linear regression model using the OLS method are BLUE (best non-biased linear 

estimator) are no homoskedasticity and no multi-collinearity. Therefore, the authors used 

the Correlate and VIF functions in STATA to check for the collinearity phenomenon 

between variables. And to eliminate the homoskedasticity phenomenon, the author used 

Robust regression in STATA. Robust standard error method in STATA does not 

eliminate ehomoskedasticity, but it will help correct standard errors to make them fit 

(increase the statistical significance of important coefficients). In other words, the 

estimation of a robust standard error model will give a true estimation result of the 

standard error and accept the presence of homoskedasticity. 

3.3. Research model  

DT‘s volume is calculated and reflected through the contract value indicator in 

which the transaction value reflects the total value of all derivative contracts signed by a 

bank in a certain period of time (usually one year) and book value reflecting the value of 

DT of contracts valid at a given time (usually the last day of the year). 

This index reflects the scale of derivative activity and its market share of banks. The 

higher the revenue, the higher the bank‘s DT.  
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The model studying the impact of factors affecting derivative transaction is designed 

as Figure 1. 

Figure 1: Model of factors affecting derivatives transactions value at 

commercial banks  

 

3.3.1. The relationship between bank size and derivative transaction volumes of 

commercial banks 

The studies have also found that large banks tend to use derivative instruments more 

than small banks and banks with greater credit risk are more likely to use derivative 

instruments. This result may indicate that banks with more relative credit risks are more 

likely to use derivative instruments. Large banks have bigger DT volumes than small 

banks for many reasons. First, derivative instruments are very complex and require careful 

management and analysis. Small banks may not have enough resources to fully 

understand the complexity of these instruments and use them. Moreover, transaction costs 

of DTs tend to decrease with large transaction volumes. Therefore, large banks can afford 

to carry out larger transactions with relatively small transaction fees. Finally, large banks 

are more likely to be exposed to market risks, especially due to differences in their loans, 

thus their demand for hedging is also greater. Therefore, the relationship between bank 

size and expected volumes of commercial banks is a proportional relationship. 

H1: There is a positive relationship between the size of commercial banks and 

volumes of DT in Vietnam‘s commercial banks 

3.3.2. The relationship between the liquidity and the derivative transaction volumes of 

commercial banks 

The studies have shown the impact of the bank‘s liquidity on DT volumes. A 

prominent study by Katerina Simmons used quarterly report data to examine the 

Bank size 

Interest rate 

fluctuations  

Bank liquidity 

Exchange rates 

fluctuations 

Derivatives  

transactions value  

+ 

+ 

- 

+ 
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derivative usage models of banks between 1988 and 1993. The results found that banks 

with impaired asset quality tend to use the DT stronger than banks with better asset 

quality. Simmons also found a relationship between the bank‘s liquidity and the use of 

derivative instruments. Research shows that banks with good liquidity tend to use fewer 

derivative instruments because the purpose of derivative instruments is to manage risk in 

business activities of commercial banks. Therefore, the relationship between banks' 

liquidity and the DT volumes of commercial banks is expected to be an inversely 

proportional relationship. 

H2: There is a negative relationship between the liquidity and the derivative 

transaction volumes of Vietnam‘s commercial banks 

3.3.3. The relationship between the exchange rate and interest rate fluctuation level and the 

derivative transaction volumes of commercial banks 

Theoretically, banks can benefit from derivative markets because DT, as a form of 

insurance, can be used to hedge against risks. Carefully selecting DT can reduce the 

inherent interest rate risk in banking operations because the interest rate risk existed before 

it could be offset by counterbalancing risk. A study by Gorton and Rosen (1995) shows 

that banks tend to use DT when there is excessive risk. When government policy reduces 

price fluctuation, acceptable risks reduce the demand for derivative transactions. 

The main results of previous studies support the opinion that financial DTs are used 

to hedge against interest rate and exchange rate risks. The results show that banks with a 

high level of risk (interest rate, exchange rate) are more likely to use derivative 

instruments to manage risks.  

Compared with the previous study mentioned in the literature review, the findings of 

the study agree with Brewer ety al. that there is a positive correlation between volatility 

risks (interest rate and exchange rate) and DT volume of saving and lending institutions. 

H3: There is a positive relationship between the exchange rate fluctuation and the 

derivative transaction volumes of Vietnam‘s commercial banks 

H4: There is a positive relationship between the interest rate fluctuation and the 

derivative transaction volumes of Vietnam‘s commercial banks  
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Table 4: List of variables used in the research model 

Variable 

(symbol) 
Definition 

Expected 

sign 
Fundamentals of research 

Dependent variables: 

LN(TRD) Logarithm of DT sales 

Independent variables: Author 

LIQ Bank liquidity: calculated by 

Short-term assets / Short-term 

debts  

- 1. Falko Fecht & Hendrik Hakenes 2006 

2. Con Keating & Barry Marshall, 2010. 

3. Walaa Ismael Alnassar & Othman 

Bin Chin 2015 

SIZE Bank size: calculated by 

Logarithm of bank‘s total assets  

+ 1.Katie Hundman, 1998 

2. Shyu Y. and A. Reichert, 2002. 

3. Andres Rivas, Felice Policastro & 

Teofilo Ozuna 2010 

4. Sinkey and Carter (2000)  

5. Gunther, J.W., & Siems, T.F., 1996 

Abs 

(EXR) 

Exchange rate fluctuation: 

calculated by the absolute value 

of (Average interbank exchange 

rate of the next year - Average 

interbank exchange rate of the 

previous year) / Average 

interbank exchange rate of the 

previous year.  

+ 1. Andres Rivas, Teofilo Ozuna, Felice 

Policastro, 2006 

2. Yu-Kyung Kim, Freshia Mugo-

Waweru, 2009 

3. Comptroller of the Currency 

Administrator of National Banks, 2012 

4. Jongmoo Jay Choi & Elyas Elyasiani, 

1997 

Abs 

(IRT) 

Interest rate fluctuation: 

calculated by the absolute value 

of (Average basic interest rate of 

the next year - Average basic 

interest rate of the next year)/ 

Average basic interest rate of 

the next year 

+ 1. Andres Rivas, Teofilo Ozuna, Felice 

Policastro, 2006 

2. Yu-Kyung Kim, Freshia Mugo-

Waweru, 2009 

3. Comptroller of the Currency 
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4. Research result and further discussion 

4.1. Research result 

To analyze factors affecting derivatives transaction volumes in Vietnam‘s 

commercial banks, the author has used STATA software to run multivariate regression 

models commonly used for panel data such as Pooled OLS model, Random Effects model 

(RE), and Fixed Effect model (FE). Then necessary tests are used to select the most 

appropriate model for regression analysis. The test result of regression analysis models are 

as follow:  

Firstly, FE model is run to compare FE and Pool OLS, using F test. The test result 

has P-value of F < 0.05, thus it can be seen that FE model is more suitable than Pool OLS 

model. Next, RE model is run to compare RE and Pool OLS. Xttest0 has P-value < 0.05, 

which means that RE model is more suitable than Pool OLS model.  

Table 5: Result of FE, RE models 

Result of FE model 

Variable Regression coefficient Std. Err. T P>|t| [95% Conf. Interval] 

LNTRD 

LQ -.6233716 1.317128 -4.73 0.000 -8.837912 -3.62952 

SIZE 1.205814 .1316219 9.16 0.000 .945574 1.466054 

absEXR 10.07301 6.52437 1.54 0.126 -2.865048 23.01107 

absIRT 3.780092 1.708197 2.21 0.029 .402682 7.15701 

Conss -4.749229 2.164944 -2.19 0.030 -9.029708 -.4687501 

Number of obs = 161     F(4,139) = 26.18         Prob > F = 0.0000 

Result of RE model 

Variable Regression coefficient Std. Err. Z P>|z| [95% Conf. Interval] 

LNTRD 

LQ -.5356615 1.247698 -4.29 0.000 -7.802058 .2911172 

SIZE 1.129447 .1204528 9.38 0.000 .893364 1.366553 

absEXR 10.4373 6.558601 1.59 0.112 -2.41732 23.39193 

absIRT 3.711326 1.71169 2.17 0.034 .3564749 7.066178 

Cons -4.032041 2.06618 -1.95 0.051 -8.081683 .0176017 

Number of obs = 161       Wald chi2(4) = 108.48      Prob > chi2= 0.0000  

Breusch-Pagan test 

This is a test that helps us choose the more suitable model between RE regression 

analysis model and Pooled OLS. If the P-value is < 0.05, the regression analysis model 
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RE is selected for data analysis, if P-value > 0.05, the Pooled OLS model is selected for 

analysis. The test result shows that RE model is suitable. 

Table 6: Result of Breusch-Pagan test 

Biến Var sd = sqrt(Var) 

LNTRD 16.05363 4.006698 

e 8.340117 2.887926 

U 1.704582 1.300597 

Test: Var(u) = 0 

 chibar 2(01) = 15.08 

Prob > chibar2 = 0.0001 

Hausman test 

Hausman test will help us choose the more suitable model between RE regression 

analysis model and FE regression analysis model. With this test, if P-value < 0.05, FE 

regression analysis model is suitable, and vice versa, RE regression analysis model will be 

selected if P-value > 0.05. The test result shows that RE regression analysis model is more 

suitable with P-value of 0.3590.  

P-value of Hausman test = 0.3590 > 0.05, therefore, RE model is more suitable than 

FE model.  

Table 7: Result of Hausman test 

Variable 
Regression coefficient (b-B) 

sqrt(diag(V_b-

V_B)) 

(b) fe (B) re Difference S.E. 

LQ -6.233716 -5.356615 -.8771012 .5914613 

SIZE 1.205814 1.129447 .0763667 .0520963 

absEXR 10.07301 10.4373 -.3642935 . 

absIRT 3.780092 3.711326 .0687652 . 

Test: Ho: difference in coefficients not systematic  

chi2(5) = (b-B)'[(V_b-V_B)^(-1)](b-B) 

                                                   = 4.36 

Prob>chi2 = 0.3590 

(V_b-V_B is not positive definite) 

Analysis and test on RE model: There are 3 frequently used tests: heteroskedasticity 

test, autocorrelation test, and multicollinearity test. With RE model, there is no need to test 

for heteroskedasticity (because heteroskedasticity does not present in the RE model). 
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After using the necessary tests, the author has selected the most appropriate regression 

analysis model used for data analysis as the RE regression analysis model. In the next 

step, the author runs this model and analyzes the regression results obtained. For a 

regression analysis model, for the estimated regression results to be meaningful, the model 

should be tested for common phenomena: heteroskedasticity test, autocorrelation test, and 

multicollinearity test. For the RE model, there is no need to test for heteroskedasticity 

(heteroskedasticity does not present in the RE model), so the author only tests the 

autocorrelation and multi-collinear phenomena, the results are as follows: 

Autocorrelation phenomenon test: P-value = 0.0000 < 0.05, so there is 

autocorrelation phenomenon in the RE regression analysis model. 

Multi-collinearity test: Correlation coefficient factor represents the relationship 

between two random independent variables is low and Variance inflation factor – VIF is 

very small (< 10) shows that those independent variables do not have a strong 

relationship, therefore there are not multiple linear correlations.  

Therefore, the relationship between the independent variables does not significantly 

affect the interpretation of the analysis model. 

Table 8: Test result of RE model 

H0: no first-order autocorrelation 

F( 1, 17) = 66.779 

 Prob > F = 0.0000 

Variable Variance inflation factor 1/Variance inflation factor 

LQ 1.11 0.902683 

SIZE 1.10 0.904992 

absEXR 1.07 0.932062 

absIRT 1.03 0.972748 

Mean VIF 1.08  

Thus, we only need to find solution to overcome the autocorrelation of RE 

regression analysis model. Calibrating the model by using the Robust standard errors 

regression calibration tool in STATA. The model‘s test results are shown in the Table 9. 
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Table 9: Model‟s estimation results 

Variable Regression 

coefficient 

Robust 

Std. Err. 

z P>|z| [95% Conf. Interval] 

LNTRD 

LQ -5.356615 1.610807 -3.33 0.001 -8.513738 -2.199492 

SIZE 1.129447 .1242001 9.09 0.000 .8860195 1.372875 

absEXR 10.4373 4.895505 2.13 0.033 .8422896 20.03232 

absIRT 3.711326 1.833355 2.02 0.043 .1180166 7.304636 

Cons -4.032041 2.481342 -1.62 0.104 -8.895382 .8313002 

Number of obs = 161  Wald chi2(4) = 92.4  Prob > chi2= 0.0000 

The results of analysis models have been shown that all fours factors have high 

reliability with more than 95% (P>/z/ < 0.005). Linear regression equation based on 

analysis results as follow: 

LN(TRD) = - 4.0320 + (- 5.3566) LQ + 1.1294 SIZE + 10.4373 abs(EXR) + 3.7113 

abs(IRT) 

Among 04 independent variables of models: Foreign exchange rates fluctuations 

variable has the most impact on derivatives transactions value, followed by liquidity 

variable, interest rates fluctuations variable and lastly bank size factor. The liquidity 

variable is the only element that has a negative correlation with derivatives transaction 

value, three other variables (bank size, foreign exchange rates, interest rates) have a 

positive correlation with derivatives transaction value. 

4.2. Further discussion 

We discuss the relationship between independent variables with derivatives 

transaction variable to see the economic meaning in the model of the variables:  

Exchange rate fluctuation: The author expects that exchange rate fluctuation will 

have a positive effect on banks‘ derivative transaction volume and the result of the linear 

regression model analysis has shown us a strong correlation between these two variables. 

and exchange rate fluctuation variable is the one that has the largest impact on derivative 

transaction volume. When the exchange rate changes by 1%, the derivative transaction 

volume changes by 10.4373%. This result is also consistent with the theory and practice 

of banking operations: exchange rate fluctuation has a great impact on derivative volumes, 

the greater the fluctuation of exchange rate, the more derivative instruments businesses 

and banks use to protect foreign exchange risk in their business activities.  
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Bank‘s liquidity: Bank‘s liquidity is expected to have a negative relationship with 

derivative transaction volume, when the bank‘s liquidity decreases, DT volumes are 

expected to increase. The result of the linear regression model has also brought us the 

result like the mentioned theory and true to the operation of banks in reality: when bank‘s 

liquidity (Short-term assets/Short-term debts) decreases by 1%, the derivative transaction 

volume increases by 5.3566%.  

Bank size: The bigger bank size, the more developed derivative activities, and 

accordingly the higher derivative transaction volumes. In the theoretical basis, we have 

presented the positive relationship of bank size and derivative transaction volume, 

whereby the expected sign in the regression model of these two variables is (+). The linear 

regression results gave us the desired result: when the bank size (Total assets) increases by 

1%, the derivative transaction volume increases by 1.1294%.  

Interest rate fluctuation: Like exchange rate fluctuation, we expect that interest rate 

fluctuation has a positive effect on the derivative transaction volume. The greater the 

exchange rate fluctuation, the higher the derivative transaction volume. The linear 

regression model results also explained the positive relationship between these two 

variables: when the interest rate fluctuation is 1%, the derivative transaction volume of 

banks increases by 3.7133%. 

5. Conclusion and recommendations 

From the research result, it can be seen that to promote DT volumes, one of the 

basic requirements is that commercial banks themselves need to constantly improve 

their financial capacity and manage liquidity risk. Besides, the liberalization of the 

exchange rate and interest rate for these two variables to freely fluctuate in response 

to capital supply-demand forces in the market is to eliminate administrative 

imposition on the formation of interest rate and exchange rate. A reasonable 

exchange rate and interest rate setting will be a lever to boost the production and 

circulation of goods and vice versa. In Vietnam, the more flexible exchange rate and 

interest rate policy has contributed to stabilizing prices, pushing back and curbing 

inflation, stimulating demand, and increasing national income. However, the State 

Bank of Vietnam needs to take measures to progress to the liberalization of interest 

rate and exchange rate in the future, contributing to the growth of DT volumes in 

Vietnam‘s commercial banks in particular, contributing to promoting economic 

development in general, strengthen integration into international financial markets. 

Therefore, the recommendations are as follows: 
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5.1. For Vietnamese commercial banks 

5.1.1. Enhance financial capacity of commercial banks  

In the process of fulfilling the role in the economy, the financial capacity of 

commercial banks is reflected through many criteria including total assets size. To 

increase total assets size, commercial banks need a strategy to increase their capital size, 

in which equity capital and mobilized capital are important for the banks‘ business 

activities. The large capital helps banks operate with many different types of business 

actives from traditional ones (lending, foreign exchange trading, joint venture, financial 

leasing, securities trading) to modern ones (derivative transactions, guarantees, etc). These 

types of businesses are aimed at dispersing risks and creating more profits for banks, as 

well as enhancing their prestige and competitiveness in the market.  

However, in the current period, when applying Basel II in the management of 

commercial banks, the increase of equity capital is a matter of attention. Among solutions 

to increase capital, the major solution is increasing capital from retained earnings. In the 

coming time, commercial banks will have to proactively implement such capital increase 

measures as: increasing equity to cope with risks, meeting capital requirements under 

Camel safety framework, improving competitiveness with other joint venture banks and 

foreign banks operating in Vietnam, ensuring the right credit principles, recovering loan 

capital on time, strictly checking investment projects, ensuring the principle of positive 

return on investment, etc.  

Besides, commercial banks can issue bonds to increase capital (calculated into 

equity with the maximum bond value equal to 50% of tier 1 capital), attract financial and 

strategic investors. Besides, commercial banks need to have a good marketing strategy, 

develop new mobilization products, have attractive mobilizing interest rates to attract idle 

capital in the economy.  

5.1.2. Efficiently implement the management of liquidity risk  

To ensure affordability at any time, commercial banks must monitor their 

budget/liquidity reserve daily. Liquidity reserves comprise cash reserves (cash on hand, 

deposit at the State Bank of Vietnam, deposits at other credit institutions) and secondary 

reserves (valuable papers eligible for refinancing/rediscounting, credit limit granted by 

other financial institutions, etc). The level of required budget reserve/payment reserve of 

each commercial bank is very different, depending on many factors such as the reputation 

of commercial banks in the market, including the interbank market and the market with 
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business organizations and individuals; the State Bank of Vietnam‘s rediscounting and 

refinancing policy; credit quality, etc…  

In the research model, a bank‘s liquidity is calculated by Short-term assets/Short-term 

liabilities. The inverse relationship between this index and derivative volumes showed that the 

demand for insurance by DT exists in commercial banks. However, the low value of this 

index will increase the liquidity risk of commercial banks. Therefore, commercial banks need 

to maintain a suitable liquidity status to ensure safety in banking business activities, as well as 

to stimulate the use of DTs in commercial banks.  

5.2. For the State Bank of Vietnam 

5.2.1. Perfecting the exchange rate management mechanism  

To promote the development of DT, it is important that the exchange rate 

management mechanism needs to be more flexible to properly reflect the relationship 

between supply and demand for foreign currencies in the market, based on the currency 

basket of the countries having trade relations with Vietnam. In the context of increasing 

capital inflow into Vietnam, a more flexible exchange rate mechanism will prevent 

pressures on inflation and at the same time, exchange rate flexibility will contribute to the 

development of DT markets, creating better insurance conditions for exchange rate risk. In 

recent years, the State Bank of Vietnam has regulated the exchange rate with the 

orientation from the beginning of the year and usually adjusts several times a year in the 

direction of VND devaluation, so the market often expects the State Bank of Vietnam to 

adjust the exchange rate to some time of year, often highly seasonal, leading to 

speculation and hoarding of foreign currencies. 

However, in the new way of managing the exchange rate, the State Bank of Vietnam 

announces the daily central exchange rate, closely following the movement of supply and 

demand of foreign currencies domestically and internationally, so the central exchange 

rate fluctuations may increase or decrease. Therefore, the State Bank of Vietnam only 

clarifies the exchange rate management mechanism in comparison with the previous one, 

officially acknowledges the cross-impact of some other major currencies, in addition to 

USD, to the exchange rate, and allows the exchange rate to subject to daily changes 

according to central rate announcement. The real exchange rate on the foreign exchange 

market in the first two weeks of trading was still mainly around the upper limit of the 

central exchange rate, so the market was still skeptical about the indication and guidance 

of the new exchange rate mechanism. In the context of integration in our country today, 

the State Bank of Vietnam needs to gradually relax the policy of direct intervention in the 
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market, progress to the liberalization of Vietnam Dong. This will ensure that the exchange 

rate reflects the supply and demand in the market, gradually improve the value of the 

domestic currency in the world market and build a more flexible exchange rate 

management mechanism.  

5.2.2. Perfecting interest rate policy  

Interest rate policy is one of the management tools of monetary policy. Depending on 

each objective of the monetary policy, the State Bank will apply the appropriate interest rate 

management mechanism, to stabilize and develop the monetary market, create favorable 

conditions for banking activities and the efficient distribution of capital in the economy. 

Interest rate is also a basic asset of derivative transactions, interest rate derivative products are 

financial instruments priced according to expected fluctuation in interest rates.  

Supplying interest rate derivative products means that commercial banks or foreign 

bank branches commit and implement an interest rate derivative contract with foreign 

financial institutions in the international market in order to prevent and limit interest rate 

risk of commercial banks, branches of foreign banks or the commercial banks, branches of 

foreign banks commit and implement an interest rate derivative contract with customers in 

the domestic market for preventing and limiting interest rate risk of customers.  

Flexible management of basic interest rates, which is a market regulatory tool, as 

well as a signal of the Government's policy and the State Bank of Vietnam's monetary 

policy solution of "tightening" or "loosening" currency, has been becoming an important 

economic index in the financial and monetary market, attracting the attention, forecast and 

quick and positive respond to the investment, saving and consumption activities of 

businesses, citizens, domestic and foreign investors, and commercial banks. Besides, with 

the fluctuation of interest rates affecting the foreign exchange market more objectively, 

this will be an important factor to stimulate investors to pay attention to DT, especially 

foreign exchange and interest rate DTs.  
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Abstract: 

This study uses the panel data analysis method to identify important factors affecting the 

capital adequacy ratio (CAR) of Vietnamese commercial banks in the period of 2011-2018. In this 

period, the number of banks decreased from 41 to 31 due to the mergers and acquisitions of banks 

with a price of 0 Vietnamese dong. The variables affecting the capital adequacy ratio of commercial 

banks in Vietnam include bank size (SIZE), deposit (DEP), loan (LOA), loan loss reserve (LLR), 

liquidity (LIQ), return on assets (ROA), return on capital (ROE), net interest margin (NIM), non 

performing loans (NPL) and leverage (LEV). Results of the study indicate that LEV, LLR, ROE have 

a negative impact on CAR of Vietnam commercial banks and ROA has a positive impact on CAR 

while SIZE, DEP, LOA, LIQ, NIM, NPL do not significantly affect on CAR. 

Keywords: Capital adequacy ratio, commercial banks, Vietnam. 

 

1. Introduction 

First established in 1988, Basel I determined the capital adequacy ratio of 8% to 

limit the business risks of commercial banks, contributing to the stability of the national 

financial system. However, due to some limitations, Basel II was officially issued in June 

2004. In March 2015, the State Bank of Vietnam selected 10 domestic commercial banks, 

which are Vietnam Joint Stock Commercial Bank for Foreign Trade of Vietnam 

(Vietcombank), Vietnam Joint Stock Commercial Bank for Industry and Trade 

(Vietinbank), Joint Stock Commercial Bank Investment and Development of Vietnam 

(BIDV), Vietnam Prosperity Joint Stock Commercial Bank (VPBank), Technological and 

Commercial Joint Stock Bank (Techcombank), Maritime Commercial Joint Stock Bank 

(Maritime Bank), Military Commercial Joint Stock Bank (MB), Bank Saigon Commercial 

Joint Stock Bank (Sacombank) and Asia Commercial Joint Stock Bank (ACB) to pilot the 
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implementation of Basel II with the goal of completing the trial by the end of 2018 and 

proceeding to apply to the entire commercial banking system in Vietnam. 

After a period of the rapid increase in the number of commercial banks, the business 

performance of some banks became poor, and unfair competition negatively affected the 

financial system of Vietnam. The State Bank of Vietnam has had to encourage or force 

the mergers, consolidation, and acquisitions of some commercial banks having poor 

business results at the price of 0 Vietnamese dong (VND). As a result, the number of 

commercial banks has decreased from 41 banks in 2011 to 31 banks in 2018. 

Under the framework of the Basel Committee, the minimum required capital 

adequacy ratio is 8% for countries around the world. This ratio is kept stable from Basel I 

to Basel III. In Vietnam, the State Bank regulates the minimum capital adequacy ratio of 

9% for domestic commercial banks, joint-venture banks, and foreign bank branches. 

However, by 2020, the capital adequacy ratio will decrease to 8% according to Basel 

Committee standards. 

2. Literature review 

Studies on factors affecting the capital adequacy ratio of commercial banks in the 

world can be divided into 2 groups: (i) external factors of the banking system, and (ii) 

internal factors of the banking system. 

2.1. External factor of the commercial banks 

Economic growth: Economic growth (Gross domestic product - GDP growth rate) is 

a macroeconomic indicator that measures the growth of the finished domestically 

produced goods and services over a specified period. Wong et al. (2005) looked at 

macroeconomic factors and showed an inverse relationship between GDP growth rate and 

CAR. Mehdi et al. (2017) study how the economic condition (economic growth) and 

regulatory environment in a bank's home country determine foreign banks‘ CAR. 

Inflation rate: Inflation is a change in the price of goods and services, which can 

affect consumer consumption. Shaddady and Moore (2015) studied the factors that 

determine capital adequacy of 89 banks in the oil-rich countries of the Regional 

Cooperation Council (GCC). The findings from this study are consistent with the results 

of Akhter and Daly (2009), which show a positive and significant relationship between 

inflation and CAR.  

Liquidity of the banking system: This is a factor that is both endogenous and 

exogenous. Considering the ability to meet the level of payment of the banking system, 

this is an endogenous factor, while considering the ability to convert into money on the 

https://www.sciencedirect.com/topics/economics-econometrics-and-finance/macroeconomic-performance
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stock market, this is an exogenous factor due to market influences. Yonas (2015) research 

on Ethiopian commercial banking system in period 2004-2013 as well as Ahmet et al. 

(2011) on Turkish commercial banking system from 2006 to 2010 shows that the liquidity 

of the system of the bank has no impact on CAR. However, the study of Mohammed et al. 

(2013) suggested that the liquidity of the banking system has a positive impact on CAR in 

the case of the Islamic commercial banking system in Indonesia from 2009 to 2011. This 

group of authors found that when commercial banks increase liquidity, they are required 

to hold more liquid assets, or are forced to do better in the market. At that time, the risk 

factor of financial assets will decrease (that is, increase CAR), or then the risks related to 

operations or legal risks will decrease (CAR denominator decreases). Therefore, the 

author's point of view is that liquidity does not have a clear impact on CAR in countries in 

transitioning economies, including Vietnam. 

2.2. Internal factors of the commercial banks 

The group of endogenous factors was more defined in all studies. The study focuses 

on the following factors: 

Bank size (SIZE), deposit (DEP), loan (LOA), loan lost reserve (LLR), liquidity 

(LIQ), return on assets (ROA), return on capital (ROE), net interest margin (NIM), non 

performing loans (NPL) and leverage (LEV); The dependent variable is capital adequacy 

ratio (CAR). 

Bank size (SIZE)  

The natural logarithm of total assets is used as a representative of bank size. The size 

of the bank is important because of the relationship between ownership characteristics and 

access to equity. Bank access to equity may reflect the important relationship between 

bankruptcy costs or management risks. Jackson et al. (2002) proposed that large banks 

wishing to maintain good ratings should consider the relative market-defined excess 

reserves. However, Gropp and Heider (2007) and Shrieves and Dahl (1992) found that 

asset size of a bank is an important factor determining its capital ratio in the opposite 

direction, meaning larger banks have lower capital adequacy systems. This can happen 

because the size of the business acts as a representative for a bank in diversifying assets 

and reducing risk. Therefore, we hypothesize about the positive or negative relationship 

between bank size and capital adequacy ratio. 

Deposit (DEP)  

Deposit size is calculated by total deposits on total assets. Deposits are often 

considered to be cheaper than loans and similar financial instruments (such as bond 

financing or stock market mobilization) for banks (Kleff and Weber, 2003). As the 
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amount of deposits increases, banks should be more controlled to ensure the rights of 

depositors and protect the bank from insolvency. If depositors are unable to assess the 

financial stability of their bank, then the banks will remain below the optimal capital ratio. 

The optimal capital ratio is the rate that banks will observe if the depositors can appreciate 

their financial situation. But if depositors can assess the bank's capital strength, the bank 

will maintain a relatively strong capital position as larger capital causes depositors to 

accept lower interest rates on their deposits. Asarkaya and Özcan (2007) found an inverse 

relationship between the deposit ratio and the capital adequacy ratio. 

Loan (LOA)  

Loan size is the ratio of total loans to total assets. This ratio is important because of 

its relationship to the diversification and nature of the investment opportunity. It measures 

the impact of loans in the asset portfolio on capital. When the risk increases, depositors 

should be compensated for losses so the bank's capital adequacy ratio will increase. 

Mpuga (2002) found a positive relationship between capital adequacy ratio and loan ratio. 

Therefore, a positive relationship is expected between the loan ratio and the capital 

adequacy ratio. 

Loan lost reserve (LLR)  

The risk provision is determined as a valuation reserve against the total bank loans 

on the balance sheet, representing the amount deemed sufficient to cover estimated losses 

in the loan portfolio. We consider that the loan loss reserve compared to the aggregate 

lending ratio is a proxy of bank risk as this could indicate the financial health of banks. A 

negative effect of loan loss provision in capital may mean that banks face financial 

difficulties, leading to more difficulties in raising capital ratios. On the contrary, a positive 

effect may signal that banks are willing to raise capital to a greater extent to remedy their 

worsening financial situation. Blose (2001) found that provisioning for loan losses caused 

a decline in capital adequacy ratios. Hassan (1992) and Chol (2000) also argued the 

positive relationship between capital adequacy ratio and loan loss provision. In a study of 

Pakistan banking system, Usman and Sanuallah (2016) showed that LLR had a significant 

and positive impact the determination of CAR. 

Liquidity (LIQ)  

The liquidity ratio of a commercial bank is the ability to immediately meet the 

demand for deposit withdrawal and disbursement of committed credits. Angbazo (1997) 

stated that as the ratio of capital investments in cash or cash equivalents increases, the 

bank's liquidity risk will decrease, leading to lower liquidity premiums in the net profit 

margin. Therefore, the increase in bank liquidity (high LIQ) can have a positive impact on 

the capital ratio. 
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Profit (ROA and ROE)  

In this study, returns on assets and return on equity are used as a factor of returns. In 

general, commercial banks have to rely mainly on retained earnings to raise capital. 

Profitability and capital adequacy ratios impact in the same direction, because in most 

cases a bank is expected to have to increase asset risk to get high profits. Gropp and 

Heider (2007) found that banks with higher returns tend to have more capital than assets. 

Therefore, a positive relationship is expected between profit and capital adequacy ratio. 

Net interest margin (NIM)  

Net interest margin is the ratio of net interest income to average income assets. This 

is a summary measure of banks' net interest rates. Although it is well known that the net 

income ratio is an important element of bank profits, the effects of interest rate 

movements on the market and the default risk on profit margins are not known clearly. 

The net income ratio is set by banks to cover intermediate costs and also reflects both the 

capacity and the mixture of assets and liabilities. More specifically, the net interest margin 

generates sufficient income to increase the capital base as the risk increases (Angbazo, 

1997). The chartered capital/charter capital has a positive relationship between the quality 

of bank management and bank capital. However, bank managers can reduce the capital 

buffer if the default risk is very low. As a result, an inverse relationship is expected 

between the net income ratio and capital adequacy ratio. Mohamed (2018) found that net 

interest margin affects significantly bank capital of Tunisian bank system.  

Leverage (LEV) 

The bank leverage factor is measured by the total equity to total liabilities ratio. 

Shareholders find that highly leveraged banks are more risk than less leveraged banks, 

leading to an increase in the required return on shareholders. Therefore, highly leveraged 

banks may find it difficult to raise new equity due to high cost of equity. Finally, highly 

leveraged banks may hold less capital than low leveraged banks. Therefore, a positive 

relationship is expected between leverage ratio and capital adequacy ratio. 

Non-performing loans (NPL) 

The bad debt ratio is the total bad debts to total loans of the bank. The high NPL 

ratio compared to the industry average and the rising trend of the non-performing loan 

may be a sign that the bank has difficulty managing the quality of loans. Ahmad et al. 

(2008) concluded a positive relationship between bad debts and CAR when studying 

commercial banking systems in developing countries over 8 years. However, Abusharba 

et al. (2013) showed that bad debt has a negative relationship with CAR using data from 

11 Indonesian banks from 2009 to 2011.  

  



  

 

 

153 

3. Research Methods  

3.1. Perspective on capital adequacy ratio 

Capital adequacy ratio is a long-discussed issue in the world and not a new issue in 

Vietnam. However, the researchers did not define what is the capital adequacy ratio, but 

mostly focused on the role of this ratio as well as the calculation and measurement. 

Because the scope of the study is determinants of CAR, the authors will only focus on 

calculating this ratio. Basically, the capital adequacy ratio is determined based on the 

following formula 

    
              

                                 
 

The Circular 41/2016 / TT-NHNN of the State Bank of Vietnam determines capital 

adequacy ratios according to the standards of Basel I and Basel II, however, the risk ratios 

are classified into operational risks and market risks. 

OR

CAR 100%
W 12,5( )MR

C
x

R A K K


   
- C: Equity capital; 

- RWA: Total assets calculated according to credit risk; 

- KOR: Regulatory capital for operational risk; 

- KMR: Regulatory capital for market risk; 

The determination of capital under the new CAR not only ensures commercial banks 

have a minimum capital adequacy ratio of 8% to compensate for losses from unforeseen 

risks (credit, market, operations) but also orienting commercial banks in adjusting the loan 

and investment portfolio appropriately on the basis of their own capital to ensure the 

efficiency and safety of using capital, thereby contributing to improving the quality of 

commercial banks' operations. However, it can be seen that Circular 41 of the State Bank 

of Vietnam has only focused on fully raising capital under Pillar 1 (minimum capital 

requirements) of Basel II without specific guidance in implementing Pillar 2 (supervision 

of regulatory agencies). 

Thus, it can be seen that the concept of capital adequacy ratio does not have a clear 

definition, and it depends a lot on the calculation of equity capital and the risk coefficient. 

3.2. Model, Assumption and Study Variables  

3.2.1. Model 

The paper uses an array data analysis method (Panel data) to analyze the relationship 

between independent variables such as bank size (SIZE), deposit (DEP), lending (LOA), 
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and risk provision. Credit risk (LLR), liquidity (LIQ), profitability ratio (ROA and ROE), 

net interest (NIM), bad debt ratio (NPL), leverage (LEV), and the dependent variable as 

safety factors capital (CAR). 

CAR is measured using the variables presented above. The below equation shows 

the relationship between the independent variables and the CAR dependent variable. 

CARit=β0 + β1SIZE + β2DEPit+ β3LOAit + β4LLRit + β5LIQit + β6ROAit + 

β7ROEit + β8NIMit + β9LEVit + β10NPL + εit 

Figure 1: Proposed study model 

 

Source: Proposed by authors. 

3.2.2. Research variables and research assumptions 

Ten variables are used in the model with the hypotheses affecting the bank's capital 

adequacy ratio. The bank's specific variables are SIZE, DEP, LOA, LLR, LIQ, ROA, 

ROE, NIM, NPL and LEV. The selected variables are expected to have effects on the 

capital adequacy ratio of Vietnamese commercial banks. The research hypotheses and the 

expected impact of the independent variables are summarized in Table 1 
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Table 1: Assumptions and expected effects of the independent variables 

Unit Variables Hypothesis 
Expect 

Effect 
References 

1 SIZE H1: Bank size affects the 

capital adequacy ratio of the 

bank 

+/- Kleff and Weber (2003), 

Wong and et al. (2005), Le 

(2017) 

2 DEP H2: Deposit size has a negative 

impact on the bank's capital 

adequacy ratio 

+ Asarkaya and Özcan (2007), 

Bokhari et al. (2012) 

3 LOA H3: The size of the loan has a 

positive effect on the bank's 

capital adequacy ratio 

+ Hassan an Bashir (2003), 

Büyükşalvarcı and Abdioğlu 

(2011) 

4 LLR H4: Loan lost reserve has a 

positive impact on the bank's 

capital adequacy ratio. 

+/- Al-Sabbagh (2004), Thiam 

(2009), Mili et al. (2014), 

Masood and Ansari (2016), Le 

(2017) 

5 LIQ H5: Liquidity coefficient has a 

positive effect on the bank's 

capital adequacy ratio. 

+ Angbazo (1997) 

6 ROA and 

ROE 

H6: Return on assets has a 

positive effect on the bank's 

capital adequacy ratio. 

H7: Return on equity has a 

positive impact on the bank's 

capital adequacy ratio. 

+ and 

+ 

Gropp and Heider (2007), 

Yuanjuan and Shishun (2012), 

Büyükşalvarcı and Abdioğlu 

(2011) 

7 NIM H8: Net interest margin has the 

negative effect on the capital 

adequacy ratio of the bank. 

+/- Angbazo (1997), Mohamed 

(2018) 

8 LEV H9 Leverage has a positive 

effect on the bank's capital 

adequacy ratio. 

+ Reint Gropp and Florian 

Heider (2009), 

Monica Octavia and Rayna 

Brown (2008) 

9 NPL H10: Non-performing loan has 

a psotive or negative impact on 

the bank's capital adequacy 

ratio. 

+/- Ahmad et al (2008), 

Abusharba et al (2013) 

Source: Summary of the authors. 
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3.2.3. Data  

This study investigates the factors determining the capital adequacy ratio of 

Vietnamese commercial banks and their effects on the financial situation of 31 banks in 

the period of 2011-2018. This study uses secondary data collected from the annual reports 

of banks, Hanoi Stock Exchange, Ho Chi Minh Stock Exchange, and the State Bank of 

Vietnam, securities companies and companies /financial institutions. The number of 

commercial banks has decreased from 41 banks in 2011 to 31 banks in 2018 with 

different types of ownership such as state ownership, and private ownership through 

mergers and acquisitions. 

Microsoft Excel 2013 software is used to calculate the necessary indicators for the 

study from the collected data. Then, we use the EView 10 statistical software for the data 

analysis panel data method.  

3.2.4. Data Analysis  

The descriptive statistical method is used to calculate the variables in the study to 

describe the basic characteristics of these variables. Table 2 shows descriptive statistics of 

the data including sample mean, median, maximum, minimum, standard deviation, 

deviation, Kurtosis, Jarque-Bera statistics and probability (p-value). All variables are 

asymmetric. More precisely, the deviation is positive for nine strings, whereas DEP and 

LOA have negative deviations. Kurtosis values of all variables show that the data is not in 

a normal distribution because the values of kurtosis are skewed from 3. Jarque-Bera 

statistics are calculated and the corresponding p values are used for testing the standard 

assumption. Based on Jarque-Bera's statistics and p values, this assumption is rejected at 

the 1% significance level for all variables. 

The dependent and independent variables are tested for polymorphism based on a 

simple correlation matrix. As described in Table 3, they all have no collinearity problem. 

Thus, it can be seen that no specific bank variables are highly correlated and there is no 

multicollinearity among these variables. The effect of specific banking variables on 

capital adequacy ratios is evaluated by data estimation. The regression results are reported 

in Table 3. 
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Table 2: Descriptive statistics of the variables 

  CAR DEP LEV LIQ LLR LOA NIM NPL ROA ROE SIZE 

Medium 0.144 0.686 0.095 0.179 0.013 0.542 0.028 0.024 0.007 0.078 194790.600 

Median 0.123 0.700 0.083 0.165 0.012 0.561 0.028 0.022 0.006 0.063 98717.890 

Maximum 0.615 0.934 0.241 0.404 0.030 0.791 0.071 0.090 0.028 0.303 1293929.000 

Minimum 0.052 0.288 0.032 0.016 0.000 0.139 -0.007 0.003 0.000 0.000 13322.650 

Standard deviation 0.076 0.114 0.042 0.068 0.005 0.125 0.012 0.015 0.005 0.062 265020.400 

Deviation 3.491 -0.540 1.366 0.805 1.070 -0.569 0.324 1.989 1.238 1.015 2.392 

Sharpness (Kurtosis) 18.797 3.271 4.604 3.650 4.619 2.906 3.907 8.015 4.821 3.739 8.377 

Jarque-Bera 3082.272 12.790 103.746 31.157 74.419 13.488 12.831 423.431 97.622 48.258 535.327 

Probability 0.000 0.002 0.000 0.000 0.000 0.001 0.002 0.000 0.000 0.000 0.000 

Number of observations 248 248 248 248 248 248 248 248 248 248 248 

Source: Calculated by Authors. 
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Table 3: Correlation matrix between variables 

  CAR DEP LEV LIQ LLR LOA NIM NPL ROA ROE SIZE 

CAR 1.000           

DEP -0.002 1.000          

LEV 0.023 -0.350 1.000         

LIQ -0.026 -0.481 0.132 1.000        

LLR -0.088 -0.143 -0.020 0.078 1.000       

LOA 0.054 0.579 -0.153 -0.507 -0.238 1.000      

NIM 0.118 0.045 0.339 -0.098 -0.034 0.323 1.000     

NPL -0.053 -0.151 0.231 -0.098 0.426 -0.128 -0.013 1.000    

ROA 0.056 -0.140 0.242 0.055 -0.017 0.092 0.651 -0.150 1.000   

ROE -0.004 0.044 -0.200 0.049 -0.021 0.184 0.466 -0.269 0.830 1.000  

SIZE -0.004 0.337 -0.455 -0.249 0.073 0.414 0.050 -0.161 0.054 0.340 1.000 

Source: Calculated by authors. 
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This study uses the Feasible Generalized least squares (FGLS). This method corrects 

the phenomenon of variance and autocorrelation. This method is superior to the method of 

fixed effects (FE) and the random-effects model (RE). 

4. Results of the model and discussion 

Table 4: Regression results (Dependent variable: CAR) 

 

Source: Calculated by authors. 

The detailed regression results are presented in Table 4, in which all variables 

potentially affecting the capital adequacy ratio CAR are included in the regression model. 

The results show that the variables LEV, LLR, ROA, ROE have an impact on CAR with a 

1% significance level. In particular, the ROA variable has a positive effect as expected in 

the CAR. The coefficient of the ROA variable indicates that if the profitability increases 

by 1 unit (expressed through an increase of 1 unit of ROA) will increase the bank's capital 

by 3,425 units. The LLR variable has a negative effect on the bank's capital adequacy 

ratio. This result shows the better the financial capability of the bank (the lower the rate of 

risk provision), the higher the capital adequacy ratio. This also indicates that ensuring the 

       _cons     .1537619   .0294705     5.22   0.000     .0960007    .2115231

         roe    -.3181706   .1178531    -2.70   0.007    -.5491584   -.0871828

         npl     -.046982    .213999    -0.22   0.826    -.4664122    .3724483

         roa     3.424889   1.400028     2.45   0.014      .680884    6.168894

         liq    -.0085426   .0435885    -0.20   0.845    -.0939744    .0768892

         loa    -.0226083   .0284131    -0.80   0.426    -.0782969    .0330803

         dep     .0183831   .0287548     0.64   0.523    -.0379754    .0747415

         llr    -1.474087   .5823679    -2.53   0.011    -2.615507   -.3326667

         lev    -.1622783   .0773068    -2.10   0.036    -.3137968   -.0107598

        size     6.01e-09   1.46e-08     0.41   0.680    -2.25e-08    3.45e-08

         nim      .417743   .3066941     1.36   0.173    -.1833663    1.018852

                                                                              

         car        Coef.   Std. Err.      z    P>|z|     [95% Conf. Interval]

                                                                              

                                                Prob > chi2       =     0.0045

                                                Wald chi2(10)     =      25.48

Estimated coefficients     =        11          Time periods      =          8

Estimated autocorrelations =         0          Number of groups  =         31

Estimated covariances      =        31          Number of obs     =        248

Correlation:   no autocorrelation

Panels:        heteroskedastic

Coefficients:  generalized least squares

Cross-sectional time-series FGLS regression

.  xtgls car nim size lev llr dep loa liq roa npl roe, panels(heterosk)
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quality of loans and avoiding loss of capital is a factor that can help the bank maintain 

capital adequacy. 

However, an interesting result is that the LEV and ROE variables have a negative 

impact (contrary to expectation) on the bank's capital adequacy ratio at a significant level 

of 1%. The coefficient of ROE variable shows that an increase in the bank's profitability 

by 1 unit (represented by an additional 1 unit in ROE) reduces the bank's capital adequacy 

ratio of 0.318 units as shown in the Table 4. This can be explained by the fact that banks 

with high profitability can accept a high level of risk in credit and investment activities 

thereby reducing the bank's ability to ensure capital adequacy line. The variable LEV has 

a negative coefficient and is statistically significant at 1%. This means that a bank with a 

low leverage ratio holds more equity so the CAR is high. This may indicate that low-

leverage banks may not have difficulty in increasing new equity and thus hold more 

equity than highly leveraged banks. 

The coefficients of the remaining variables are not statistically significant at 10%. This 

suggests that there is no sufficient evidence to conclude on the impact of NIM, SIZE, 

DEP, LOA, LIQ, and NPL on the bank's capital adequacy ratio. The insignificance of 

these variables may be due to the limited sample and limited sample period.  

In summary, LLR, ROA, ROE, and LEV seem to have a significant effect on CAR. 

On the other hand, SIZE, DEP, LIQ, NPL, and NIM do not seem to have a significant 

impact on capital adequacy ratio. The hypothesis test results are summarized in Table 5. 

Table 5: Summary of hypothesis testing results 

Unit Variables Reject the hypothesis H0 Level of significance 

1 SIZE Yes - 

2 DEP No - 

3 LOA No - 

4 LLR Yes 1% 

5 LIQ No - 

6 ROA Yes 1% 

7 ROE Yes 1% 

8 NIM No - 

9 NPL No - 

10 LEV Yes 1% 

Source: Calculated by authors. 
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The results of the study indicate that the variables LEV, LLR, ROE have a negative 

impact on CAR while ROA has a positive impact on CAR. The remaining variables SIZE, 

DEP, LOA, LIQ, NIM, NPL do not significantly affect CAR. 

5. Policy implications 

5.1. Vietnamese State Bank 

5.1.1. Credit Risk 

- Continue to build and perfect the information system: The State Bank needs to 

direct commercial banks to build information security and network security systems. 

Besides, the research and establishment of data transmission lines and links with the 

national information network are also necessary to increase the autonomy and connection 

and information sharing in the banking system. 

- Need to develop a comprehensive and unified legal framework for the Risk 

Management System in the Vietnamese commercial banking system. 

- Complete the banking inspection and supervision system in the direction of 

consolidation, expand cooperation and link with inspection agencies to supervise parts of 

the financial markets in the economy, in the region and internationally. 

5.1.2. Leverage, return on equity, return on asset in the bank - mainly expressed 

in terms of operational risks 

- The State Bank should improve the system of legal documents on operational risk 

management soon. 

- Build a data base of operation risk throughout the banking system, which is a focal 

point for receiving operational risk events that have occurred to establish consultancy and 

information sharing centers for operational risks of commercial banks with new risks, risk 

trends and crimes. 

- Strengthen the role of State Bank of Vietnam in credit risk management activities 

in commercial activities of commercial banks. 

- Improve the effectiveness of inspection and supervision as well as a guiding role 

for commercial banks. 

5.2. Commercial Banks 

5.2.1. Provisioning 

The provision for bad debts of the bank is not only influenced by the risk factors in 

credit activities but also by the objectives of preparing financial statements. The 

provisioning is a solution that helps the bank have the resources to deal with arising bad 
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debts without affecting the bank's profit. Therefore, commercial banks need to make 

appropriate and adequate risk provision which is an important and compulsory 

requirement to compensate for losses caused by credit risks. 

5.2.2. Equity and leverage 

To minimize risks, Vietnamese commercial banks should not only increase equity, 

but also reduce risky assets. In particular, the ratio of total equity to total assets (EQTL) is 

positively correlated with risk. This indicates that increasing equity is a necessary solution 

to maintain safety levels along with reducing risky assets as Vietnamese commercial 

banks have now reached the required capital adequacy ratio. It is currently about 9% 

(according to Circular 36) and will be converted into 8% by 2020 - closer to Basel II. 

5.3. Other agents  

Ministries and industries need to take drastic measures in carrying out their functions 

and duties, continue to work out solutions to restructure the economy, consolidate and 

develop the financial system, the stock market, and the banking system.  

Enhance the effectiveness of state management of risk management activities in 

commercial activities of commercial banks, to minimize risks in the course of business 

activities of commercial banks. 

Improve the quality of financial situation analysis and develop an early warning 

system. 

Ministry of Finance, Ministry of Justice, Ministry of Natural Resources and 

Environment, Ministry of Construction, Ministry of Planning and Investment, Ministry of 

Public Security, Supreme People's Procuracy, Court, Hanoi City People's Committee, Ho 

Chi Minh City and VAMC (Vietnam Asset Management Company) coordinate to 

command the handling of bad debts at credit institutions or (and) VAMC with large 

outstanding loan levels.  

Direct and coordinate with VAMC and credit institutions directly in the process of 

handling legal matters for bad debts to accelerate the process of completing the legal 

documents, seizing and handling security assets (collaterals), completing procedures for 

the transfer of collaterals and tax procedures related to the transfer of collaterals. Debt 

recovery is conducted by many methods, such as urging debt recovery, seizing, selling 

TSB, selling debt following the law through a public and transparent auction. 
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Abstract: 

In recent years, the Vietnamese banking system has encountered many difficulties with both 

subjective and objective, both endogenous and exogenous causes. Facing these difficulties, the 

Government of Vietnam has approved a scheme to restructure the Vietnamese banking system in 

accordance with the situation of each period, focusing on addressing various difficult aspects of 

the system. The bank restructuring scheme is a comprehensive orientation, requirements and 

solutions to healthy the financial banking system, and one of the requirements of the restructuring 

scheme is that banks must meet the standard capital adequacy ration of BASEL II. The capital 

adequacy ratio has always been a measure to determine how the bank can resist against possible 

risks. However, to meet the minimum capital adequacy ratio, many banks will have difficulty not 

only in meeting the capital raising, profit increasing roadmap, but also solving problems related 

to handling bad debt, strengthening risk management system. This article will highlight the 

difficulties encountered by the banking system, which led to an urgent need to restructure the 

banking system. The paper then analyzes the impact of the restructuring project on the capital 

adequacy ratio of banks, thereby making recommendations.  

Keywords: Capital Adequacy ratio, commercial banking system, bank restructuring, 

BASEL II 

 

1. Introduction 

Restructuring is the review and restructuring of a part, some parts or the whole 

organization. The need for restructuring becomes urgent when the current situation of 

organizations is facing many structural problems, causing the organization to inefficiently 

operate, even stagnant, facing the risk of disintegration and bankruptcy. Especially in the 

field of finance and banking, if the weaknesses in credit institutions are not handled 

promptly, they will adversely affect macroeconomic stability and the national financial 
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system. Therefore, the restructuring of the system of credit institutions is imperative to 

avoid the collapse of the banking system and the collapse of the economy. 

According to Claessens (1998), banking restructuring is geared towards the 

arrangement and enhancement of the management and administration capabilities of 

commercial banks to ensure system safety and form a system of commercial banks with 

great power, strong financial strength, ability to manage, control risks. Banking 

restructuring is also often conducted when there is evidence that one or more banks are 

insolvent to more than 20% of the total deposit of the whole banking system and an 

institutional and legislative solution package is required to deal with weak banks and bring 

the banking system back to a healthy and sustainable state (Waxman, 1998). 

According to Dinh (2012), unlike dealing with a weak bank in the normal period, 

restructuring the banking system requires a synchronous and long-term plan, including the 

processing order as well as building contingency scenarios for the worst-case scenarios, so 

that during the restructuring process, payment and credit activities of the system are not 

affected. Restructuring of the banking industry will be done in 3 steps. The first step is to 

restructure the liquidity of banks, especially the weak ones through the form of 

consolidation and merger. The second step is the financial healthiness of commercial 

banks, focusing on bad debt settlement and financial transparency. The third step is to 

conduct restructuring of operation organization, strategic restructuring, and redesign of 

banking risk management system. 

It is no coincidence that one of the focus of the bank restructuring scheme is the 

requirement to maintain the capital adequacy ratio according to BASEL standard, which 

in Vietnam is currently BASEL II standard. CAR is calculated based on the bank's capital 

compared to the total risk-weighted asset value. Capital adequacy ratio shows the ability 

to endure and maintain the liquidity of banks in the face of negative risks and fluctuations 

of the market. Restructuring the banking system on the one hand has a direct impact on 

the capital adequacy ratio through the laws as well as monetary policy, and on the other, 

indirect effects through adjustments to the bank's operations.  

2. Theoretical Framework 

Based on the research of Alfon et al. (2004) and the research of Genberg and Hui 

(2008), this paper divides the factors that affect capital adequacy ratio into two groups: 

group of banking internal indicators, and group of macroeconomic indicators, and the 

provisions of law.  
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2.1. Macro factors 

2.1.1. Economic cycle 

Economic cycles or economic environment have a strong impact on capital 

adequacy ratio: in a recession economy, banks tend to keep more capital for provisions 

and on the other hand to avoid spending capital mobilization fee to compensate for 

damage in case of shortage of capital. In contrast, in a growing economy, banks tend to 

hold less capital to gain investment opportunities. Therefore, it can be said that 

macroeconomic indicators can affect capital adequacy ratios. The economic cycle is 

shown in the following macro variables:  

The real GDP growth rate may have an adverse impact on the capital adequacy 

ratio in the banking system. In an economic environment with a high growth rate, risks to 

the banking system are small, in addition, banks have more opportunities for lending and 

investing, and thus banks tend to reduce their capital adequacy ratio. In contrast, the 

economic environment has a low growth rate, making it difficult to mobilize capital or the 

fields of lending and investment become risky making banks tend to increase the capital 

adequacy ratio to prevent possible losses.  

Inflation is one of the macro factors reflecting the economic environment. Inflation 

higher or lower than the target inflation level has a negative impact on the economy in 

general and the banking system in particular, as affecting the liquidity of the banking 

system. High inflation will cause banks' deposits or raising funds to decline, especially 

raising funds from 6 months, people tend to switch to store gold or foreign currencies. 

Difficult mobilization of capital causes banks to raise deposit interest rates, which in turn 

leads to an increase in lending rates. Meanwhile, with high inflation, State Bank of 

Vietnam (SBV) was forced to use tight monetary policy to reduce monetary circulation. 

On the one hand, banks reduce credit growth because of the unbalance between 

mobilization and lending, and the risk of non-payment from customers. On the other hand, 

the demand for loans from businesses (and individuals) is still very large, especially the 

demand for medium- and long-term but is not met, making businesses tend to acquire 

lending outside the banking system. Thus, high inflation greatly affects the operation of 

capital markets and the banking system. During periods of high inflation, the bank may 

hold a lot of capital to prevent risks or reduce risky assets, leading to an increase in the 

capital adequacy ratio. But it is also possible that in the context of high inflation, rising 

interest rates makes assets held by the bank become more risky, thus the total risk-

weighted assets increases while the difficulties in raising capital makes capital adequacy 

ratio decrease.  
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Similarly, high interest rates can affect the solvency of the debtor, which in turn 

affects the risk of assets held by the bank when borrowers may not be able to repay their 

debts, and therefore banks will increase capital adequacy ratio to prevent possible risks. 

2.1.2. Regulation on minimum capital adequacy ratio 

Miskhin (2000) argues that banks often hold capital because of mandatory 

requirements from the law on minimum capital adequacy ratio and compliance control 

checks. Berger and Herring (1995) argued that one of the two main factors affecting the 

bank's capital structure is the law that regulates capital requirements for banks. The 

minimum capital adequacy ratio is often introduced with the purpose that banks will keep 

the capital adequacy ratio higher than the prescribed ratio. But when it is found that the 

current capital adequacy ratio has not met the requirements of the minimum ratio, banks 

have changed to increase it. This shows that banks are more concerned with ensuring the 

minimum capital adequacy ratio, avoiding law violations and avoid expenses incurred due 

to breaches of regulations on minimum capital adequacy ratio rather than being afraid to 

incur the capital costs incurred to meet that ratio.  

2.2. Typical banking indicators 

2.2.1. Size 

The size of the bank also represents the level of risk that the bank faces, so is one of 

the factors affecting the capital adequacy ratio: large banks with wide networks will have 

a other business strategy to access to capital, loan markets, customer segments, product 

diversification investment sectors as well as risk appetite and risk management compared 

to banks with small scale. On the one hand, large banks often face lower risk levels than 

small banks, and therefore will have lower capital adequacy ratios than small banks. This 

is because the same risky assets or investment only accounts for a small percentage in the 

portfolio of a large bank compared to small banks. And large banks often have more 

diverse portfolio, have a better risk assessment and risk management system than small 

banks so their portfolio is less risky. On the other hand, large scales are inversely 

proportional to the capital adequacy ratio because larger banks hold more risky assets and 

thus lower capital adequacy ratios.  

2.2.2. Proportion of risky assets of the bank/Loan ratio  

Capital adequacy ratio reflects the bank's ability to face unforeseen losses, thereby 

reducing the bank's ability to lose liquidity. While the minimum capital ratio required by 

BASEL or the SBV may not account for all risks that the bank may face, and therefore 

will be lower than the capital adequacy ratio that the bank should hold. Even assets with 
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zero risk weight as required by the SBV still need a provision. In fact, many banks 

calculate the capital adequacy ratio based on their own risk assessment rather than trying 

to maintain as prescribed. Hassan and Bashir (2003) argue that increasing the loan ratio 

will increase the likelihood of developing bad debts or, in other words, increasing risky 

assets or bank risk and thereby reducing liquidity of the bank. Therefore, one of the 

factors affecting the capital adequacy ratio of each bank is the proportion of risky assets 

held by the bank or the loan ratio of the banks.  

2.2.3. Capital adequacy ratio in previous years 

The bank strategy depends on the decisions of the bank manager and shareholders or 

shareholder representatives - the owners of the bank. The relationship between bank 

managers and shareholders is governed by Representative Theory. The Agency Cost 

Theory (ACT) by Jensen and Meckling (1976) suggested that capital structure can be 

affected by the relationship between business managers and shareholders. Accordingly, 

the problem may arise when the manager does not want to follow the shareholder's 

request to maximize the value of the bank, or do not want to use high leverage to achieve 

high profits because it can will make it difficult to manage the risk caused by high leverage. 

Since then, managers tend to keep more capital than the shareholders want (Genberg and 

Hui, 2008). On the other hand, managers also want to retain a lot of capital because they can 

deal with risks, also to ensure their job position. Meanwhile, in large organizations, with 

scattered shareholders and few individuals with a voice that influence the decision of the 

manager, the manager may sacrifice the interests of shareholders (Alfon et al., 2004). 

Representation theory can be minimized when banks are listed, often sensitive to changes, 

which makes managers more efficient in using capital (Alfon et al., 2004). 

The strategy of the bank affects the capital ratio expressed in the following 

aspects: the bank can hold capital for long-term development objectives, to hold 

capital to prevent risks from unwanted fluctuations of the market, or simply banks 

maintaining capital at a stable rate over the previous years do not create too much 

fluctuation in the capital ratio because it can lead to a negative view of the market for 

activities of the bank.  

2.2.4. Leverage and provision for credit losses 

Leverage is calculated by total debt/total assets, which shows the capital structure of 

a bank. Bank leverage may be reversible with CAR as banks increase their leverage, 

allowing banks to increase their total assets, thereby increasing profits but at the same 

time risking large assets, thereby banks must maintain appropriate capital adequacy ratio. 
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In parallel with the use of leverage, the establishment of risk provisions allows banks 

to prevent risks of loss of assets. The increase in the provision may lead to a decrease in 

the capital, which may have an adverse effect on the capital adequacy ratio.  

2.2.5. Opportunity cost of capital/Profitability 

The opportunity cost of holding the capital will prevent the bank from the desire to 

hold it too much, so the bank tends to balance the opportunity cost of holding the capital 

with the possible losses if it does not hold appropriate capital in the case of risk, also 

known as capital adjustment cost, therefore, when considering the impact of the 

opportunity cost of holding capital, it is necessary to consider the capital adjustment cost. 

The opportunity cost of holding capital can be reflected in the Return on Equity (ROE) 

effect, as banks tend to prefer using retained earnings as reserve capital rather than 

mobilize capital from outside or increase equity.  

3. How the restructuring scheme of Vietnam's commercial banking system affects 

the capital adequacy ratio? 

3.1. The cause and content of restructuring scheme 

In the period of 2005 to 2007 before Vietnam joined the WTO, Vietnam's 

commercial banking system saw a rapid increase in the number of financial institutions in 

order to catch up the time of Vietnam's WTO integration, massive commercial banks 

formed or converted from rural banks (10 banks converted from rural to commercial 

models). Along with the growth in the size of the commercial banking system, is the 

credit growth with a major proportion of real estate. In the period of 2007-2010 in the 

context of Vietnam joining the WTO, the economy exploded and then gradually revealed 

the crisis - the consequence of hot growth. FDI inflows of about US $ 17.7 billion plus 

remittances of about US $ 6.2 billion (equivalent to 22.8% of GDP) were not fully 

absorbed and flowed into non-manufacturing markets, leading to a sharp increase in 

inflation up to 28.3%. In August 2008, the double-digit inflation rate remained high until 

2011. The stock market capitalization peaked at 43% of GDP in 2007, then decreased and 

reached 32% of GDP in 2014, VN-index reached 1200 points. Banks had strong credit 

growth and high interest rates, creating conditions for bad debts to arise later, with 

outstanding loans mainly on real estate and securities. Meanwhile, the Real Estate market 

grew hotly with the loan ratio of up to 12 - 15% after which it becomes gloomy, leading to 

the risk of real estate "bubble burst".  

The reasons for this includes: 
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Firstly, the spontaneous development of banks, many banks are opened but their 

financial capacity is weak, leading to unsynchronized and sustainable banking system. 

Secondly, the situation of cross ownership became serious when 56 pairs of cross 

ownership were discovered and required by SBV. By the end of 2008, the SBV required 

to increase the legal capital to VND 1,000 billion and by the end of 2010 to reach VND 

3,000 billion. This increase in capital is so difficult that many banks have to use technical 

measures to borrow from each other or to mobilize with the maximum preferential rates, 

so the lending interest rate sometimes jumped to 27%. It is the borrowing and buying of 

shares that lead to complicated cross-ownership among banks; 

Thirdly, the situation of lending to real estate and non-manufacturing industries such 

as finance and securities makes the assets of the banking system become more sensitive 

than ever before macroeconomic fluctuations.  

Fourthly, the liquidity of banks is low: The expansionary monetary policy (in 2007 

caused high inflation) and sudden tightening (to curb inflation in 2008) caused credit 

growth to drop sharply to 23% within 12 months (beginning from 2008 to early 2009) and 

inflation rate at 2% in August 2009. However, the government then launched a stimulus 

package worth up to US $ 8 billion through monetary policy (short-term interest rate 

support) and fiscal (infrastructure investment and communal housing, tax breaks) as well 

as increased social security benefits. It is this expansion - tightening - expansion of 

Vietnam that leads to amplification of internal problems of the banking system as well as 

aggravation of liquidity of banks; 

In quarter 3/2012, the Government issued Decision No. 254 / QD-TTg on 

restructuring the credit institution system for the period of 2011-2015 with following 

strategies:  

- Financial consolidation: encourages merger, consolidation and acquisition to 

increase scale and competition; (especially for weak credit institutions); credit institutions 

must settle bad debts, reduce debt ratio and capital use ratio; 

- Financial restructuring: settling bad debts; Increase the quality and size of equity 

capital of credit institutions; Increasing equity, offsetting credit risks, market risks and 

operational risks; 

- Restructuring operations: eliminate risky business activities; transform business 

model to reduce dependence on credit and increase income from non-credit services; 

develop payment services; Improve the stability and affordability of credit institutions. 
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- Restructuring the management system: Increasing the transparency of banking 

operations; List joint-stock commercial banks on the stock market; Limiting the 

domination and manipulation of major shareholders; Develop risk management systems 

in accordance with the Basel Committee principles and standards; Renewing and 

improving the efficiency of the internal inspection, control and inspection system; 

Modernizing the technology system. 

In July 2017, the Government issued Decision No. 1058/QD-TTg approving the 

Scheme on restructuring the system of credit institutions associated with dealing with bad 

debts in the period of 2016-2020 with the following contents:  

- For commercial banks with more than 50% of capital state-owned: 

 Enhancing financial capacity, increasing equity, improving and ensuring the 

minimum capital adequacy ratio according to Basel II standards 

 List stocks on international stock market 

 Giving priority to credit for key sectors and fields of the economy 

- For normal commercial banks 

 By 2020, commercial banks will have minimum capital adequacy ratio according 

to Basel II standards 

 Weak commercial banks need to: Merger, consolidation, and acquisition on a 

voluntary basis; Limiting or not dividing dividends or profits; strictly control the 

transfer of shares. 

- Debt handling solution 

 Credit institutions reassess the quality of debts and take appropriate measures; 

 In addition to improving financial capacity, Vietnam Asset Management Company 

(VAMC) needs to review and re-evaluate borrowers, collaterals and purchased 

debts to determine the ability to recover debts. 

 The State Bank of Vietnam strengthens inspection and supervision of credit 

institutions in the implementation of regulations on credit extension, debt 

classification, risk provisioning and operational safety. 

 Researching and completing the legal framework on debt purchase, for the 

formation, development and management of debt trading markets 
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3.2. Impact through macro factors 

3.2.1. Macroeconomic indicators 

From 2011 to the present, the SBV has drastically, proactively and synchronously 

implemented monetary policy instruments to regulate the amount of money supplied in 

line with inflation control objectives, macroeconomic stability, and reasonably support 

economic growth. Accordingly, the liquidity of the whole system has been gradually 

stabilized; stable and smooth money market; inflation from 18.13% in 2011 to 6.81% in 

2012, 6.04% in 2013; 1.84% in 2014 and until 2015 was controlled at 0.63%, the lowest 

in 20 years. From 2016 to now, the core inflation has remained stable within the range of 

1.4 - 1.9%. Average general inflation was low (2016: 2.66%; 2017: 3.53%; 2018: 3.54%) 

Since 2016, the SBV has started to implement a new strategy of operating the 

exchange rate in the direction that the central bank announces the central exchange rate, 

up and down, helping the foreign currency market to better absorb external shocks and 

minimize unfavorable impacts for exchange rate, reduced speculation to hold foreign 

currencies, contributing to macroeconomic stability. 

Regarding interest rates, in 2016, in the context that inflation expectations tended to 

increase, the capital demand of the economy was high, the SBV maintained interest rates 

in the interbank market at low levels. From July 2017, the SBV adjusted 0.25%/year of 

the executive interest rates, thereby supporting credit institutions to reduce borrowing 

costs. From the beginning of January 2018, the SBV adjusted the OMO offer rate from 

5%/year to 4.75%/year to continue supporting credit institutions to reduce capital costs. 

On September 16, 2019, the State Bank of Vietnam decided to continue reducing interest 

rates, refinancing interest rate decreased from 6.25% to 6%/year, the discount rate 

decreased from 4.25% to 4%/year; overnight interest rates in inter-bank electronic 

payments. Interest rates from 2016 so far have basically remained stable, lending interest 

rates of popular credit institutions are around 6-9%/year for short-term, 911%/year 

medium/long-term. 

Stable exchange rates and a well-allocated credit flow, lower interest rates have 

helped credit growth, thereby reducing inflation and supporting economic growth. 

Economic growth has been improved (2016: 6.21%, 2017: 6.81%, 2018: 7.08%). 

3.2.2. Regulation on minimum capital adequacy ratio 

Regulations on capital adequacy ratios increasingly comply with international 

standards. The main thing between the Circulars is quite large: in the first quarter of 2017, 

the CAR of the whole system reached 12.5%, still quite far from the rate of 9% according 
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to Decision 457/2005/QD-NHNN, but if calculated according to the provisions of Circular 

No. 41/2016/TT-NHNN, the CAR of banks can decrease by 20-30%. Therefore, although 

the deadline for application of Circular 41 is January 1
st
, 2020, currently only 10 banks are 

eligible to apply BASEL standards: Vietcombank, VIB, OCB, ACB, MB, TPBank, 

VPBank, Techcombank, MSB and Viet Capital Bank  

Table 1: Comparison of regulations of the State Bank of Vietnam 

 

Circular 

13/2010/TT-

NHNN 

Circular 36/2014/TT-NHNN 
Circular 41/2016/TT-

NHNN 

Definition of 

capital 

Equity capital is 

equal to tier 1 

capital plus tier 2 

capital minus 

deductions (in 

more detail than 

Decision 

457/2005/QD-

NHNN) 

Excluding treasury stocks and 

credit extensions for capital 

contribution, share purchase at 

other credit institutions when 

calculating capital tier 1 

Equity capital is equal to 

tier 1 capital plus tier 2 

capital minus deductions 

(More details Circular 

13/2010/TT-NHNN) 

Formula to 

calcultae Capital 

adequacy ratio  

The equity capital 

compared to the 

asset is adjusted 

according to the 

credit risk level. 

Identify separate 

capital adequacy 

ratios and 

consolidated 

capital adequacy 

ratios 

The equity capital compared to 

the asset is adjusted according to 

the credit risk level. 

Identify separate capital adequacy 

ratios and consolidated capital 

adequacy ratios 

+ Equity capital as 

compared to total assets 

as calculated by the credit 

risk, operating risks and 

market capital 

requirements. 

+ Total assets at risk = 

Total assets calculated by 

credit risk + Total assets 

at partner credit risk 

Minimum Capital 

adequacy ratio  

9% 9% 8% 

Risk-weighted ratio Risk-weighted ratio 

from 0, 20, 50, 

100% and 250% 

Risk-weighted ratio 

related to securities 

and real estate is 

250% 

Risk-weighted ratio divided into 5 

levels: 0%, 20%, 50%, 100%, and 

150% 

Risk-weighted ratio related to real 

estate credits, securities 

investment business and gold-

secured loans decreased to 150% 

Detailed Risk-weighted 

ratio from 0 - 200% 

Specifying risk-weighted 

ratio for on-balance sheet 

assets (CRW) and off-

balance sheet assets 

(CCF) 
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Circular 

13/2010/TT-

NHNN 

Circular 36/2014/TT-NHNN 
Circular 41/2016/TT-

NHNN 

Limiting cross 

ownership 

N/A 

 

 

+ Supplementing the concept of 

related persons of individuals and 

organizations as a basis for 

calculating the limits of credit 

extension, capital contribution, 

share purchase and investment of 

CIs, foreign bank branches 

+ Supplementing a number of 

provisions on conditions for 

capital contribution limits, shares 

purchase between subsidiaries, 

associated companies, controlling 

companies of commercial banks 

and financial companies; the 

commercial banks' purchase and 

holding of stocks of other credit 

institutions 

+ Eliminate contributed 

capital, purchase shares, 

credits to contribute 

capital, buy shares at 

other credit institutions 

from equity capital 

BASEL standard In line with 

BASEL I 

In line with BASEL I In line with BASEL II 

Source: Author's summary. 

3.3. Impact through internal factors of banks  

3.3.1. Impact through internal factors of banks 

Restructuring the commercial banking system requires a combination of measures, 

usually such as (Dziobek and Pazarbasioglu, 1998): i) The government injects capital or 

buy stocks to hold management rights; ii) closes banks that are unable to exist in an 

orderly manner (paying deposit insurance or selling the shares to other banks); iii) 

merging domestic banks with foreign banks; iv) merging domestic banks together; v) 

establishment of an asset management company; vi) changes in bank ownership structure 

(for example, privatization). 

In order to realize the restructuring scheme under Decision 254 and QD 1058, the 

Government and the National Assembly adopted a number of synchronized legal 

documents.  
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Table 2: a number of synchronized legal documents adopted the Government and the 

National Assembly 

Restructuring  

scheme 
Solutions for Regulations Article content 

Period of 2011 

- 2015 

Merger and acquisition of 

credit institutions 

Circular 04/2010 / TT-

NHNN 

Approving the M&A 

projects of the banks 

Merger and acquisition of 

credit institutions 

Allow self-restructuring Operational documents  

Acquistion of 

commercial bank with 

value of 0 VND 

Decision of the Governor of 

the State Bank 

Construction Bank, Ocean 

Bank and Global Petroleum 

Bank 

Handling cross 

ownership 

 

Law on Credit Institutions Article 55, 103, 110, 129, 135  

Circular 02/2013/TT-

NHNN 

Regulations on debt 

classification and provisioning 

Circular 36/2014/TT-

NHNN 

Article 20: Limit of 

commercial banks buying 

shares of no more than 02 

other credit institutions (5%) 

Circular 06/2015/NHNN Define the time limit, 

procedures for share 

ownership in excess of the 

limit 

Bank activities  Circular 36/2014/TT-

NHNN 

Stipulating limits and 

prudential ratios in the 

operations of credit institutions 

and foreign bank branches, 

creating a new legal 

framework for ensuring safety 

for banking activities. 

Handling bad debts Decree No. 53/2013 / ND-

CP 

Establish the organization and 

operation of the Asset 

Management Company of 

Vietnamese credit institutions 

on May 18, 2013 

Proposal on handling bad 

debts of the system of credit 

institutions 

 

Circular 02/2013/TT-

NHNN 

Classification of debts 

Period of 2016 

- 2020 

Handling bad debts Decree 42/2017/QH14 pilot settlement of bad debts of 

credit institutions 

Law amending and 

supplementing a number of 

articles of the Law on Credit 

Institutions 

 

Draft Law to support the 

restructuring of credit 

institutions and dealing with 

bad debts 

 

Source: Author's summary. 
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3.3.2. Size 

By the end of 2013, there were only 4 banks with total assets of over US $ 10 billion 

and all were state-controlled banks. However, by the end of 2018, this number had 

reached 11 banks with the largest total assets, reaching over VND 1.3 million billion and 

greatly influencing the market when having deposits and credit market share of over 2/3 

of the whole market. 

Figure 1: the financial status of the bank system 

 

Source: SBV and banks‘ financial statement. 

While total assets increased exponentially, banks' own capital and chartered capital 

increased quite slowly. By the end of March 2019, the system's equity reached VND 

578.9 trillion, an increase of 0.45% compared to the end of 2018 and an increase of 13% 

compared to the end of 2017; By the end of 2018, the total equity of the credit institution 

system reached more than 806 trillion dongs, an increase of more than 339 trillion dongs, 

and 73% compared to the end of 2013. 

The rapid increase in the size of assets and the actual charter capital of the banking 

system is the result of many structural policies: (i) Banks have actively issued shares to 

foreign and domestic investors, sell shares; (ii) The State Bank had to buy 9 weak banks in 

2015 with the price of 0 dong, which is actually "temporary" to use the State's resources to 

prevent the risk of collapse that could spread to the whole system; (iii) basically overcome 

the situation of cross-ownership with no credit institutions that directly cross-owned each 

other at the end of December 2018 (7 pairs in 2012); ownership of mutual shares between 

banks and enterprises decreased, by December 2018, there was one joint stock commercial 

bank with 1 pair of mutual ownership (as of June 2012, there were 56 pairs). 
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3.3.3. Proportion of risky assets of the bank/Loan ratio  

Dealing with bad debts is the most important goal in banking restructuring. The 

biggest barrier in dealing with bad debts is the inability of credit institutions to actively 

handle collaterals and Vietnam has no proper debt trading market. The establishment of 

VAMC has created conditions for banks to temporarily handle bad debts: VAMC has 

applied two methods of purchasing bad debts from credit institutions, including (i) buying 

bad debts at book value by special bonds issued by VAMC; and (ii) buying bad debts at 

market value with special non-bond capital for some bad debts that meet the conditions. 

Credit institutions will have to actively sell bad debts to VAMC to bring the bad debt ratio 

to an appropriate level (below 3%); In return, credit institutions receive special bonds with 

two main characteristics that can be used to refinance loans from the State Bank and to 

make annual risk provisions. 

After Decree 42 and Scheme 1058 were issued and came into effect, by the end of 

the second quarter of 2018, the bad debt of the entire credit institution system was 

significantly handled. The ratio of bad debt to total debt was 2.09%, down from the end of 

2016 (2.46%); If including off-balance sheet bad debts, restructured bad debts and 

potential bad debts, the bad debt ratio of the whole banking system is at 6.6-6.7%, 

significantly lower than the end of the year of 2016, but still at a high level. 

Table 3: Settled Bad debt situation of the system of credit institutions from 2012 to 2018 

       Unit: billion VND 

Year 
Settled 

bad debs 

Settling debt by 

By other 

methods 
Customer 

repayment 

Selling 

collateral 

Using 

loan 

provisions 

Selling to 

VAMC 

Sold bad 

debts 

2012 74.676 25.322 4.077 35.176 0 3.743 4.791 

2013 87.977 15.944 2.533 30.387 29.578 36.150 2.116 

2014 143.550 21.610 3.374 30.556 79.612 83.448 3.926 

2015 186.894 29.069 3.931 35.433 95.049 96.607 19.372 

2016 118.493 28.175 3.086 22.871 45.106 46.657 17.325 

2017 115.541 35.187 2.523 38.449 31.617 32.731 6.247 

Q1/2018 23.388 5.956 479 18.705 854 854 340 

Total 753.519 161.264 20.003 211.576 281.815 300.191 54.117 

Source: SBV. 

The resolution of bad debts by selling VAMC is only temporary, while the nature of 

the responsibility to resolve such bad debts rests with the bank. Therefore, when VAMC 
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bonds mature, banks are forced to buy back to put in their balance sheets, then the bad 

debt ratio in banks will increase and affect the capital adequacy ratio. 

3.3.4. Leverage and provision for credit losses 

The low ratio of bad debts allows the low provision for credit losses, which is an 

important lever for profit growth. However, the risk provision expense among banks was 

quite different: In the first half of 2019, two banks BIDV and VietinBank made a 

provision for credit losses totaling VND 18,187 billion, greater than 24 banks. Proactively 

setting up this provision is to handle bad debts. The large provision expenses made the 

retained earnings of these two banks decrease.  

Total outstanding loan growth rates, along with interest rates continued to maintain 

stability, have really helped business production and business, promoting economic 

growth. As of September 24, 2019, the credit balance to the economy increased by 8.64% 

compared to the end of 2018. Credit growth helps banks achieve better profits. But at the 

same time, thanks to Circular 02/2013, Circular 36/2014 and Decree 42, made banks more 

prudent in credit evaluation, thus reducing risk assets and CAR remained stable. 

3.3.5. ROE 

As of December 31, 2018, the ROE of the State-owned commercial banks reached 

10.21%, the joint-stock commercial banks reached 9.88%, while the foreign joint-venture 

banking group only reached 5.7%. The average ROE ratio of large and medium-sized 

banks is higher than that of small banks. The highest ROE was recorded at ACB with 

27.73%, surpassing Vietcombank (25.18%). Meanwhile, BIDV is 15.08% and Vietinbank 

is only 8.3%. 

In 2018, banks continuously accelerated raising equity to ensure capital adequacy 

ratio according to Circular 41/2016/TT-NHNN. However, the profit-after-tax growth rate 

of banks increased faster than equity growth, so the ROE ratio remained high, with 13/26 

banks having ROE of 10 - 28%. It is noted that large banks have tended to reduce the 

ROE in the last 3 years, as in the case of Vietinbank from 12.03% (in 2017) to 8.3% (in 

2018); or VPBank also decreased from 28.26% (in 2016) to 27.48% (in 2017) and 

22.83% (in 2018). While some banks with smaller market capitalization continued to 

grow steadily and even suddenly. For example, in the case of HDBank, the ROE ratio has 

steadily increased over the years, especially in the recent 3 years, from 7.89% (in 2016) to 

14.93% (in 2017) and 19.13% (in 2018). Or as MSBank from 0.89% (in 2017) to 6.4% (in 

2018). This is explained by the decrease in profits of some large banks (such as 

Vietinbank, BIDV) due to the provision for bad debts that had existed before.  
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Table 4: ROE of listed banks in the period of 2013-2018 (%) 

Stock code 2013 2014 2015 2016 2017 2018 

ACB 6.58 7.64 8.17 9.87 14.08 27.73 

VCB 10.38 10.65 12.03 14.7 18.1 25.18 

OCB 6.02 5.53 5.08 8.65 15.05 23.58 

VPB 14.17 15.01 24.38 28.26 27.48 22.83 

VIB 0.61 6.34 6.09 6.47 12.83 22.55 

TPB 4.84 7.49 9.73 17.47 27.71 21.52 

MBB 16.25 15.62 12.75 11.91 12.93 20.1 

HDB 3.11 5.46 5.62 7.89 14.93 19.13 

BID 13.77 15.15 16.97 14.62 15.34 15.08 

SHB 8.56 7.59 8.33 9.26 9.89 10.1 

LPB 7.72 6.63 4.67 13.34 15.45 9.8 

CTG 13.21 10.47 10.28 11.64 12.03 8.3 

STB 14.49 12.56 3.23 0.04 4.4 7.48 

MSB 3.57 1.51 1.01 1.03 0.89 6.4 

EIB 4.32 0.39 0.29 2.32 5.94 4.53 

SGB 4.91 5.18 1.25 4.04 1.58 1.22 

Source: VietstockFinance 

3.4. Situation of capital adequacy ratio of Vietnam commercial banking system 

The rapid growth of the total assets' size while the equity was not added timely has 

led to the minimum capital adequacy ratio (CAR) tending to decrease in many credit 

institutions. By the end of 2018, the CAR of the entire credit institution system was 

12.14%, of which, the state-owned commercial banks was only 9.53%. The group of joint 

venture banks and foreign banks still maintained high CAR, reaching 23.88%.  

Figure 2: VAR of groups of bank of year 2013 compared to year 2018 

 

Source: SBV. 
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However, this figure is not accurate because CAR has not applied BASEL standard 

according to Circular 41 in most of banks. The Basel II application roadmap is proposed 

by the State Bank of Vietnam (SBV) including 2 stage. Phase 1 is piloted in 10 banks up 

to 2020, including Vietcombank, VietinBank, BIDV, MB, Sacombank, Techcombank, 

ACB, VPBank, VIB and MSB. However, so far among 10 pilot banks, Vietcombank, 

VIB, MBBank, ACB, VPBank, Techcombank, MSB and 2 other banks, that are not on 

the pilot list, OCB and TPBank have completed Basel II standards. Meanwhile, in many 

other banks, the implementation of Circular 41 faces a lot of difficulties due to the 

inability to increase capital, (Example: 2 big banks are VietinBank and BIDV). 

Vietinbank is raising capital by issuing 5,650 billion dong of the 10,000 billion dong of 

bonds allowed to be issued by the State Bank this year. This is a non-convertible bond, not 

guaranteed by the assets of the issuing organization, satisfying the conditions to be 

included in tier 2 capital as prescribed. 

4. Conclusions and recommendations 

It can be said that the Restructuring Scheme basically controls weak joint-stock 

commercial banks, the solvency of these banks has been significantly improved, 

depositors‘ interests have been guaranteed, and the operational safety of the system has 

been improved. Thereby, many banks have stabilized operations through the period of 

economic crisis, maintaining the capital adequacy ratios that meet BASEL II standards. 

However, there are still many banks unable to maintain their capital adequacy ratios, and 

the need for measures of the government. 

Firstly, solving bad debts will be difficult after banks are forced to repurchase 

VAMC's debts. The SBV, the Ministry of Finance as well as the Government need to 

create mechanisms and policies to support commercial banks in the long term: The debt 

buying and selling market needs to be developed. The process of determining the value of 

a debt as a basis for the debt purchaser and seller is still difficult when the debt valuation 

is being performed by valuation agencies, not yet in accordance with uniform standards 

and made in different methods. This makes it difficult for debt buyers and sellers to 

choose appropriate reference prices for debt purchase and sale transactions. In addition, 

the transfer or entrusted management of these debts is difficult because there is no 

secondary debt market. Similarly, there are currently no derivative activities such as 

securitization of securities, securitization of non-performing loans and bad debts. This 

leads to very low liquidity of debts. Meanwhile, the biggest obstacle is related to the 

collateral security (collateral). If the holder of the collateral is not in good faith, the bank 

cannot seize it because there is no sanctions. Because when customers are stubborn, the 
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bank cannot seize assets, they will be forced to return to the final solution of judgment 

execution, which takes a lot of time and cost to recover debts. 

Secondly, difficulties and obstacles related to the increase of capital for State-owned 

commercial banks because the retained profit has not been used to increase capital, while 

increasing capital in the form of selling shares is restricted by the regulations on the 

minimum percentage of state holdings. Proposals to retain dividends received by the State 

to increase capital or share dividends by stocks have not been approved by the Ministry of 

Finance. For weak banks, one of the measures to increase capital is to sell shares to 

foreign credit institutions. However, the restructuring plans of the weak banks have to be 

consulted by many ministries. The time for consulting toke several months, while 

investors could not wait so long, so the opportunity to cooperate with foreign investors 

was missed. 

Thirdly, the goal of bringing the lending interest rate to 5% will be more difficult 

when accompanied with the goal of maintaining inflation stability because the CPI is 

tending to increase. In addition, lending interest rates are also under pressure from the 

requirement to stabilize exchange rates and the need to issue government bonds to cover 

budget deficits, invest and repay debts. 
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SHARE REPURCHASE ON VIETNAM STOCK MARKET 
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Abstract: 

Share repurchase is still in initial phase on Vietnam stock market. The question is what 

impacts the decisions of share buyback in Vietnam firms? Is there any factors relating to CEO 

characteristics and corporate governance affecting managers‘ choice of share repurchase? 

Our study focuses on 122 observations of firms listed firms on HNX and HOSE exchanges of 

Vietnam which performed the share repurchases from 2011 to 2016. By employing Random 

Effect Model, our finding shows that CEO age and board meetings have the significant 

relationship with stock repurchase of Vietnam listed companies. Besides, the results also 

strengthened the undervaluation hypothesis and optimal leverage hypothesis on Vietnam 

stock market. 

Keywords: CEO characteristics, corporate governance, signaling theory, share, 

repurchase, boardmeetings. 

 

1. Introduction  

Stock repurchase has been significantly common in developed countries around 

the world. In the United States, stock repurchase has been conducted since the 1980s. 

In Vietnam, since the introduction of the stock market, buyback of shares has been 

started. However, the number of shares repurchased was rather low as well as the 

frequency of this tool is not popular in the market. Researches relating to the shares 

buyback in Vietnam are also quite limited. The research focused primarily on 

assessing the relationship between dividend policies and market reaction in Vietnam as 

well as factors influencing the dividend policies of Vietnamese enterprises. Currently, 

research by Jong Cook & Phan T. (2016) focused on hypothetical testing that share 

repurchase is a signal of underperformed stock in the market. Data collection in the 

period of 2005-2014 showed that cumulative abnormal return (CARs) of stock 

repurchases were significantly increased in approximately +/-30 days from the 

announcement of repurchase. The study has confirmed the hypothesis that stocks were 

under-valued on the market leading to the share buybacks of listed companies. 
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However, to other hypotheses, especially hypothesis regarding the use of stock 

repurchase as a substitute for dividends, have not been conclusively proved. In 

particular, the role of the CEO and corporate governance for shares buyback has not 

been studied thoroughly in the Vietnamese market. Therefore, the research objective 

of this article is to test the factors affecting the decision to buy back shares of 

Vietnamese enterprises, especially how the characteristics of the CEO and corporate 

governance affect the decision. This study has strategic implications for both investors 

and businesses, especially in the context of Vietnamese market which is not as 

efficient as developed markets. It also supports managers to make appropriate 

decisions relating to dividend policy and other financial decisions within the 

enterprise. 

2. Literature review about stock repurchases and influenced determinants   

Stock repurchase, or share buyback, is an action when a company purchases their 

own shares, hence dilutes the outstanding shares number on the stock market. 

Companies may decide to buy back according to several reasons. There are many 

hypotheses explaining why a company repurchases. Following are the typical ones: 

- Undervaluation hypothesis: When a firm believes that their shares are 

undervalued, they decide to buy back. The research of Vermaelen 1984 shows the 

inverse relationship between EPS and number of shares repurchased throughout the 

progress. This proves the existence of share undervaluation and companies buy back to 

ease the impact. Several similar researches include Chang & Sullivan (2007), Sanders 

& Carpenter (2003), Dittmar (2000); Ikenberry, Lakonishok & Vermaelen (1995); 

Lakonishok & Vermaelen (1990). 

- Agency cost hypothesis: Agency cost appears when there are conflicts between 

managers (agents) and stockholders (principles). According to Sander & Carpenter 

(2003), when a company buybacks, cash from the firm flows into the stockholders‘ 

pocket, thus reducing the incentives of managers to act at the cost of shareholders. 

- Countering hostile takeovers hypothesis: When a firm faces the threat of being 

taken over, they may carry out the repurchase program as a strategy to reduce number 

of outstanding shares which are possibly usurped by hostile companies. Bagwell 

(1991) indicates that stock repurchase has helped constrain the risk of being hostilely 

taken over. Similar researches include Billett & Xue (2007); Chang & Sullivan (2007); 

Dennis (1990); Dittmar (2000); Vermaelen (1984). 

- Optimal leverage hypothesis: The research of Opler and Titman (1996) also 

points out that share buyback directly influences debt ratio of companies. Bagwell and 
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Shoven (1988) suppose that companies, especially small firms which want to achieve 

the target debt structure, have more tendency to buy back in order to decrease 

stockholders‘ capital and make use of their optimal gearing. 

- Substitution hypothesis: Companies may carry out buyback programs as a 

substitution for paying dividend to stockholders. In this way, stockholders may choose 

whether to sell their shares or not. This hypothesis has been supported by Dittmar 

(2000); Grullon & Michaely (2002); Skinner (2008). 

- Improving financial performance hypothesis: Some companies repurchase their 

stocks to improve financial ratios such as EPS or P/E. Therefore, several researches 

indicate that share buyback is one way to adjust the profit according to executives‘ 

purposes. Research by Farrell et al. (2014) conducted with 94382 observations from 

1983 to 2011 shows that financial burden affects the act of repurchasing as a way to 

manage company‘s earning. 

- Free-cash flow hypothesis: As stated by Dittmar (2000), Fenn Liang (2001), 

Guay and Harford (2000), companies buy back to distribute temporary excess cash. 

Especially when cash cannot be invested in profitable investment opportunities, 

managers may have the incentive to distribute cash to shareholders. Jensen (1986) also 

stated that firms with temporary excess cash flow tend to allocate cash for 

stockholders. 

3. Research model, data collection method and research methodology  

3.1. Research model 

In order to build research model about determinants affecting the company‘s 

shares repurchase decision, author proposed these below hypothesis. 

Financial Leverage 

Managers can buy back shares to change capital structure, in other words, to 

increase debts. Therefore, companies which have low debt ratio have a tendency to 

repurchase shares more frequently. Bagwell & Shoven (1988) and Opler & Titman 

(1996) are researchers advocating this theory. 

- Hypothesis 1: There is an inverse relationship between the company‘s financial 

leverage and the number of shares repurchase 

Cashflow  

Dittmar (2000), Fenn and Liang (2001), Guay and Harford (2000), and 

Jagannathan et al.(2000) asserted that shares buyback helps distribute excess cash flow 

in the company, especially when the company has not had good investment 

opportunities, stock repurchase is a way to distribute cash to owners. 
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- Hypothesis 2: The firm‘s cash flow is proportional to the quantity of 

repurchased shares 

Payout policy 

Managers utilize share repurchase as a means of paying dividends. Hence 

companies which have a low rate of paying dividends in cash often decide to buy back 

shares at a greater number. This theory was proved by researches of Grullon & 

Michaely (2002) and Skinner (2008). 

- Hypothesis 3: Shares repurchase is inversely proportional to the level of paying 

dividends 

Firm value 

Researches of Chang & Sullivan (2007), Dittmar (2000), Ikenberry and co-

workers (1995), Sanders & Carpenter (2003) and Vermaelen (1981) contended that 

investors assume that repurchasing shares is a signal sent out by managers which 

displays the undervaluation towards the firm. Besides, the study of Lakonishok & 

Vermaelen (1990) indicates that the more highly the company is undervalued, the 

greater both the capacity and the quantity of repurchased shares are, provided other 

factors are constant. 

- Hypothesis 4: There is an inverse relationship between the company‘s value 

and shares buyback 

Characteristics of CEO 

Peni (2014) asserted that CEO‘s traits such as the proportion of shares, 

education, tenure and age have an impact on the company‘s effectiveness, thus also 

affect its buyback decision. 

Age of CEO can influence shares repurchase decision. Agarwal et al. (2007) 

claimed that the older the CEOs are, the more complicate their financial decisions are, 

for example buy back shares. Yim (2013) also proposed that CEO‘s age is related to 

acquisition behaviour. 

In terms of education, Chevalier and Ellison (1999) supposed that managers who 

have Master‘s degree tend to take more risks, which indicates that they tend to 

repurchase shares more. 

With regards to gender, Barber and Odean (2001) claimed that men are more 

confident than women. Therefore male CEOs have tendency to buy back shares more 

than female CEOs. 

- Hypothesis 5: Characteristics of CEO (age, gender, education and the time 

working as a CEO) have influence on the company‘s shares buyback 
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Corporate Governance  

BOD Independence 

Wu (2012) finds that repurchase announcement effects are more positive for 

firms with a high quality of corporate governance. Harris and Glegg (2009) find that 

the premiums paid on share repurchases are negatively related to the strength of 

shareholder rights. Given the temptation for firms to announce repurchase decisions 

that they may or may not implement, investors may be wary of repurchase 

announcements. Effective corporate governance mechanisms, in this context, may help 

mitigate such fears by investors and other market participants. Board independence 

and CEO duality each have a role in assuaging the concerns of investors. Firms with 

more independent directors and separate CEO and chairperson are more likely to 

effectively monitor the activities of firms and may prevent repurchase decisions unless 

firms have strong reasons to believe that repurchases will increase firm value (Wu, 

2012). The present study therefore hypothesizes that board independence has a 

positive influence on the decision to repurchase shares.  

We want to focus on two aspects to measure the independence of board of 

directors. The first one is number of board member. This could bring more 

independence to BOD, hence improves corporate governance and encourage share 

repurchase. 

=> H6.1: Boardsize has positive impact related on stock repurchase. 

=> H6.2: Non-executive board members has positive impact on share buyback. 

CEO duality 

CEO duality refers to a situation where Chairman is also the CEO of a firm. CEO 

duality may play a negative role, as the concentration of these roles means it is easy 

for the CEO/chairperson to manipulate the board into agreement for a repurchase 

announcement even when there is no value enhancement for the firm (Patton and 

Baker, 1987).  

- Hypothesis 7: A negative correlation between the duality of CEO and stock 

buyback does exist 

Ownership structure 

Share ownership concentration is one of the most influential factors to share 

repurchase decisions. Skjeltorp and Odegaard (2003) shows that ownership 

composition has impact on share repurchase decisions and execution of a company. 

This hypothesis is also supported by Andriosopoulos and Hoque (2013). Besides 

ownership composition, managerial ownership is also proved to have the positive 

relationship with share repurchase according to Houcine and Boubaker (2013).  
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- Hypothesis 8: Ownership structure has positive influence on share buyback 

Board meeting 

Boards should be ready to increase meetings frequency if the situation requires a 

high supervision and control (Shivdasani and Zenner, 2004). Other studies suggest that 

boards should balance the costs and benefits of frequency. For example, if the board 

increases the frequency of its meetings, the recovery from poor performance is faster 

(Vafeas, 1999). 

- Hypothesis 9: Number of board meetings has positive impact on share buyback 

Audit companies 

There are consistent evidences that firms engage high-quality auditors are more 

likely to use accretive stock repurchases and manage accruals to meet or beat 

consensus analytics‘ forecasts (Brian et al, 2012). 

- Hypothesis 10: Audit companies have postive impact on stock repurchase. 

Size of company is the control variable in the model. 

Research model is defined below: 
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Table 1: Description of variables in model 

Number Variables Description Definition Hypotheses 

Expected relation  

to dependent 

variable 

1 SR Extent of stock repurchased Log of total shares repurchased in the year     

2 Lev Leverage ratio Total debts/Total assets (beginning of the year) H1 -  

3 OCFTS 
Operating cash flow/Sales 

ratio 
Cash turnover from operating activities/Total sales (beginning of the year) H3  + 

4 Payout Dividend ratio Dividend/Retained earnings (beginning of the year) H2  - 

5 MV Market-to-book ratio Capitalization value/Total assets (beginning of the year) H4  + 

6 CEOgen Gender of CEO 1 for male, 0 for female H5.1  + 

7 CEOage Age of CEO Calculate based on date of birth and year to buy back H5.2  - 

8 CEOedu Education of CEO 1 for bachelor, 0 for master degree and above H5.3  + 

9 CEOtenure Tenure of CEO Calculate based on year to be CEO and year to buy back H5.4  + 

10 Boardsize Board size Number of board members  H6.1 + 

11 Boardnonex Board independence number of board members who are not part of the executive team  H6.2 + 

12 CEOduality CEO duality 

whether the company‘s chairman is its CEO at the same time 

H7 - 1: Yes 

0: No 

13 Ownership Ownership the highest individual share percentage holding by Board of Director member (%) H8 + 

14 Boardmeeting Boardmeeting the number of meetings that board of directors holds in listed years.  H9 - 

15 Big4 Audited by big 4 

the chosen of audit firms who are in charge of conducting financial report for listed 

companies.  
H10 + 

1:Yes 

0: No 

16 Size Size of company Log total assets (beginning of the year)    + 

Source: Calculation formulas of MV, OCFTS based on the study of Jansson & arsson-Olaison, 2010 
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3.2. Methods of data collection 

The sample data used in this study is derived from listed companies on both 

Vietnamese HNX and HOSE stock exchanges in the studies from 2010 to 2016 (185 

companies repurchased shares). Data is collected from the FinРrо software of 

Stоxрlus. Besides, data related to CEOs is collected manually from the Annual Reports 

and given information on the companies‘ websites. After filtering all missed data and 

excluding companies with share repurchase under 10000 shares, the final data includes 

122 observations. 

3.3. Research Methodology 

Descriptive statistics analysis and correlation analysis are performed to examine 

characteristics about mean, maximum and minimum values of variables as well as 

termites correlations between variables in the model. On that basis, we carry out 

regression analysis with Stata econometric software to estimate factors which 

influence the decision of share buyback of the companies in the sample. 

To begin with, we use OLS model, Fixed Effect Model (FEM) and Random 

Effect Model (REM). Afterwards, to determine which model is more appropriate, we 

continue to use Hausman test and Brеusсh-Раgаn test. 

4. Research results 

4.1. Description of research data 

Table 2 summarizes the detailed data of the variables used in the model between 

2010 and 2016. Stock repurchase data of companies over the years is approximately 

1784382 shares on average with a minimum value of 10227 shares and a maximum of 

4.95 million shares. 

The average size of companies of stock repurchase was 3900 billion VND, of 

which the smallest one was 15.5 billion VND and the largest one was 55,800 billion 

VND. In terms of CEO characteristics, the average age is 49, the youngest CEO is 25 

years old and the oldest is 68 years old. Regarding to CEO‘s term, the average time is 

5.4 years with the longest time is 25 years and the shortest time is 1 year. Boardsize 

average is 6 members with maximum number is 12 and minimum is 4. 
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Table 2: Statistic description of variables 

Variable Obs Mean Std. Dev. Min Max 

SR 122 1821987 6550243 10227 4.95e+07 

Lev 122 .4698361 .2034576 .04 .91 

Payout 122 .6492623 .6417476 0 4.53 

OCFTS 122 .1138525 .5086661 -.94 3.63 

MV 122 .5907169 .6207639 .069799 5.923757 

CEOgen 122 .9180328 .275446 0 1 

CEOage 122 49.52459 7.752593 28 68 

CEOedu 122 .7786885 .4168416 0 1 

CEOtenure 122 5.401639 4.389431 1 25 

Boardnonex 122 3.737705 1.625231 0 10 

Boardsize 122 5.918033 1.485968 4 12 

CEOduality 122 .45 .4996273 0 1 

Big4 122 .295082 .4579603 0 1 

Ownership 122 12.37063 12.41818 1.01 50.62 

Boardmeeting 122 10.51639 11.2751 1 88 

Size 122 3.97e+12 8.44e+12 1.55e+10 5.58e+13 

Source: Processed from Stata 

Correlation analysis is used to determine the links between the share repurchase 

and firm‘s specific variables for the whole period. The pairwise correlation matrix is 

presented in table 3. Overall, most correlation coefficients among variables are quite 

low which indicates that there is no serious multicollinearity problems among the 

variables used in the study.  
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Table 3: Correlation coefficients  

  LnSR Lev Payout OCFTS MV CEOgen CEOage CEOedu CEOtenure Boardnonex Boardsize CEOduality Ownsership Boardmeeting Big4 LogSize 

LnSR 1                               

Lev -0.0408 1                             

Payout -0.1181 -0.0215 1                           

OCFTS -0.1482 -0.1751 0.1394 1                         

MV -0.1501 -0.3678 0.0418 0.1013 1                       

CEOgen -0.0825 0.075 0.1095 0.0559 -0.3645 1                     

CEOage -0.0233 -0.2506 -0.1835 -0.1467 0.2369 -0.1229 1                   

CEOedu -0.0758 -0.1105 0.0553 -0.0236 0.036 -0.0153 0.0797 1                 

CEOtenure 0.1133 -0.2961 0.0887 -0.0745 0.1573 0.0343 0.2155 0.0535 1               

Boardnonex -0.1302 -0.0531 0.0221 0.1379 0.067 -0.1223 0.0897 0.121 -0.0106 1             

Boardsize -0.1116 -0.172 0.0478 0.0729 0.0893 -0.0973 0.1064 0.1039 0.0444 0.8055 1           

CEOduality 0.0028 -0.057 0.0134 0.0637 0.1511 -0.0295 -0.0765 -0.1122 0.1316 -0.2094 -0.0611 1         

Ownership 0.0446 -0.0047 -0.1283 -0.1113 0.0286 -0.1266 -0.022 0.0246 0.0215 0.0811 0.105 0.0156 1       

Boardmeeting 0.1877 0.0485 0.0135 0.01 -0.0329 -0.1087 0.0524 0.0527 0.1494 0.2136 0.1929 -0.093 0.323 1     

Big4 -0.13 0.1061 0.0637 -0.0709 0.1602 -0.1998 -0.0114 0.0852 -0.1088 0.2714 0.303 0.0278 0.2646 0.1591 1   

logSize 0.2927 0.2722 -0.0443 -0.0032 0.2665 -0.1305 0.0784 -0.1013 0.0595 0.0436 -0.0622 0.0553 0.1248 0.1158 0.1015 1 
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4.2. Selection of models and tests 

The study used 3 models with the following results: 

Table 4: Regression results 

  Robust Pooled OLS Fixed-Effect Model Random-effect Model 

Lev 
-1.391*** -4.0969 -1.5275*** 

-0.3721 -3.4362 -0.4109 

OCFTS 
-.2509*** -0.6346 -.2667** 

-0.0913 (-.6347) -0.1354 

Payout 
-0.0932 -0.0438 -0.1146 

-0.078 -0.3522 -0.0977 

MV 
-.4903*** -1.4001 -.503*** 

-0.1391 -0.7492 -0.1311 

CEOgen 
-0.4431 

omitted 
-0.4094 

-0.3177 -0.2678 

CEOage 
-0.0123 -0.0153 -.0172* 

-0.008 -0.0372 -0.0092 

CEOedu 
-0.059 0.5879 0.0206 

-0.1695 -0.6248 -0.1552 

CEOtenure 
0.0047 -0.2248 0.0016 

-0.0194 -0.1126 -0.0162 

Boardsize 
0.0198 -0.097 -0.0017 

-0.0733 -0.1594 -0.0472 

Boardnonex 
-0.0795 -0.0732 -0.0578 

-0.0607 (-.07326) -0.0691 

CEOduality 
-0.0089 0.6609 -0.0005 

-0.1297 -0.3752 -0.1316 

Big4 
-0.1434 0.2264 -0.1142 

(. .152) -0.4485 -0.1506 

Ownership 
-0.0055 0.01581 -0.0069 

-0.0051 -0.0168 -0.0054 

Boardmeeting 
.0134*** 0.0169 .015** 

-0.0047 -0.0142 -0.0059 

Size 
.0047*** 1.4784 .5976*** 

-0.111 -2.2721 -0.1122 

Constant 
1.1558 -7.8823 0.8211 

-1.2911 -25.8769 -1.3814 

R-squаrеd 33% 10% 33% 

Obs 122 122 122 

Note: *, **, *** represent statistical significance at 0.10, 0.05 and 0.01 levels, 

respectively.  

First, the author run the Fixed Effect Model (FEM) and the Random Effect 

Model (REM) to check which model is more appropriate. The author used Hausman 

method: 
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Ho: Random Effect Model is suitable. 

H1: Fixed Effect Model is suitable. 

If p-value is less than 0.05 => Reject Ho => Random effect model is not 

appropriate. 

If p-value is greater than 0.05 => Accept Ho => Random Effect Model is 

appropriate. 

The Hausman test results are as follows: 

Table 5: Hausman test 

Model Chi2 Pro > Chi2 The model is chosen 

Dependent variable 19.98 0.1307 REM 

Thus, Random Effect Model is suitable. 

To determine the suitability of the model, the authors used the Breusch and 

Pagan Lagrangian tests with the following results: 

Table 6: Breusch and Pagan Lagrangian test 

Model Chi2 Pro > Chi2 The model is chosen 

Dependent variable 3.27 0.0352 REM 

 

With P value = 0.03 <0.05, it can be concluded that there are variances across 

entities, so the Random Effect Model is suitable. 

Another test that the author used is multicollinearity testing. The author uses 

Variance inflation factor (VIF) test, in which if VIF less than 10, there is no 

multicollinearity; if VIF> 10, there is multicollinearity in the model. 

Table 7: VIF test 

Variable VIF 1/VIF 

Boardnonex 3.37 1.2912 

Boardsize 3.31 0.3026 

Lev 1.76 0.5697 

MV 1.7 0.5896 

LogSize 1.41 0.709 

Big4 1.33 0.7515 

CEOtenure 1.28 0.7812 

CEOage 1.27 0.7896 
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Variable VIF 1/VIF 

Ownership 1.26 0.7953 

Boardmeeting 1.25 0.7981 

CEOgen 1.25 0.8004 

OFCTS 1.21 0.8293 

CEOduality 1.18 0.8462 

Payout 1.13 0.883 

CEOedu 1.06 0.9433 

Mean VIF 1.58   

According to Table 7, this model has no multicollinearity. 

For self-correlation phenomenon, the study used the Wооldridgе test for the 

degree of autocorrelation between variables in the model. The results of Р-vаluе is 

0.4091 (greater than 0.05), so there is no self-correlation phenomenon in the model of 

the study. In order to test the phenomenon of any variable omitted, the Ramsey test is 

used. The test result for Р-vаluе is 0.1912 (greater than 0.05), which shows that the 

model has no omitted variables. 

4.3. Research results 

The regression results of the Random Effect (RE) model show a reversed 

relationship (with a statistical significance of 1%) between the number of shares 

repurchased and the debt structure of the business. This result supports the hypothesis 

that the company tends to increase stock buybacks to adjust its debt structure. 

The cash flow of a business is negatively correlated with the number of shares 

repurchased, which goes against the assumption that companies use stock repurchases 

as a form of distribution of excess funds. This may be reasoned that most companies 

do not use cash from operating activities to buyback but from other sources. 

The market value of a stock is inversely proportional to the number of shares a 

company acquired, indicating that companies tend to buyback shares in order to signal 

in the market that the stock is being underestimated. The level of significance is 1%. 

Meanwhile, hypothesis of using shares buyback as a form of paying dividends is not 

supported in this research. 

The number of buy-back shares is also positively correlated with the size of the 

business, in other words, the larger the business is, the more likely they buyback 

shares. The level of significance is 1%. 

The assumptions related to the characteristics of the CEO have been partly 
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confirmed from this result. Thus, the age of CEO proved to inversely impact on 

number of shares repurchased, which is contradict to results of Agarwal et al. (2007). 

This may be explained by the fact that as share buyback in Vietnam stock market is 

still immature, so younger CEO tend to use it more than the elders. 

Among corporate governance characteristics, Boardmeeting has strong 

relationship with share repurchase with significance of 5%. This reflects that if the 

board increases the frequency of its meetings, more share buyback can be made. 

In summary, the regression results indicate that the model is compatible with R-sq = 

33% showing that 33% of the stock acquired is explained by the variables in the model. 

5. Conclusion   

Determining the factors that affect the acquisition of a company's stock is of 

significance for the financial market. Based on the regression model on a database of 

312 reviews from 185 companies listed on the Hanoi Stock Exchange and Ho Chi 

Minh City, we conclude that in the Vietnamese market, companies tend to buyback 

stocks more regularly. 

In addition, regarding the relationship between the market value of shares and the 

number of shares acquired, companies tend to buy shares to send signals that their 

stocks in the market are undervalued. This result is similar to the results of Jong-Cook 

& Phan (2016) for the Vietnam stock market. The study also found that the hypothesis 

relating the use of stock repurchases as a form of capital restructure or excess cash in 

favor of the firm. This result is also consistent with the results by Tu Thi Kim Thoa, 

Nguyen Thi Uyen & Vu Minh Ha 2015, which is about shares buybacks affected by 

debt ratio and cash in the business. However, there is no use of stock repurchase as a 

substitute for cash dividend in Vietnam market. 

Moreover, the research shows that CEO characteristics and corporate governance 

has relationship with share buyback. Younger CEO and more frequent board meetings 

tend to use more share repurchase. 

This research‘s limit belongs to data of stock buyback of current public listed 

companies is still restricted, in other words, the quantity of both repurchased shares and 

the firms repurchasing stocks are small thus the sample is limited. However, stock 

buyback is considered to be a complicated decision. Therefore, in the future, this research 

can be developed to define factors which influence earning management activities, the 

EPS ratio after buying back, the frequency of buying back, the quantity of shares 

repurchased and announced repurchased shares, method of buying back stocks... 
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Abstract: 

Credit risk and bank profitability have always been an exciting topic not only for 

practitioners but also for scholars, especially in the context of the ongoing financial crisis. 

This study examines the impact of credit risk, measured by the bad debt ratio and the 

provision for credit losses, to the bank profitability which is captured by return on asset 

(ROA) and return on equity (ROE). Research data is taken from 25 financial statements of 

Joint Stock Commercial Banks in Vietnam which are listed in the Orbis Bank Focus database, 

while the two-step System Generalized Method of Moments is applied for empirical analysis. 

The results indicate that credit risk significantly affects bank profitability. Expanding the 

empirical models for the financial crisis periods, the bad debt ratio is found to promote the 

bank profitability; while the provision for credit losses continue to drag down them 

significantly. Our findings show that banks take credit risks to maintain profitability when 

most of the bank‘s operations are reduced rapidly due to the financial crisis. However, banks 

can pay for their risk-taking behaviour over post-financial crisis years exhibited, confirming 

credit risk can reduce bank profitability. This study implies that the banks need to learn how 

to manage their risk and keep the liquidity buffer to meet up the level of growth in credit risks. 

Besides, the increase in equity can improve bank profitability based on the improvement of 

tangible equity; it also reduces the bank's return due to lacking financial leverage. Therefore, 

banks need to build their optimal capital structure. Our findings are robust with or without 

the participation of macro factors. 

Keywords: Credit risk, bad debt, provision, profitability, bank, GMM.  
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1. Introduction 

Banking operations are essential in all economies as they provide specific 

functions or services, such as holding deposits, converting deposits into productive 

activities or investments through loans (Altman et al., 2002); which acts as a precursor 

to the economic growth (Sufian & Habibullah, 2009). Hence, Kroszner et al. (2007) 

and Suela (2013), argue that the stability of the banking system is a prerequisite for 

sustainable economic growth, ensuring macro conditions' stability and allowing 

financial institutions to thrive. Hagendorff et al. (2013) point out that banks need to 

manage well the risks that they face, such as credit risk or liquidity risks, to steady 

their operations and efficiency. However, it is necessary to emphasize that banks and 

other financial institutions often face the main financial risk (Gadzo et al., 2019). 

Pessimistically, Wireko and Forson (2017) consider that the financial hardship 

problems and the collapse of banks, as well as financial institutions, are the results of 

poor credit risk management. Not only does considerable credit risk trigger difficulties 

in mobilizing capital and developing credit risk products and services but also causes 

challenges to expanding relations with other customer and banks. Moreover, credit risk 

forces banks to narrow their operations, expressed by continuously reduced profits and 

increasing bad debts. As a result, the bank's reputation declines, and bank losses 

increase, leading to bankruptcy. Therefore, credit risk is a fundamental issue faced by 

the banking system. 

Similar to other countries, Vietnam also depends on a banking system that acts as 

the financial backbone of the economy. However, the financial crisis and global 

economic recession brought a myriad of difficulties for the Vietnamese banking system, 

including bad debts, significant losses, and bankruptcy. According to the Vietnamese 

State Bank's (VSB) Reports, domestic credit growth continuously increased in the 

period 2005 – 2007; and peaked at 51% in 2007. Due to inflation pressure, VSB had to 

tighten monetary policy and supervised credit operating, leading to a significant 

decrease in domestic credit growth in 2008, at about 25%. Credit growth then recovered 

slightly before falling sharply from 2009 to 2011 due to the impact of the financial 

crisis. The previous loose monetary policy breed not only the extension of 

uncontrollable credit and investment but also the bubble of asset prices and bad debts. It, 

during the period 2006 - 2007 and 2008-2009, caused to a surge in bad debt due to 

previous credit growth, while banks' ability to manage risks remains weak. Figure 1 

illustrates the evolution of credit growth, bad debt, and profitability of the banking 

system. It can be seen that the bad debt ratio reached 10% in 2011 and increased by 
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more than 51% from 2008 to 2011, double the average credit growth rate in the same 

period. The profitability ratio for the period 2008 - 2012 fell sharply in both returns on 

assets (ROA) and returns on equity (ROE), of which ROE in 2012 decreased to 4.7% 

compared to 15.2% in 2009; while ROA fell to 0.4% in 2012 compared to 1.10% in 

2009. By contrast, during the period 2013-2018, the restructuring and control of 

financial institutions increased sharply, leading to a reduction in nonperforming loan 

ratio to 2.4% in 2018 (2017 was 2.5 %) but the credit risk provision ratio increased by 

about 30.1% in comparison with that of the same period in 2017. The profitability 

continued to improve, including ROA and ROE. This raises the question of whether the 

credit risk influences the profitability of commercial banks in Vietnam or not. 

Figure 1: Illustration credit growth rate, bad debt rate, and profitability 

rate in Vietnam 

 

Source: State Bank of Vietnam and National Financial Supervisory Commission of Vietnam 

From a literature perspective, there have been many studies on the impact of 

credit risk on the profitability of commercial banks, but the research results have been 

inconsistent. For example, Hosna et al. (2009), Poudel (2012), Kolapo et al. (2012), 

Kaaya and Pastory (2013) found the adverse effects between credit risk and bank 

profitability. In contrast, Sufian and Habibullah (2009), Boahene et al. (2012), and 

Alshatti (2015) investigated that the relationship between credit risk and profit was 

positive. However, Bayyoud and Sayyad (2015) considered that there was an unclear 

relationship between credit risk and profitability. In the context of Vietnam, Phạm Hữu 

Hồng Thái (2013) also found the negative impact of bad debt and provision for credit 

losses on the bank's return on equity. However, the impact of provision for credit 

losses is insignificant. Then, Nguyễn Hữu Tài and Nguyễn Thu Nga (2017) pointed 
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out that credit risks negatively impacted on the performance of banks. On the one 

hand, when banks take higher credit risk they normally earn a higher profit. On the 

other hand, the profitability of banks may drop if bank management fails to collect the 

loans. These studies show that no exact conclusion could be drawn until now, making 

this area worth studying. Besides, the relationship between credit risk and the bank's 

profitability needs to be further clarified due to its critical role in the Vietnamese 

economy. The results of the study are expected to not only theoretically contribute to 

risk management in the banking system, but also help to give some recommendations 

for bank practicers and policymakers. Excluding the introduction in Section 1, this 

study‘s structure is organized into four sections: Section 2 presents the literature 

review, Section 3 shows the empirical models, methods, and measurement of variables 

as well as data. Part 4 discusses the main findings. Finally, Part 5 provides conclusions 

and recommendations for this study. 

2. Literature review 

At the micro-level, profit is a prerequisite for a commercial banking organisation. 

It is not only a result but also a requirement for successful operation in the context of 

increasing competition of the financial market. Bank profitability is an important 

indicator of bank performance, representing the rate of return that a bank can generate 

from its resources. Therefore, the fundamental goal of banking governance is to achieve 

high profitability, which is an important condition for conducting any bank goals. The 

existence, growth, and survival of a bank mainly depend on the profits it can earn. A 

profitable bank is more likely to withstand adverse shocks and contribute to the stability 

of the financial system as well as macro goals. Many previous studies have mentioned 

the bank's profitability through the measure of return on asset (ROA) or return on equity 

(ROE) (Sufian & Habibullah, 2009; Hosna et al., 2009; Naceur & Omran, 2011; 

Turkson et al., 2013; and Saunders & Cornett, 2018). Basically, the higher these 

indicators are, the more profitable the bank is. The difference between ROA and ROE 

tends to reflect debt factors. ROA shows the profit earned per unit of assets, and it, more 

importantly, reflects the ability of the bank in using their resources to earn profits. On 

the one hand, ROA is also the best measure of bank flexibility. On the other hand, it will 

not be deformed by a high equity multiplier and represents a better possibility of 

assessing the bank's ability to generate profits from its asset portfolio. Meanwhile, ROE 

reflects how effectively banks use shareholder capital. However, ROE is criticized as it 

fails to distinguish between strong banks and weak banks. For instance, in the financial 
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crisis of 2008, banks with the highest ROE were sometimes the hardest hit
13

. Another 

limitation of ROE is the inability to measure leverage and liquidity risks since debt 

obligations are excluded. Thus, a greater value of ROE is not always considered as a 

good indicator of bank performance. Consequently, ROA is known as a suitable 

measure of profitability and efficiency of the banks. However, Sufian and Habibullah 

(2009); Hosna et al. (2009); Turkson et al. (2013); and Gadzo et al. (2019) also use 

ROE as a measure of banks' profitability in their studies on the grounds that the use of 

ROE is strong in reflecting the bank's ability to invest capital to make the profits in the 

future. It also measures the income of shareholders that can be obtained from their 

investments. Therefore, this study focuses on whether or not the effects of credit risk can 

effect on ROA as a robust check along with ROE.  

Meanwhile, many scholars argue that the leading bank‘s risk is credit risk, which 

is a loss from the fact that the borrower does not pay in time or is unable to pay the 

credit adequately (Kurawa & Garba, 2014). Credit risk is also the degree of volatility 

of the value of the debt due to the fluctuation in the quality of borrowers' credits (Chen 

& Pan, 2012). Most recently, according to the Basel Committee on Banking 

Supervision, credit risk is defined as the potential that a bank borrower or counterparty 

does not meet its obligations following the agreed terms (Basel III). Similarly, Circular 

08/2017 / TT-NHNN dated 01/8/2017 by the State Bank of Vietnam defines ―Credit 

risk is the risk that a customer fails to fulfil or appears incapable of fulfilling part or 

whole of his/her obligation to pay debts under a contract or agreement signed with a 

bank or branch of a foreign bank‖. Based on the definition of credit risk, one of the 

most critical measures of credit risk is the ratio of bad debt (DR). Besides that, risk 

provisioning is intended to compensate for losses of bank debts in case of unable 

repaying of customers. In academic studies, credit risk usually measures by bad debts 

or credit loss provision (Apanga et al., 2016; Kashif et al., 2016). 

Previous studies have examined the relationship between credit risk and 

commercial banks' profitability on different approaches, and their findings were 

inconsistent. Many studies supported the positive relationship between credit risk and 

the profitability of commercial banks (Sufian & Habibullah, 2009; Tarus et al., 2012; 

Saeed & Zahid, 2016) and there were also studies that had the opposite results (Hosna 

et al., 2009; Poudel, 2012; Kolapo et al., 2012; Kaaya & Pastory, 2013; and Ariful 

Islam & Hasan Rana, 2017). In the literature, when commercial banks accept higher 
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 Source: European Central Bank (2010). Annual Report 2010. Access on 20/7/2019 at 

https://www.ecb.europa.eu/pub/pdf/annrep/ar2010en.pdf?2520dd1dfb107a558278d9e6b205dba2 
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credit risk, they usually get a higher profit. However, bank profitability can decrease 

when they fail to collect the loans. That is the trade-off between risk-taking and bank 

profitability. In a positive association, Sufian and Habibullah (2009) studied the 

profitability of China's banking industry in the period 2000‒2005. They found that 

liquidity, credit risk, and capitalisation were the top three determinants that have a 

positive impact on the profitability of state-owned commercial banks. Similarly, 

Boahene et al. (2012) found a positive relationship between credit risk and 

profitability in Ghanaian commercial banks from 2005 to 2009, showing that banks in 

Ghana enjoy high returns despite high credit risk. Alshatti (2015) found that credit risk 

influenced risk management in the financial aspects of commercial banks in Jordan 

from 2005 to 2013. The authors investigated that the bad debt ratio played a decisive 

role in financial performance, captured by ROA and ROE. This seems contrary to the 

general view in previous studies that credit risk indicators are often inversely related to 

profitability. However, it can be explained by extremely high-interest rates due to the 

bank's calculation based on high risk, leading to high profits in the above cases.  

In contrast, Boudriga et al. (2009) argued that bad debt was an important 

indicator to explain failures and crises of banking operations. The high nonperforming 

loan increased the default risks of commercial banks. Kwambai and Wandera (2013) 

realized that when the nonperforming loan was high, the liquidity of the banks 

decreased significantly, and the asset provision would not be high enough to protect 

the bank from potential risks. More broadly, the study of Hosna et al. (2009) on 

Swedish credit risk and profit management for the period 2000-2008 found that the 

ratio of bad debt (DR) and capital adequacy ratio (CAR) affected significantly on the 

bank profitability, measured by ROE. They also investigated that the bad debt ratio 

affected on profitability more seriously than the capital adequacy ratio, and the level of 

its effect on each bank was not the same within the scope of their study. In the study of 

Poudel (2012) on the role of credit risk management and financial performance of 

commercial banks in Nepal, in addition to the two variables used in the study of Hosna 

et al. (2009), they used additional variables to measure the cost of each loan. The 

results showed that the bad debt ratio and capital adequacy ratio (CAR) negatively 

impacted on ROA and it was statistically significant; meanwhile the variable of cost 

for each loan (CLA) had the opposite effect on ROA but not statistically significant. 

Similarly, Kaaya and Pastory (2013) also showed that credit risk measured by bad debt 

rate reversed banks' performance in Tanzania. Meanwhile, Kolapo et al. (2012) found 

the adverse effects of credit risk on the profitability of commercial banks in Nigeria 
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when using both bad debt and credit provisioning ratio. Most recently, Ariful Islam 

and Hasan Rana (2017) on the determinants of profitability of private commercial 

banks in Bangladesh found that the bad debt ratio and operating costs played an 

essential role in influencing profits, but this impact was negative. Unlike the bad debt 

ratio, the level of credit loss provision is the result of an earlier credit risk assessment, 

and increases the operating cost and results in a reduction of bank profitability due to 

reduced profits. Similar to the study of Kolapo et al. (2012) in Nigeria, using the credit 

loss provision as a measure of credit risk, Ozili (2015) noted that there would be a high 

provision for loan risk, leading to lower bank profits in a market that poor loan quality 

as Nigeria (implying high risk). Alshatti (2015) also showed that the risk reserve ratio 

negatively affected the profitability of commercial banks in Jordanian in both 

measures of ROA and ROE. Similarly, Al-Rdaydeh et al. (2018) pointed out that the 

ratio of credit loss provision harmed the profitability of commercial banks in Jordan. 

Studies on credit risks and profitability of Vietnamese commercial banks have 

also been implemented recently. Phạm Hữu Hồng Thái (2013) also found the negative 

impact of bad debt and provision for credit losses on the bank's return on equity. 

However, the impact of provision for credit losses is insignificant. Nguyễn Hữu Tài 

and Nguyễn Thu Nga (2017) considered the models to assess the bank's performance 

and credit risks of 30 commercial banks in Vietnam from 2009 to 2015, and the 

authors found that credit risk negatively impacts on bank performance. Using 

provision for bad debts as a measure of credit risk; while ROA and ROE were 

represented as bank performance, they found that credit risk negatively impacts on 

bank performance. Ha and Quyen (2018) found that Vietnamese banks with high 

liquidity tended to accept higher risks in their operation, leading to potential credit 

risk. The authors argued that banks with higher capital adequacy levels were willing 

with risky investments to get high profits, contributing to the profit improvement in 

uncertain conditions. However, studies on this issue have been limited in Vietnam. 

Therefore, this study continues to inherit previous studies to explore the relationship 

between credit risk and profitability of commercial banks in the context of Vietnam. 

In general, many studies on the relationship between credit risk and the 

commercial bank's profitability supported an inverse correlation. According to 

Musyoki and Kadubo (2012) and Alshatti (2015), credit risks were considered to cause 

difficulties in recovering bad debts as well as increasing the cost per bank asset. 

Therefore, high credit risk leads to high costs while reducing the returned cash flow. 

According to the above arguments, the following hypotheses are given: 
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• H1: Bad debt ratio has a negative impact on the profitability of commercial 

banks in Vietnam. 

• H2: The ratio of provision for credit risk has a negative impact on the 

profitability of commercial banks in Vietnam. 

Last but not least, several studies combined micro and macro factors making a 

comparative analysis with the conventional financial system, such as financial crisis 

and credit risk (Zarrouk, 2012; Houssem et al., 2018). For example, the majority of 

commercial bank failures during the financial crisis were caused by the joint 

occurrence of low liquidity and credit risks (Ameni Ghenimi et al., 2017). However, 

Saeed and Zahid (2016) found a positive association between credit risk and 

profitability of the U.K. commercial banks. It implied that U.K. banks took credit risks 

and earning benefits from interest rates, fee, and commissions from the credit crisis in 

2008 after learning how to tackle the credit risk over the years. Similar, Kamarudin et 

al. (2016) investigated that Bangladesh banking sector received the increasing of 

levels of profit efficiency during financial crisis years, and decreasing after that. 

Hence, there is no inconclusive finding, especially for emerging countries. Our models 

investigate the impacts of credit risk on bank profitability in the period of financial 

crisis to fill above gap, and the third hypothesis is: 

• H3: Credit risk has a positive impact on the profitability of commercial banks 

during the financial crisis in Vietnam. 

3. Model and Data 

3.1. Models 

In order to examine the above hypotheses, following the model of Alshatti (2015) 

and Ariful Islam and Hasan Rana (2017), the authors developed research models with 

the bank profitability and credit risk variables are as follows: 

ROAit = a0 + a1BDRit + a2CRPRit + a3CSit + + a4BTCit + εit     (1) 

ROEit = b0 + b1BDRit + b2CRPRit + b3CSit + + b4BTCit + εit     (2) 

where, ROAit and ROEit are proxies for profitability variables which are 

measured by return on asset and return on equity of bank i at time t, respectively. 

However, the bank's profitability can be adjusted based on the trade-off between the 

cost and benefit of maximizing their efficiency. Because credit risk can improve a 

bank‘s profits as well as can decrease their profits, according to the literature review. 

Hence, if the bank's profitability is lower (higher) than in the previous period, it affects 
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the profitability in next period with the assumption that the bank always wants to 

balance the opportunity costs and benefits. Accordingly, a bank increases its 

investment activities (or adventuring with higher riskier projects) when they realize the 

excessed capital or low credit risk and vice versa (Ha & Quyen, 2018). As a result, 

determinants of bank profitability can potentially suffer from three sources of 

inconsistency: highly persistent profit, omitted variables, and endogeneity bias 

(Houssem et al., 2018). Therefore, we transform models (1) and (2) into dynamic 

models (3) and (4) as follows: 

ROAit = a0 + a1ROAit-1 + a2BDRit + a3CRPRit + a4CSit + a5BTCit + εit     (3) 

ROEit = b0 + b1ROEit-1 + b2BDRit + b3CRPRit + b4CSit + b5BTCit + εit     (4) 

Credit risk is captured by bad debt ratio (BDR) and credit loss provision ratio 

(CRPR), which are calculated by bad debt to total debt and credit loss provision on 

total debt. Bad debt ratio measures the percentage of gross loans that are bad debts or 

doubtful bad debts in banks' loan portfolio. In Vietnam, bad debts are defined as debts 

of groups 3, 4 and 5 under Circular No. 08/2017/TT-NHNN dated 01/8/2017 of the 

State Bank of Vietnam. It is expected to have a negative impact on the bank‘s 

profitability. Similarly, the credit loss provision ratio measures the amount that is 

determined and accounted into operating expenses to prevent possible losses of debts. 

Historically, higher the ratio is the indication of week loan portfolio management 

quality, and it also reflects positively with bad debt or high credit risk (Hasan & Wall, 

2004; Fernandez de Guevara et al., 2005). Thus, it is also proposed to adverse 

correlation with bank profitability.  

To determine the impacts of the financial crisis, we include a dummy variable (FC, 

financial crisis) which takes a value of 1 for the years between 2008 or 2011, and 0 for 

others. We then multiply the dummy variable by credit risk to make the interactive 

variable between credit risk and financial crisis (FC_BDR and FC_CRPR). They reflect 

the impacts of credit risk in the period of the financial crisis as the below equations: 

ROAit = a0 + a1ROAit-1 + a2FC_BDRit + a3 FC_CRPRit + a4CSit + a5BTCit + εit    (5) 

ROEit = b0 + b1ROEit-1 + b2 FC_BDRit + b3 FC_CRPRit + b4CSit + b5BTCit + εit   (6) 

To check the consistency of the credit risk impacts on bank profitability, we 

examine the equation (3) and (4) with participating of macroeconomic factors, for 

instance inflation (INF) and prime rate (INS) as control variables. 

ROAit = a0 + a1ROAit-1 + a2BDRit + a3CRPRit + a4CSit + a5BTCit + a6INFit + a7INSit + εit  (7) 

ROEit = b0 + b1ROEit-1 + b2BDRit + b3CRPRit + b4CSit + b5BTCit + a6INFit + a7INSit + εit  (8) 
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According to previous studies, we add control variables to increase the 

explanatory power of the model. These control variables include capital structure (CS, 

total equity on total debt), and bank‘s tangible capital (BTC, a ratio of tangible equity 

to tangible assets). According to previous studies, capital structure (some studies refer 

to equity ratio on total assets or equity ratio on total debt) is considered to have a 

negatively impact the bank's profits (Dietrich & Wanzenried, 2011; Alshatti, 2015; 

Wisdom et al., 2018). Meanwhile, intangible assets often have low liquidity when the 

bank falls in crisis or financial hardship; thus this ratio is commonly used to evaluate 

what may be left to distribute to shareholders if the company is liquidated, using from 

the financial crisis in 2008 (Amin et al., 2014).  

3.2. Data 

This study uses the data collected from the financial statements of 25 joint-stock 

commercial banks in Vietnam from 2008 to 2017, ensuring the representativeness for 

the commercial banks in Vietnam. The period 2008 – 2017 has financial crises which 

help us to examine the impact of credit risk on bank profitability more precise. The list 

of collected banks is presented in the Appendix, ensuring the representativeness for the 

commercial banks in Vietnam. Collected data is organized to unbalanced panel data, 

with a maximum of 310 observations. Moreover, to ensure the reliability of the study, 

the data is extracted from the database of the Bankscope (Orbis Bank Focus), a large and 

highly reliable database, which is commonly used in finance and banking research. The 

advantage of panel data is that it reflects the characteristics of observations in both 

cross-section and time series. Panel data also contains more information and allows 

observing unobservable impacts in two dimensions, both time series, and cross-section, 

as well as providing higher levels of freedom and better results (Gujarati, 2009). 

3.3. Methods 

From equations (3) to (6), we have dynamic models with the lagged dependent 

variable. Hence, it can cause endogenous problems in estimates due to the correlation 

between the dependent variable and error-terms. The regression methods such as 

fixed-effect models (FEM) and random effect models (REM), do not thoroughly solve 

the endogenous problems; thus causing bias estimates in findings. Therefore, we use 

the two-step System Generalized Method of Moments (two-steps system-GMM) to 

solve the heterogeneity; autocorrelation and endogenous problems, similar to most 

previous studies on bank risks (Dietrich & Wanzenried, 2011; Goddard et al., 2013). 

Hansen test and Arellano-Bond test (AR (2) test) are used to confirm the robustness 

and reliability of GMM estimates (Roodman, 2009). 
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4. Findings 

4.1. Descriptive statistics 

The descriptive statistics of the variables are presented in Table 1. 

Table 1: Descriptive statistics 

Variable Obs Mean Std. Min Max 

ROA 263 1.012 0.918 -5.993 7.936 

ROE 263 10.659 8.461 -56.326 44.253 

BDR 233 2.024 1.324 0.010 8.830 

CRPR 261 1.284 0.647 0.013 4.341 

CS 263 11.964 9.904 3.624 86.080 

BTC 264 9.606 5.856 2.984 46.300 

Source: author‘s calculation 

The statistical description shows that the mean of bank profitability is about 

1.012 (ROA) and 10.659 (ROE) with a standard deviation of 0.918 and 8.461, 

respectively. This implies that financial leverage at commercial banks is relatively 

high and varies from bank to bank. This is also reflected in the statistics‘ results of the 

largest and smallest values. Moreover, it is confirmed by capital structure (CS), at 

11.964 but has a quite significant standard deviation of 9.904. The bad debt ratio of 

commercial banks (BDR) is 2.028 from 2008 to 2017 in our sample. This figure 

fluctuates strongly with a standard deviation of 1.284, meanwhile experiences a large 

distance between the smallest value (0.01) and the largest value (8.830). Similarly, the 

credit loss provision has a mean value of 1.284 with a standard deviation of 0.647, the 

maximum and minimum value is 4,341 and 0.013, respectively. This is also similar to 

the findings of the State Bank's statistics. 

4.2. Correlation matrix 

Table 2: The correlation matrix of variables 

Variable ROA ROE BDR CRPR CS BTC 

ROA 1.000      

ROE 0.720*** 1.000     

BDR -0.163** -0.188*** 1.000    

CRPR -0.184*** -0.002 0.526*** 1.000   

CS 0.451*** -0.127** 0.054 -0.255*** 1.000  

BTC 0.455*** -0.122** 0.054 -0.241*** 0.973*** 1.000 

Source: author‘s calculation 
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The correlation matrix of variables is presented in Table 2. It can be seen that 

credit risk, presented by BDR and CRPR, has a high relationship with bank 

profitability, in which ROA and ROE are negatively related with BDR (coefficient of -

0,163 and -0.188, significant statistic) and CRPR (coefficient of -0,184 and -0.002, 

significant statistic), respectively. Table 2 also shows that CS and BTC have a positive 

relationship with ROA, but having a negative association with ROE, significant 

statistics. This contains a myriad of valuable information as CS represents financial 

leverage (capital structure) and BTC represents shareholders' tangible capital; thus they 

need to be considered carefully in estimation. Finally, CS coefficients are negative and 

positive correlated with both ROA and ROE, significant statistic. 

4.3. Empirical findings 

The Arellano-Bond test (AR(2) test) confirmed that the error term is not 

correlated with its past values. The p-values in these tests are 0.524 and 0.448, 

suggesting that H0 hypothesis in this test of the absence of second-order 

autocorrelation cannot be rejected. It means they do not exhibit any autocorrelation in 

estimation and the moment conditions used in the estimation are valid. The p-values of 

Hansen tests are 0.230 and 0.315, respectively; which confirmed that the estimations 

are robust, and variables techniques are powerful and valid.  

Table 3: The influence of credit risk on bank profitability 

Profitability 
Coef. t-statistic p-value Coef. t-statistic p-value 

ROA ROE 

L1.Profitability 0.274*** 21.09 0.000 0.417*** 19.29 0.000 

BDR -0.107*** -4.93 0.000 -1.051*** -5.51 0.000 

CRPR -0.145*** -3.79 0.000 -1.495** -2.24 0.025 

CS -0.028** -2.15 0.031 -0.855*** -5.02 0.000 

BTC 0.127*** 11.21 0.000 1.567*** 7.56 0.000 

Const. 0.243*** 3.20 0.001 5.231*** 5.94 0.000 

AR (2) test 0.524 0.448 

Hansen test 0.230 0.315 

No. IV 24 24 

Groups 25 25 

Notes: (*), (**), (***) are significant at 10%, 5%, and 1% level respectively. 

Firstly, the bank profitability depends on its rate of returns in the previous period 

with a 1% significance level (p-value is 0.000) in all equations. This is under the 

hypothesis of the author to assume that the previous period‘s profitability has a 
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significantly positive effect on the current bank profitability. Moreover, according to 

Berger et al. (2000), bank profitability tends to persist over time, reflecting a bank‘s 

ability to meet market competition and external shocks. 

The empirical results show that credit risk, captured by BDR and CRPR, 

negatively affect ROA and ROE and are statistically significant. This confirmed our H1 

and H2 hypotheses. The coefficient of BDR is -0.107 at 1% statistical significance (p-

value is 0.000) in ROA case; and -1.051 at 1% statistical significance (p-value is 

0.000) in ROE case. It shows the higher bad debt ratio, the lower bank profitability is. 

Similarly, the coefficients of CRPR are -0.145 and -1.495 at 1% and 5% statistical 

significance (p-value are 0.000 and 0.025, respectively) in both cases of ROA and 

ROE. Besides, the level of credit loss provision for credit loss is the result of an earlier 

increase in credit risk assessment, and increases the cost and leads to a reduction in the 

rate of return. All of these results imply that if the credit risk goes up (the ratio of bad 

debt increases or the ratio of credit risk increases), the profitability of commercial 

banks will be declined. Notably, we realize that the impacts of credit risk on 

commercial banks' profitability are higher in the case of ROA than ROE, showing that 

the profitability of equity is easy to vulnerable in the case of occurring credit risk. 

Therefore, our result is consistent with previous studies by Kolapo et al. (2012); Kaaya 

and Pastory (2013); Ozili (2015); and Ariful Islam and Hasan Rana (2017). 

Table 4: The influence of credit risk on bank profitability in the financial crisis 

Profitability 
Coef. t-statistic p-value Coef. t-statistic p-value 

ROA ROE 

L1.Profitability 0.343*** 39.71 0.000 0.483*** 37.42 0.000 

FC_BDR 0.169*** 2.73 0.006 1.806*** 2.79 0.005 

FC_CRPR -0.347*** -3.76 0.000 -3.856*** -4.25 0.000 

CS -0.041** -2.19 0.028 -0.824*** -5.93 0.000 

BTC 0.127*** 5.62 0.000 1.360*** 14.22 0.000 

Const. -0.064 -1.00 0.316 2.300*** 3.19 0.001 

AR (2) test 0.198 0.323 

Hansen test 0.276 0.217 

No. IV 24 24 

Groups 25 25 

Notes: (*), (**), (***) are significant at 10%, 5%, and 1% level respectively. 

By using dummy variables to present the financial crisis, this study has surprising 

findings. Notably, the influence of BDR in a financial crisis is a positive relationship 
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with bank profitability at 1% significant statistic. On the one hand, the financial crisis 

leads to a decline in loan quality and asset value. It also increases non-performing 

loans and provisions, thereby reducing bank profitability. Thereby, to maintain bank 

profitability under pressure of shareholders, commercial banks are required to make 

the trade-off between credit risk and profitability during the financial crisis. On the 

other hand, in the financial crisis, commercial banks have to give loans with higher 

margins to meet the poor quality of loans (Boahene et al., 2012 and Alshatti, 2015). 

Meanwhile, CRPR has a negative impact on bank profitability due to the increase in 

the costs of provision for both ROA and ROE case with 1% significance level, 

reducing the level of bank profitability. Our findings are robust with high significance 

in both cases of ROA and ROE. They are similar to the findings of Saeed and Zahid 

(2016) for five large U.K. commercial banks.  

As a robustness check, we examine the relationship between credit risk and bank 

profitability under the influences of macroeconomic factors. We employ equations (7) 

and (8) by adding macro factors such as inflation (INF) and prime rate (INS) as control 

variables. Our results are presented in Table 4. 

Table 5: The influence of credit risk on bank profitability under influence of 

macro factors 

Profitability 
Coef. t-statistic p-value Coef. t-statistic p-value 

ROA ROE 

L1.Profitability 0.290*** 12.33 0.000 0.414*** 12.39 0.000 

BDR -0.090*** -4.64 0.000 -0.776*** -4.09 0.000 

CRPR -0.280*** -4.16 0.000 -3.067*** -3.40 0.001 

CS -0.101*** -3.59 0.000 -1.336*** -4.58 0.000 

BTC 0.231*** 7.64 0.000 2.101*** 6.33 0.000 

INF -0.892*** -3.45 0.001 -10.897* -1.70 0.089 

INS 2.336*** 3.38 0.001 26.039** 1.99 0.047 

Const. 0.101* 1.64 0.100 5.738*** 3.56 0.000 

AR (2) test 0.568 0.468 

Hansen test 0.214 0.298 

No. IV 24 24 

Groups 25 25 

Notes: (*), (**), (***) are significant at 10%, 5%, and 1% level respectively. 

Robustness check results are similar to the results without macroeconomic 

factors. It can be seen that credit risk still have a negative relationship with bank 
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profitability at 1% significant level in both ROA and ROE measurements. It implies 

that our findings are entirely consistent. Moreover, Table 5 shows that inflation rate 

reduces bank profitability. In addition, prime rate increases bank profitability at 1% 

significance level which can be because an increase in prime rate is generally a 

positive signal for a prosperous future. A bank is an organization that often seeks 

profits through interest income; therefore an increase in prime rate will lead to an 

increase in interest income. However, this argument remains controversial due to 

interest risks and the quality of banks' balance sheets. Thus, the increase in deposit 

interest forces banks to consider their activities carefully for higher profitability. 

Finally, inflation rate is another important macroeconomic factor affecting the bank 

profitability. The inflation rate is found to have a negative relationship with 

profitability. Banks may be slow in adjusting interest rates in response to inflation, 

leading to a faster increase in bank costs relative to bank revenues and consequently 

low profitability. This finding is in line with the results of García-Herrero et al. (2009) 

and Kosmidou (2008). 

Moreover, our results are consistent with equations (1) to (8). Capital structure 

(CS) has the negative coefficients and are significant 1% significance in ROA and ROE 

estimation (p-value is 0.005 and 0.006), indicating that capital structure is inherent to 

the reverse effect on profitability. This implies that if a bank relies too much on equity, 

it has a negative impact on the bank's rate of return since the cost of equity capital is 

usually higher than debt cost. Our results are similar to those of Berger and Bonaccorsi 

di Patti (2006), which experimented with U.S. commercial banks and found that lower 

equity ratios were associated with higher rates of return. Haq and Heaney (2012) also 

suggested that capital deficits are positively related to future ROA while capital surplus 

tended to be negatively associated with future ROA. In other words, the financial 

leverage of commercial banks is represented by debt in the form of deposits of all 

types, loans, and other debts. Therefore, overreacting to equity means that the 

effectiveness of financial leverage has not been utilized. Finally, the bank‘s tangible 

capital (BTC) has a positive impact on bank profitability at 1% significant statistic in 

all equations, indicating that this factor can enhance bank profitability. The results of 

the authors suggest that the higher the ratio of tangible shareholders' equity on tangible 

assets (implying that the ability to guarantee assets are higher after excluding impacts 

of intangible assets, the bank can confidently invest in risky projects to get more 

earning), the higher the bank's profitability ratio is. 
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5. Conclusion 

The empirical results of this study show the negative relationship between credit 

risk and bank profitability, which are measured by ROA and ROE. This indicates that 

the profit margin of commercial banks in Vietnam is significantly affected by credit 

risk, captured by bad debt and credit loss provision ratios. The provision for credit loss 

is to ensure the bank stability and a high ratio suggests a high amount of reserve fund 

to compensate for the potential losses. Provision for credit loss is negatively related to 

bank profitability because it increases the bank operating cost; meanwhile, bad debt 

has different impacts on bank profitability in and out of financial crisis. On the one 

hand, bad debt causes a loss of capital in the bank, significantly affecting bank 

liquidity. On the other hand, bad debt put the commercial banks in a dilemma of the 

high-profit seeking or risk where the crisis and the financial hardship stem from. Thus, 

when a bank wants to maximize its profit, it must trade-off between stability and risk 

by accepting the increase of bad debts or raising its operating costs. Our findings 

confirm that commercial banks can sacrifice their liquidity and risk for profitability 

during a financial crisis. However, the banks need to learn how to manage their risk 

and keep the liquidity buffer to meet up the level of growth in credit risks. Otherwise, 

they pay for risk-taking behaviour over the period of post-financial crisis years 

exhibited. In addition, we find that the capital structure based on excessive equity 

capital can reduce bank profitability ratio because banks cannot take advantage of 

financial leverage. However, the excessive reliance on debts can cause a liquidity risk. 

Moreover, the ratio of tangible equity exerts a positive impact on bank profitability. It 

indicates that the level of shareholder equity for the bank operations, and thus the 

higher the level of assurance, the better the profitability. Interestingly, while the 

increase in equity can improve the bank return on this index, it also reduces the bank 

return at the indicator of capital structure. Therefore, banks need to build their optimal 

capital structure (Gersbach, 2013). 

This study provides important implications. Empirical evidence shows that bad 

debt reduces the bank's profitability. Therefore, controlling the bad debt should be one 

of the bank's main priorities, including recovering bad debts and preventing the 

increase of bad debts. Banks need to have a clear policy on responsibilities, rights, 

reward and punishment for credit activities. Besides, reducing the provision for credit 

losses improves bank profitability. Because the rate of provision for credit losses 

depends on the outstanding loans, debt groups and mortgage assets will play an 

important role in controlling provision for credit losses. Thus, the bank should focus 
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on mortgage pricing and mortgage management when granting credit. Other 

implications include the determining optimal bank‘s capital structure which is based 

on the cost of equity and borrowing cost. Moreover, banks should be cautious in 

lending operations when inflation of the economy increases and interest rates decrease. 

In summary, this study provides interesting findings. It shows a high agreement 

on the impact of credit risk on bank profitability. Our results imply that if banks want 

to increase profits, they need not only to expand credit operations but also control 

credit effectively so as to minimize the bad debt ratio. Besides, banks should focus on 

their capital structure that can optimise the benefits of financial leverage and their 

liquidity to ensure bank stability. Managers and academies can also use the results and 

recommendations of this study as a reference for practical management activities or 

research in banking. The study also provides a clear and diverse view of this 

relationship that can help managers and researchers to systemize the theory easily and 

conveniently; thereby promoting the application of research results to practice 

methodically and scientifically. This study also has some limitations that can be 

overcome in later studies. Firstly, the study only uses bad debt ratio and credit risk 

provision as measures of credit risk. In fact, there are still many different measures of 

credit risk to be considered, such as credit ranking or credit risk scores. In addition, the 

empirical data needs to be expanded to be more representative of commercial banks in 

Vietnam. Finally, the nonlinear research model also needs to be tested to consider the 

tradeoff between bank risk and optimal profitability. 
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APPENDIX 

List of Joint Stock Commercial Banks in research 

No. Bank Abbreviate No. Bank Abbreviate 

1 

Joint Stock Commercial Bank For 

Investment And Development Of 

Vietnam 

BIDV 14 
An Binh Commercial Joint 

Stock Bank 
An Bình  

2 
Vietnam Joint Stock Commercial 

Bank For Industry And Trade 
Vietinbank 15 

Saigon Bank For Industry 

And Trade 
Sài Gòn Bank  

3 
Joint Stock Commercial Bank For 

Foreign Trade Of Vietnam 
Vietcombank 16 

Vietnam Prosperity Joint-

Stock Commercial Bank 
VPBank  

4 
Sai Gon Joint Stock Commercial 

Bank 
SCB 17 

Ho Chi Minh City 

Development Joint Stock 

Commercial Bank 

HDBank  

5 
Military Commercial Joint Stock 

Bank 
MBBank 18 

Orient Commercial Joint 

Stock Bank 
OCB 

6 Asia Commercial Bank ACB 19 
Viet Nam Asia Commercial 

Joint Stock Bank 
VAB 

7 
Saigon Thuong Tin Commercial 

Bank 
Sacombank 20 

Nam A Commercial Joint 

Stock Bank 
Nam A Bank 

8 
Maritime Commercial Joint Stock 

Bank 
Maritimebank 21 

Vietnam International 

Commercial Joint Stock 

Bank 

VIB 

9 
National Citizen Commercial 

Joint Stock Bank 
NCB  22 

Bac A Commercial Joint 

Stock Bank 
Bac A Bank 

10 
Vietnam Technological And 

Commercial Joint Stock Bank 
Techcombank  23 

Kien Long Commercial Joint 

Stock Bank 
Kienlongbank 

11 
Vietnam Export Import 

Commercial Joint Stock Bank 
Eximbank  24 

Southeast Asia Commercial 

Joint Stock Bank 
SeABank 

12 Lien Viet Post Bank LVB  25 
Tien Phong Commercial 

Joint Stock Bank 
TPBank 

13 
Hanoi Commercial Joint Stock 

Bank 
SHB     
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Abstract: 

Proprietary trading has gained much attention in the emerging markets such as 

Malaysia in the recent years. However, there is a lack of studies for emerging markets that 

can provide a clear picture on the performance of the proprietary traders and factors that 

determine their success. Little research has been done in this area mainly due to data 

constraints. This study employed a set of self-collected data from a major investment bank in 

Malaysia and traced the daily performance of the traders from Oct 2016 – Jan 2017. The 

demographic backgrounds of the proprietary stock traders are studied to shed lights on the 

traits and factors required to make consistent profits. Approximately 50% of the day traders 

in our sample were profitable and earning more than RM5000 a month with some top 

performance gaining an average of more than RM200000 per month. The study found that the 

determining factor for profitability is not so much on the background of the candidates but 

more on the capital provided to the traders and also their years of service with the bank. The 

study also reveals that the more seasoned traders who get more capital from the investment 

banks will have more opportunity to make more profitable income.   

Keywords: Proprietary trading, day traders, Bursa Malaysia, consistent profits, 

traders‘ demographic profile, trading credit. 

  

1. Introduction 

Proprietary (or prop) trading is essentially a high-risk form of business involving 

trading of shares using the company or own capital instead of acting on clients‘ orders 

and receiving commission payments as in stock broking activities. Day trading is a 

form of proprietary trading that seeks to maximize trading profits and minimize risk by 

buying and selling of securities on the same day. All positions are usually closed at the 

end of the trading day. Day traders usually employ short-term trading strategies to 

capitalize on small price movements in liquid and volatile stocks. As such the skill sets 
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required to be a successful day traders are different from the brokers or remisiers. To 

acquire the skills needed, it may take several months or more before the traders 

become profitable. The companies usually allocate larger amounts of capital to the 

trader only after they prove themselves with smaller amounts. Usually the investment 

bank will pay the trader salary during the probation period until the traders are able to 

produce profitable incomes. Signing a contract is a norm, which prevents the traders 

from just collecting the salary and then leaving once they are profitable. Some 

proprietary trading firms do not pay a salary; the traders are paid based on their trading 

performance. They are not the employees; rather they are contracted by the firm to 

trade their capital. The traders usually receive a percentage of their profits as their pay. 

Salaried prop trader positions typically require a high level education with impressive 

background and/or an extensive profitable trading history. 

Prop traders who are the Investment Account (IVT) traders and the Proprietary 

Day Traders (PDT) are the main players in the Malaysian investment banks now 

(Bursa Malaysia, 2017). They provide liquidity and efficiency in the market place 

because of their high frequency of trading and fast reaction to the news announced. 

They are well supported with funding and sophisticated computer system. Therefore, 

they may take more risks but it is also usually the most profitable part of an investment 

bank. It is estimated that this group of traders contribute about 30% of the daily 

volume at Bursa Malaysia due to the large capital supported by their investment banks. 

Their active participation is important as they contribute to the liquidity of the share 

market in Malaysia. It is also an important economic outcome. 

The purpose of this paper is to examine the performance of proprietary traders at 

Bursa Malaysia. Relatively this profession is getting more attention by the investment 

bankers now in Malaysia. However, there is currently lack of studies for emerging 

markets that can provide a clear picture on the performance of the proprietary traders 

and factors that determine their success. The demographic background of proprietary 

stock traders will be studied in relation to their profits made. Specifically, of all the 

traders who passed the interview process for the firm and started training/trading, how 

many became profitable, and of those that become profitable, how many are 

consistently profitable? Will the demographic profile such as age, number of years 

joined the companies, gender, relevant education or work experience of the traders 

contribute to the success of the traders in making profitable income? This paper 

attempts to shed lights on the traits required to make consistent profit. It is important to 

the decision makers to understand if different demographic groups would make a 
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difference in terms of their trading performance and also what are the determining 

factors for them to be successful. Practical consideration for investment banks to 

specific targeted candidates became evident through this type of research.   

Approximately one-half of the day traders in our sample were profitable and 

earning more than RM5000 a month. The study found that the determining factor for 

profitability is not so much on the background of the candidates but more on the 

capital provided to the traders and also their years of service with the bank. The study 

also reveals that the more seasoned traders who get more capital from the investment 

banks will have more opportunity to make more profitable income.   

The outline of the paper is as follows. In Section 2, we review previous research 

and discuss the contribution of our paper. In Section 3, we describe our methodology 

using our unique dataset and how we used it to calculate profits. In Section 4, we 

examine the demographic profile of the traders, as well as the profits of the individual 

traders. Finally, we conclude in Section 5. 

2. Literature review 

The characteristics of successful traders are of interests to investment bankers 

who usually will have to choose from a pool of candidates. Extant literature states that 

a large group of day traders fail especially at the beginning of their profession (Logue, 

2014; Wind, 2012; Barber & Odean, 2013). Only about 4% - 20% of people who 

attempt day trading perform well and are profitable (Mitchell, 2019). The very 

profitable traders are only a very smaller percentage.  

The advantage of day trading is that it provides the traders with better leverage 

than holding position over night. Typically, day traders‘ trade very frequently in a day, 

they can use the same capital in their account to make many trades in a short period of 

time. Day trading also allows the traders to avoid overnight risk. If the traders hold 

their position overnight, they will be exposed to major unexpected events while market 

is closed. Such dramatic events may be caused by surprise economic, political or 

social or other factors in the country or globally that will affect the sentiment of the 

market and the stock prices.  

There are many ratios and formulas to measure traders‘ performance. Hill (2019) 

highlighted that the big 5 measurements namely the number of winning and losing 

trades, net profit, largest winner and the largest loser. Nevertheless, he contended that 

one just needs to focus on the first three basic measurements in order not overloaded 

with too much of information which might not be helpful. From the basic performance 
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measurements, one can further develop the winning/losing ratio which allows the 

traders to see the amount of money in relative to his losses, regardless of the number 

of trades. This is quite similar to Gain to Pain Ratio which was popularized by 

Schwager (2019) on a risk adjusted performance metric. 

There are many factors that could affect the performance of a trader. The factors 

could be due to the external factors such as the trading environment, market 

conditions, transaction costs, regulatory requirements or the trader‘s internal 

demographic factors such as the trader‘s gender, age, education and investment 

experience which might be related to their IQ or cognitive ability that made their 

performance varies.  

2.1. Gender 

There is substantial variation in stock market participation between individuals, 

especially between men and women. Generally, stock trading industry has been a 

male-dominated industry. Cheng, Lee and Lin (2013) found that there is a gender 

differential in decision making. Using the demographic information compiled by 

Infobase Inc., Barber and Odean (2001), found that about 79% of the investors are 

males. Women only constitute about 21% of the population. Historically, the net 

returns for men tend to be more prone to overconfidence than women in the male 

dominated domain and they tend to trade excessively to their detriment (Deaux and 

Farris, 1977). Consistent with this argument, Barber and Odean found that men trade 

more than women and the annual turnover rates of men were about 80% compared to 

those of women at 50%. The excessive trading of men leads to poor returns. While 

both men and women earn poor returns, men perform worse. Choi, Laibson, and 

Metrick (2002), Agnew, Balduzzi, and Sundén (2003), and Mitchell, Mottola, Utkus, 

and Yamaguchi (2006), all report that while trading levels are low in 401(k) plans, 

men trade more actively than women. Booth and Nolen (2012) and Sutter and Rutzler 

(2010) in their studies of investor behaviour found that women are more risk adverse 

and perform fewer transactions compared to men. They are also more averse to losses 

than men (Rau, 2014). In contrast, Feng and Seasholes (2008)‘s study show that there 

is no significant turnover or performance differences in the accounts of men and 

women in China.  

2.2. Age  

Age is always associated with greater experience and a better understanding of 

the fundamental principles of investment and therefore seems to have a positive effect 
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on people's ability to make effective investment decisions. Korniotis and Kumar 

(2009) found that older and experienced investors are more likely to follow rules of 

thumb that reflect greater investment knowledge. However, older investors are less 

effective in applying their investment knowledge and exhibit worse investment skill. 

They contend that adverse effects of aging dominate the positive effects of experience. 

These results indicate that older investors' portfolio decisions reflect greater 

knowledge about investing, but investment skill deteriorates with age due to the 

adverse effects of cognitive aging. Similar findings were also found in the study by 

Cheng, Lee and Lin (2013) that mature traders have a stronger disposition effect 

(Sherfrin & Statman, 1985; Garvey & Wu, 2007) than the younger ones. In contrast, 

the portfolio choice theory states that the risk associated with a portfolio decreases 

with the age of investor (Gomes & Michaelides, 2005). Investors learn through the 

trading process and become less subject to behavioural biases and thus they would 

hold less concentrated portfolios and have a low level of overconfidence. The 

evidences are inconclusive with regards to age and more researches are needed to 

provide a clearer picture on different contexts especially in the area of proprietary 

trading in the developing market.  

2.3. Experience and Education 

Experience and Education play an important role in investors outcomes. Day trading 

demands great concentration to watch dozens of quotes on screens and price fluctuations 

to spot market trends. The success of day trading depends very much on the experience 

and skills acquired (Pitter & Oberlechner, 2014). It is definitely not a ―get-rich-quick‖ 

scheme‖ but requires perseverance and a good understanding of market fundamentals 

which may take many years of experience in trading in the markets (Garvey & Murphy, 

2005). Salaried prop trader positions typically require a high level of education with 

impressive background and/or an extensive profitable trading history. It may take several 

months or more of experiences before the traders become profitable (Mitchell, 2019). As 

profitability is very much depending on the accuracy of judgement on the market, thus the 

more volatile the market, the more opportunities for the experienced traders to exploit the 

profit potential. However, active trading does not necessarily contribute to higher returns. 

Barber and Odean (2000) reported that 20 percent of investors who traded most actively 

earned an average net annual return which is 7.2 percentage points lower than that of the 

least active investors.   

Education and experience also closely related to IQ and Cognitive capabilities. 

Korniotis and Kumar (2009a) use a large discount brokerage firm (LDB) dataset to 
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predict the cognitive capabilities of the traders and show that smarter investors 

outperform others by about 30 bps per month (or 3.6% annually) both before and after 

accounting for transaction costs. Smarter investors make good stock picks and earn 

returns net of trading costs that are on par with appropriate benchmark returns. Other 

investors underperform appropriate benchmarks half due to trading costs and half to 

bad stock selection. Consistent with the findings, Grinblatt, Keloharju, and 

Linnainmaa (2012) using data from Finland also found that high-IQ investors make 

better trades than low-IQ investors and they have better trade executions. Seow (2015) 

contends that systematic trading such as stop loss within the set limits is the key 

success factor. It requires discipline, skills and experience, and should be executed to 

prevent the hopeful mentality and limit losses before they become too big to bear. This 

is consistent with Locke and Mann (2005)‘s study which use trading speed as 

described in Silber (1984) to measure how quickly trades are offset and interpret it as 

rational decisions to exit trades once informational advantages dissipate discipline and 

future success. 

2.4. Credit 

Stocks are generally the most capital-intensive asset class, compared to other 

instrument such as forex which can generally start trading with less capital (Mitchell, 

2019). To be effective, large capital is especially required for traders who use the 

scalping strategies. They usually hold the trades for a very short period, from seconds 

to minutes by exploiting the small price fluctuation in a day (Kuepper, 2014). Due to 

the large capital required, prop traders who are the main players in the investment 

banks are well supported with funding and sophisticated computer system. Usually 

investment banks allocate larger amounts of capital to the trader only after they prove 

themselves with smaller amounts. Therefore, they may take more risks but it is also 

usually the most profitable part of an investment bank.   

Despite the growing interest in prop trading by the investment banks and also the 

public, the research studies done in this area are still very scarce especially in 

developing countries such as Malaysia. Hence, an attempt is being made to study 

specifically the demographic background of the traders and factors that influence the 

traders‘ performance.   

3. Methodology 

The sample of this study consists of 122 proprietary day traders from an 

investment bank in Malaysia. The permission was granted to conduct the study from 
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October 2016 to Jan 2017, about 4 months or 82 trading days during the observed 

period. The sample constitutes about 50% of the licensed prop traders in Malaysia 

(IVT dealers).  

To achieve the objectives of the study, the demographic profiles of the traders 

such as their age, gender, educational level, years of experience in the industry, 

working experience were obtained from the investment bank‘s database and their daily 

performance parameters such as the trading value, number of counter traded, profits, 

winning ratio, were recorded. Descriptive statistics and cross tabulations were used to 

provide more insight on the distribution of the data.  

Multiple regression with hierarchical analysis was used to determine the 

significant factors that could potentially affect the profitability of the traders. To 

achieve the objective, the demographic profiles of the traders and also the credit 

granted to them were used as the explanatory variables. The average profits recorded 

during the study period was used as the dependent variable. An average profit was 

used because it is the most pertinent performance indicator for the investment bank 

and also for the traders.  

4. Findings 

Table 1 shows the descriptive statistics of the data collected. The majority or 

90% of the day proprietary traders are males. It is not a surprise as traditionally stock 

trading has been dominated by men. The average experience of the traders is about 3.3 

years and they are mainly the young traders with the average age of about 32 years 

old. The pool of traders came from diverse backgrounds. Some with high relevant 

experiences and education in the trading, broking, or financial related industry while 

some were not.  

Although the industry is not that new in Malaysia, it has gained popularity in 

recent years. Proprietary day traders in fact are the main players in the investment 

banks now. They are well supported with funding and sophisticated computer system. 

Therefore, they can take more risks and more transactions. The average profit per 

month is about RM13303 while the average maximum is about RM200, 000 per 

month. The average counters traded per day is about 10 while the maximum is more 

than 40. The winning ratio (Profitable counters/Total counter traded) is about 41% 

with the average maximum of 77%.  

  



  

 

 

232 

Table 1: Descriptive statistics 

 N Mean Median Std. Deviation Minimum Maximum 

Gender_D 122 0.8934 1 0.30982 0 1 

Number of years join 122 3.3093 1.6667 3.64545 0.08 16.75 

Age 122 32.7213 28 10.77743 22 69 

Relevant experience H 122 0.3525 0 0.47971 0 1 

Relevant experience M 122 0.1967 0 0.39916 0 1 

Relevant education H 122 0.7459 1 0.43715 0 1 

Relevant education M 122 0.2213 0 0.41684 0 1 

Credit Limit ('000) 122 1581.68 800 1958.796 20 12500 

Average Profit (Day) 117 691.5672 224.057 1873.036 -8086.4 10902.81 

Average Profit (Month) 122 13303.16 3896.811 36530.85 -171459 200194.5 

Average Winning Ratio 122 0.41432 0.40094 0.129737 0.209 0.768 

Average Counters traded (day) 117 9.812314 8.910276 5.835693 1.9472 43.2 

 

4.1. Average Profit and Credit Limit 

To do day trading requires substantial amount of capital. Capital stocks are 

generally the most capital-intensive asset class. The majority of the traders use 

scalping method with the execution of huge quantity of trades per day to get a small 

profit from each trade by exploiting the small price volatility. Thus credit provided by 

the investment bank dependent on the experience and performance of the traders. The 

investment bank will allocate larger amounts of capital (credit) to the trader only after 

the traders prove themselves with smaller amounts. For those new comers who are 

usually inexperience would get a low credit limit. As can be seen from Table 2, the 

majority of the traders who got lower credit limit less than RM 100,000 do not have 

positive returns for their trades. For those with average profit (10,000 – 20,000), their 

credit limit has gone up to more than RM1 million. For the highest average profit (> 

100,000) traders, their credit limit is more than RM3m. This shows that the higher the 

credit, the more profit the traders are able to generate. 

4.2. Average Profit and Number of Years Joined 

The majority of the traders who have joined the investment banks for less than 2 

years fell in the negative average profit range (Table 3). Traders who earned negative 

profits with less than half a year experience with the investment bank is 41.2%, within 



  

 

 

233 

1 year is 29.6% and 2 year is 36.4%. Traders with a longer period of experiences 

achieved higher average profits. After 2-3 years, 70% of the traders earned more than 

RM10, 000 a month. Traders who joined 3-5year, some of them can achieve average 

profit of RM100, 000. Generally traders who joined less than 1 year but more than 6 

month 25.8% have negative profit, while 74.2% have positive profit. 

Table 2: Average Profit and Credit Limit 

      Credit Limit (million) Total 

  Average Profit    <=0.1 0.101-0.300 301-500 0.501-1.0 1.01-3 3.01-5 >5   

 <0 Count 14 3 3 2 6 2 1 31 

   % within aprocat1 45.2% 9.7% 9.7% 6.5% 19.4% 6.5% 3.2% 100.0% 

    % within LimitCat 50.0% 21.4% 21.4% 16.7% 15.4% 20.0% 20.0% 25.4% 

  0.1 - 2000 Count 7 4 4 1 1 0 0 17 

   % within aprocat1 41.2% 23.5% 23.5% 5.9% 5.9% .0% .0% 100.0% 

    % within LimitCat  top of the world 28.6% 28.6% 8.3% 2.6% .0% .0% 13.9% 

  2001-5000 Count 7 5 2 1 2 0 0 17 

   % within aprocat1 41.2% 29.4% 11.8% 5.9% 11.8% .0% .0% 100.0% 

    % within LimitCat 25.0% 35.7% 14.3% 8.3% 5.1% .0% .0% 13.9% 

  5001-10000 Count 0 2 4 4 5 1 0 16 

   % within aprocat1 .0% 12.5% 25.0% 25.0% 31.3% 6.3% .0% 100.0% 

    % within LimitCat .0% 14.3% 28.6% 33.3% 12.8% 10.0% .0% 13.1% 

  10001-20000 Count   0 1 3 12 0 0 16 

   % within aprocat1 .0% .0% 6.3% 18.8% 75.0% .0% .0% 100.0% 

    % within LimitCat .0% .0% 7.1% 25.0% 30.8% .0% .0% 13.1% 

  20001-40000 Count 0 0 0 1 6 2 0 9 

   % within aprocat1 .0% .0% .0% 11.1% 66.7% 22.2% .0% 100.0% 

    % within LimitCat .0% .0% .0% 8.3% 15.4% 20.0% .0% 7.4% 

  40001-60000 Count 0 0 0 0 3 0 2 5 

   % within aprocat1 .0% .0% .0% .0% 60.0% .0% 40.0% 100.0% 

    % within LimitCat .0% .0% .0% .0% 7.7% .0% 40.0% 4.1% 

  60001-100000 Count 0 0 0 0 4 1 2 7 

   % within aprocat1 .0% .0% .0% .0% 57.1% 14.3% 28.6% 100.0% 

    % within LimitCat .0% .0% .0% .0% 10.3% 10.0% 40.0% 5.7% 

  >100000 Count 0 0 0 0 0 4 0 4 

   % within aprocat1 .0% .0% .0% .0% .0% 100.0% .0% 100.0% 

    % within LimitCat .0% .0% .0% .0% .0% 40.0% .0% 3.3% 

Total  Count 28 14 14 12 39 10 5 122 

   % within aprocat1 23.0% 11.5% 11.5% 9.8% 32.0% 8.2% 4.1% 100.0% 

    % within LimitCat 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
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Table 3: Average Profit and Number of Years Joined 

    Year Joined Total 

 Average Profit   0.5 0.5-1 1.01-2 2.01-3 3.01-5 5.01-7 >7   

          

<0 Count 7 8 8 0 6 0 2 31 

 % within aprocat1 22.6% 25.8% 25.8% .0% 19.4% .0% 6.5% 100.0% 

  % within yjoincat 41.2% 29.6% 36.4% .0% 28.6% .0% 11.8% 25.4% 

0.1 - 2000 Count 4 8 3 1 1 0 0 17 

 % within aprocat1 23.5% 47.1% 17.6% 5.9% 5.9% .0% .0% 100.0% 

  % within yjoincat 23.5% 29.6% 13.6% 10.0% 4.8% .0% .0% 13.9% 

2001-5000 Count 5 8 1 0 1 1 1 17 

 % within aprocat1 29.4% 47.1% 5.9% .0% 5.9% 5.9% 5.9% 100.0% 

  % within yjoincat 29.4% 29.6% 4.5% .0% 4.8% 12.5% 5.9% 13.9% 

5001-10000 Count 1 2 4 2 4 1 2 16 

 % within aprocat1 6.3% 12.5% 25.0% 12.5% 25.0% 6.3% 12.5% 100.0% 

  % within yjoincat 5.9% 7.4% 18.2% 20.0% 19.0% 12.5% 11.8% 13.1% 

10001-20000 Count 0 0 4 3 2 3 4 16 

 % within aprocat1 .0% .0% 25.0% 18.8% 12.5% 18.8% 25.0% 100.0% 

  % within yjoincat .0% .0% 18.2% 30.0% 9.5% 37.5% 23.5% 13.1% 

20001-40000 Count 0 1 0 3 2 0 3 9 

 % within aprocat1 .0% 11.1% .0% 33.3% 22.2% .0% 33.3% 100.0% 

  % within yjoincat .0% 3.7% .0% 30.0% 9.5% .0% 17.6% 7.4% 

40001-60000 Count 0 0 2 1 1 1 0 5 

 % within aprocat1 .0% .0% 40.0% 20.0% 20.0% 20.0% .0% 100.0% 

  % within yjoincat .0% .0% 9.1% 10.0% 4.8% 12.5% .0% 4.1% 

60001-100000 Count 0 0 0 0 3 2 2 7 

 % within aprocat1 .0% .0% .0% .0% 42.9% 28.6% 28.6% 100.0% 

  % within yjoincat .0% .0% .0% .0% 14.3% 25.0% 11.8% 5.7% 

>100000 Count 0 0 0 0 1 0 3 4 

 % within aprocat1 .0% .0% .0% .0% 25.0% .0% 75.0% 100.0% 

  % within yjoincat .0% .0% .0% .0% 4.8% .0% 17.6% 3.3% 

Total Count 17 27 22 10 21 8 17 122 

 % within aprocat1 13.9% 22.1% 18.0% 8.2% 17.2% 6.6% 13.9% 100.0% 

  % within yjoincat 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

 

4.3. Average Profit and Age 

Table 4 shows that the majority of the traders (61.3%) are less than 30 years old. 

For this group of young traders, 25.3% earned negative profits while 28% earned more 

than RM10,000/month. For the medium age group (40.1-50), more than 50% earned 

more than RM10, 000 a month. 
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Table 4: Average Profit and Age 

 Age Total 

 Average Profit   <30 30.1-40 40.1-50 50.1-60 >60  

<0 Count 19 5 5 2 0 31 

 % within aprocat1 61.3% 16.1% 16.1% 6.5% .0% 100.0% 

  % within agecat 25.3% 29.4% 26.3% 28.6% .0% 25.4% 

0.1 - 2000 Count 14 1 0 1 1 17 

 % within aprocat1 82.4% 5.9% .0% 5.9% 5.9% 100.0% 

  % within agecat 18.7% 5.9% .0% 14.3% 25.0% 13.9% 

2001-5000 Count 13 2 0 1 1 17 

 % within aprocat1 76.5% 11.8% .0% 5.9% 5.9% 100.0% 

  % within agecat 17.3% 11.8% .0% 14.3% 25.0% 13.9% 

5001-10000 Count 8 2 4 0 2 16 

 % within aprocat1 50.0% 12.5% 25.0% .0% 12.5% 100.0% 

  % within agecat 10.7% 11.8% 21.1% .0% 50.0% 13.1% 

10001-20000 Count 9 2 5 0 0 16 

 % within aprocat1 56.3% 12.5% 31.3% .0% .0% 100.0% 

  % within agecat 12.0% 11.8% 26.3% .0% .0% 13.1% 

20001-40000 Count 6 0 2 1 0 9 

 % within aprocat1 66.7% .0% 22.2% 11.1% .0% 100.0% 

  % within agecat 8.0% .0% 10.5% 14.3% .0% 7.4% 

40001-60000 Count 3 1 0 1 0 5 

 % within aprocat1 60.0% 20.0% .0% 20.0% .0% 100.0% 

  % within agecat 4.0% 5.9% .0% 14.3% .0% 4.1% 

60001-100000 Count 2 2 2 1 0 7 

 % within aprocat1 28.6% 28.6% 28.6% 14.3% .0% 100.0% 

  % within agecat 2.7% 11.8% 10.5% 14.3% .0% 5.7% 

>100000 Count 1 2 1 0 0 4 

 % within aprocat1 25.0% 50.0% 25.0% .0% .0% 100.0% 

  % within agecat 1.3% 11.8% 5.3% .0% .0% 3.3% 

Total  Count 75 17 19 7 4 122 

 % within aprocat1 61.5% 13.9% 15.6% 5.7% 3.3% 100.0% 

  % within agecat 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

 

4.4. Average Profit and Gender 

Females constitute about 10% of the total traders (Table 5). 38% of the females 

(5/13) and 23.9% of the males (26/109) traders have negative average profit. The 

highest average profit achieved by the females (7.7%) was in RM60, 001-100,000 

range. For males it is 3.7%. The highest average profit achieved by males (3.7%) was 

in more than RM1m range. 
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Table 5: Average Profit and Gender 

    Gender Total 

Average Profit    Female Male   

<0 Count 5 26 31 

 % within aprocat1 16.1% 83.9% 100.0% 

  % within gender 38.5% 23.9% 25.4% 

0.1 - 2000 Count 2 15 17 

 % within aprocat1 11.8% 88.2% 100.0% 

  % within gender 15.4% 13.8% 13.9% 

2001-5000 Count 0 17 17 

 % within aprocat1 .0% 100.0% 100.0% 

  % within gender .0% 15.6% 13.9% 

5001-10000 Count 2 14 16 

 % within aprocat1 12.5% 87.5% 100.0% 

  % within gender 15.4% 12.8% 13.1% 

10001-20000 Count 2 14 16 

 % within aprocat1 12.5% 87.5% 100.0% 

  % within gender 15.4% 12.8% 13.1% 

20001-40000 Count 0 9 9 

 % within aprocat1 .0% 100.0% 100.0% 

  % within gender .0% 8.3% 7.4% 

40001-60000 Count 1 4 5 

 % within aprocat1 20.0% 80.0% 100.0% 

  % within gender 7.7% 3.7% 4.1% 

60001-100000 Count 1 6 7 

 % within aprocat1 14.3% 85.7% 100.0% 

  % within gender 7.7% 5.5% 5.7% 

>100000 Count 0 4 4 

 % within aprocat1 .0% 100.0% 100.0% 

  % within gender .0% 3.7% 3.3% 

Total  Count 13 109 122 

 % within aprocat1 10.7% 89.3% 100.0% 

  % within gender 100.0% 100.0% 100.0% 

4.5. Average Profit and Relevance of Education Qualification 

The majority of the traders have relevant educational background such as 

banking and finance, investment, and business. Traders with highly relevant education, 

31% (27/88) fall in the group of negative average profit (Table 6). 50% of the top 

performers with profit more than RM100, 000 are from either highly relevant or non-

relevant education qualification group. 
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Table 6: Average Profit and Relevance of Education Qualification 

    Relevance of Education Qualification Total 

 Average Profit   Highly Relevant Relevant  Not Relevant  

<0 Count 27 0 4 31 

% within rel_edu 31.00% 0.00% 13.30% 25.40% 

% within aprocat1 87.10% 0.00% 12.90% 100.00% 

0.1 - 2000 Count 10 1 6 17 

% within rel_edu 11.50% 20.00% 20.00% 13.90% 

% within aprocat1 58.80% 5.90% 35.30% 100.00% 

2001-5000 Count 11 0 6 17 

% within rel_edu 12.60% 0.00% 20.00% 13.90% 

% within aprocat1 64.70% 0.00% 35.30% 100.00% 

5001-10000 Count 12 1 3 16 

% within rel_edu 13.80% 20.00% 10.00% 13.10% 

% within aprocat1 75.00% 6.30% 18.80% 100.00% 

10001-20000 Count 10 3 3 16 

% within rel_edu 11.50% 60.00% 10.00% 13.10% 

% within aprocat1 62.50% 18.80% 18.80% 100.00% 

20001-40000 Count 8 0 1 9 

% within rel_edu 9.20% 0.00% 3.30% 7.40% 

% within aprocat1 88.90% 0.00% 11.10% 100.00% 

40001-60000 Count 3 0 2 5 

% within rel_edu 3.40% 0.00% 6.70% 4.10% 

% within aprocat1 60.00% 0.00% 40.00% 100.00% 

60001-100000 Count 4 0 3 7 

% within rel_edu 4.60% 0.00% 10.00% 5.70% 

% within aprocat1 57.10% 0.00% 42.90% 100.00% 

>100000 Count 2 0 2 4 

% within rel_edu 2.30% 0.00% 6.70% 3.30% 

% within aprocat1 50.00% 0.00% 50.00% 100.00% 

Total Count 87 5 30 122 

% within rel_edu 100.00% 100.00% 100.00% 100.00% 

% within aprocat1 71.30% 4.10% 24.60% 100.00% 

4.6. Average Profit and Relevance of Work Experience 

There are equal percentages of highly relevant and not relevant experienced 

traders to have negative, medium or highest average profit (Table 7). In other words, 

experience is not really relevant here. 

Table 7: Average Profit and Relevance of Work Experience 

 Relevance of Work Experience Total 

 Average Profit   Highly Relevant Relevant Not Relevant   

<0 Count 12 7 12 31 

 % within aprocat1 38.7% 22.6% 38.7% 100.0% 

  % within rel_exp 27.9% 29.2% 21.8% 25.4% 

0.1 - 2000 Count 3 5 9 17 

 % within aprocat1 17.6% 29.4% 52.9% 100.0% 

  % within rel_exp 7.0% 20.8% 16.4% 13.9% 

2001-5000 Count 4 2 11 17 

 % within aprocat1 23.5% 11.8% 64.7% 100.0% 

  % within rel_exp 9.3% 8.3% 20.0% 13.9% 

5001-10000 Count 6 3 7 16 
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 % within aprocat1 37.5% 18.8% 43.8% 100.0% 

  % within rel_exp 14.0% 12.5% 12.7% 13.1% 

10001-20000 Count 7 2 7 16 

 % within aprocat1 43.8% 12.5% 43.8% 100.0% 

  % within rel_exp 16.3% 8.3% 12.7% 13.1% 

20001-40000 Count 5 1 3 9 

 % within aprocat1 55.6% 11.1% 33.3% 100.0% 

  % within rel_exp 11.6% 4.2% 5.5% 7.4% 

40001-60000 Count 1 1 3 5 

 % within aprocat1 20.0% 20.0% 60.0% 100.0% 

  % within rel_exp 2.3% 4.2% 5.5% 4.1% 

60001-100000 Count 3 3 1 7 

 % within aprocat1 42.9% 42.9% 14.3% 100.0% 

  % within rel_exp 7.0% 12.5% 1.8% 5.7% 

>100000 Count 2 0 2 4 

 % within aprocat1 50.0% .0% 50.0% 100.0% 

  % within rel_exp 4.7% .0% 3.6% 3.3% 

  Count 43 24 55 122 

 % within aprocat1 35.2% 19.7% 45.1% 100.0% 

  % within rel_exp 100.0% 100.0% 100.0% 100.0% 

4.7. Regression analysis 

Using average profits as the dependent variable, and the demographic 

background of the traders as the explanatory variables, Model 1 in the regression 

analysis in Table 8 shows that the number of years joining the company is a significant 

factor in determining the profitability of the traders. The age, gender, relevant 

experiences prior to joining the company and education background do not explain the 

variations on the dependent variable. This supports the notions that on the job training 

and experience is important for the traders to make profits. 

Model 2 added credit limit as the explanatory variable and the findings shows 

that it is a significant predictor for the profit made. The adjusted R square has increase 

from 0.11 in Model 1 to 0.16 in Model 2. The number of years joining the company 

remains a significant predictor for the profit made. Relevant of experience prior to 

joining the company does not necessarily contribute to the profit made. In fact it could 

be a deterrent to the performance. Relevant experience includes those who prior to 

joining as proprietary day traders worked at the other divisions of the brokerage firm 

such as dealers‘ representatives or from the banking industry. The negative sign could 

be due to day trading requires different skill sets from the brokers or dealers‘ 

representatives. The new skill sets required to be a successful day trader dominates the 

prior brokerage experience of the traders.  
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Consistent with the practices and expectation on the traders, only those who have 

shown good track record will be given a higher credit. With higher credit limits, the 

traders were able to trade at a bigger volume and enable the traders to be more 

effective when applying scalp folding technique, a technique that was used by the 

majority of the traders. Thus, in terms of experience, education, gender, age does not 

have any significant impact on the profits made. 

Table 8: Results of the regression analysis 

  Model 1 

Unstandardized 

Coefficients 

 

t 

 

Sig. 

  Model 2 

Unstandardized 

Coefficients 

 

t 

 

Sig. 

  

  B       B       

(Constant) 23080.70 1.42 0.16   15398.51 0.96 0.34   

Age -588.13 -1.38 0.17   -499.54 -1.20 0.23   

Gender 197.29 0.02 0.98   4724.29 0.47 0.64   

No. of year join 4889.34 4.34 0.00 ** 2936.93 2.25 0.03 ** 

Relevant Experience -10793.87 -1.34 0.18   -13146.77 -1.66 0.10 * 

Relevant Education  -4136.78 -0.57 0.57   -5228.94 -0.74 0.46   

Capital Limit         5.59 2.74 0.01 *** 

R-squared 0.15 0.20 

Adjusted R-squared 0.11 0.16 

F-statistic 4.1 4.85 

Observations 122 122 

Dependent variable: Average Profit 

Notes: ***Level of significance at 1%, **Level of significance at 5%, *Level of 

significance at 10%.  

5. Conclusions 

This paper sheds lights on the factors that contributed to the profits of traders in 

the Malaysian market. The private data set was collected with permission from a local 

investment bank during the study period.  

More than 50% of the day traders in our sample were profitable and earning more 

than RM5000 a month. The average profit per month is about RM13303 but for the top 

performance they could easily achieve an average of RM200, 000 per month. The 

average traders trade about 10 counters per day while for the more aggressive traders 

they could trade more than 40 per day. The winning ratio (Profitable counters/Total 

counter traded) is about 41% with the average maximum of 77%. During the period of 

study, the trading profits obtained were from a period of rather bearish market. The 

composite index was at 1672 at the end of Oct and went down to 1619 at the end of 
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November and picked up to 1671 at the end of January. Regardless of the sentiment of 

the market, the traders were able to generate profits. Song et al. (2018) found that 

market sentiment does not significantly explain the profitability made by the trader. It 

shows that in a bullish market, the trader tended to trade more transactions; however 

that does not contribute significantly to the profits made. The skills that the traders 

possess would make them indifferent in varying market conditions and made 

consistent profits. The study found that the determining factors for profitability are not 

so much on the background such as age, gender educational background or prior 

experience in the stock broking industry of the candidates but more on the capital 

provided to the traders and also their years of service with the bank. This shows that 

the unique skill sets required is specific in day trading which are acquired through the 

years of service. In fact, the investment bank also imposes strict rules with regards to 

discipline trading such as cutting loss at specific target bids and thus minimising the 

risk of disposition effects.  

Further work in the area of prop trading could include compiling and 

complementing trading data with survey data of traders‘ attitudes and personality 

towards risk-taking. Such data could shed more light into trading motivation and 

strategy setups. Additionally, future studies could also be extended to take into account 

attributes of the investments, such as news and financial data, and also 

macroeconomics variables. 
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Abstract: 

Although there has been growing academic interest in the impact of director networks 

on M&A literature, little attention has been paid to whether network continuity affects 

bidders‘ performance, and whether there are any differences between the effect of 

independent director network on bidding firms‘ stock returns in emerging markets and that in 

developed economies. In this paper, we address these issues directly using data from 450 top 

Indian firms from 2000 to 2012. The findings reveal that the market adversely reacts to 

continuously connected deals as indicated by lower abnormal returns for bidders around the 

announcement periods. It, meanwhile, does not take into account the well-connectedness of 

independent directors in M&A transactions. 

Keywords: Abnormal returns; continuity; director networks; India; mergers and 

acquisitions 

 

1. Introduction 

There has been growing academic interest in the impact of director networks on 

different aspects of corporate finance and governance. Director networks can provide 

firms with market information, management practices, better contracts, and higher 

returns (Perry and Peyer, 2005; Cai and Sevilir, 2012; Field et al., 2013). Larcker et al. 

(2013), for example, demonstrate that firms with well-connected boards earn superior 

risk-adjusted stock returns and experience higher future return-on-assets growth. But, 

such networks may also spread bad practices and information, leading to a reduction of 

director effort, and possibly collusion (Loderer and Peyer, 2002; Jiraporn et al., 2009; 

Larcker and Tayan, 2010). 

Very few recent studies have addressed the impact of board connections on 

M&A performance. Two types of such connections have been examined: direct 

connections (i.e. the bidder and target share at least one director in the boardroom) and 

indirect connection (i.e. the bidder‘s network centrality). First, the literature on direct 
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connections focuses on whether the existence of a connection enhances the deal 

performance (Cai and Sevilir, 2012; Ishii and Xuan, 2014), while neglecting the 

potential effectiveness (or otherwise) of continuous connections among bidders and 

targets. Second, the literature on indirect connections build measures of connection 

either at the CEO-level or at the firm- level for all directors (e.g. Chikh and Filbien, 

2011; Liu, 2014; Renneboog and Zhao, 2014), but overlooks the influence of 

independent directors‘ network on M&A performance. This study seeks to fill these 

gaps in the literature. 

In particular, for the first type of connection, we analyse whether M&A 

performance increases with the length at which bidders and targets are continuously 

connected by shared directors. For the second type of connection, we study the 

networks of independent directors. In India, the concept of independent directors is 

relatively new. Recent regulatory developments mandate the inclusion of independent 

directors in Indian boardrooms, making the regulations and rules regarding 

independent directors in India on par with that in the US and the UK.  

This study combines reputation hypothesis (Fama and Jensen, 1983) and resource 

dependency theory (Pfeffer and Salancik, 1978). It is hypothesised that both 

continuous connections between bidder and target and network centrality (i.e. the well-

connectedness of bidders and of independent directors) will impact the acquirer‘s 

announcement CARs positively.  

To test these hypotheses, a sample of M&A transactions of the top 450 non-

financial Indian firms during the period 2000-2012 was constructed. Our results 

suggest that the market adversely reacts to continuously connected deals as indicated 

by lower abnormal returns for bidding firms around the announcement periods. This 

finding persists after our attempt to address the potential endogeneity issues arising 

from this type of connection and M&A performance. Meanwhile, using the IV 2SLS 

approach, we cannot find a significant relation between indirect connection measured 

by Degree and Closeness at independent director level and at firm level and the CARs. 

This implies that the market does not take into account this type of connection when it 

evaluates the M&A transaction. The result reveals that the ratio of independent 

directors positively impacts CARs.  

Our research contributes to the M&A and corporate governance literature in 

several important ways. First, the market expresses its concern about the effectiveness 

of deals whose bidders and targets have continuous connections via shared board 

members. It is likely that director quality (i.e. level of independence and participation 
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in corporate decisions) may reduce over time if they serve as a link between bidders 

and targets for a long time. Thus, this issue deserves a closer look and further analysis, 

especially in emerging markets where exist intensely powerful inside management, 

acting as controlling shareholders and holding key positions on corporate boards.  

Second, independent directors are expected to act as a powerful internal mechanism 

to protect the interests of shareholders and to improve the strategic operations of firms in 

emerging markets. From the point of view of outside investors, this internal mechanism 

may help compensate for governance regimes and institutional frameworks that may not 

be as effective as those in developed markets.  

The remainder of this paper is organized as follows. Section 2 provides an 

overview of relevant literature and presents the hypotheses; Section 3 describes 

measurement of director networks; Section 4 presents sample selection and variable 

construction; Section 5 reports results; and Section 6 concludes the study.  

2. Related Literature and Hypotheses Development   

We formulate our hypotheses on the relation between M&A announcement 

performance and the two distinct types of director networks. 

Direct and continuous connections and bidder’s announcement CARs 

Direct connections between bidders and targets via shared directors may provide 

related parties with informational advantages. For instance, Cai and Sevilir (2012) 

document that when at least one director sits on the board of both the bidder and target 

of an M&A deal, the bidder pays a lower acquisition premium, and at the same time 

experiences higher announcement returns. They attribute this result to the private 

information collected by the connected bidder via the shared directors. In a similar 

vein, Renneboog and Zhao (2014) show that the informational advantage could 

enhance trust between the related parties, leading to a higher probability of M&A deals 

being completed.  

Moreover, a long-term director engagement in both bidder and target is related to 

greater experience, commitment, competence and greater monitoring (Buchanan, 

1974; Salancik, 1977; Vance, 1983). This will probably impact M&A transactions 

positively. Specifically, there are multiple processes involved in an M&A transaction, 

such as due diligence, negotiation, and integration, all of which are dynamic and 

involve learning (March, 1991; Shimizu et al., 2004). The more the acquiring firm 

learns about the target firm, the better the acquisition performance will be (Ahammad 

and Glaister, 2013). Thus, prior understanding of related parties, if any, can of course 
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be very helpful. Through long-term interaction between both companies, shared 

directors are expected to understand well each related parties. 

Taking due diligence process for example, the long-term shared directors may 

know well the involved parties in terms of their cultural fit, employee capabilities and 

business competence, investment and financing issues, legal tax and IT issues. This 

will definitely help to expedite the negotiation, and streamline the integration 

processes, and reduce the risk of M&A failure due to any inappropriate choice of 

potential target. Even in the case of time constraint placed on the acquirer by the seller 

when there is a seller‘s market (Harvey and Lusch, 1995), earlier and wider knowledge 

about the target of the bidder via long-term shared directors will be a great advantage 

over other rivals in such a transaction.  

If the market realizes that it will benefit from continuously connected deals via 

long-term shared directors between bidders and targets, it will favourably react to such 

deals. This leads to our first testable hypothesis: 

Hypothesis 1: Acquirer‘s CARs increase with the level of direct and continuous 

connections between the acquirer and target.  

Network centrality and bidder’s announcement CARs 

Not only serving on either one or two boards, directors have been found to 

expand their connections via board memberships in multiple companies. There are 

conflicting arguments on the relationship between such board networks and firm 

performance. The first strand of literature (i.e. reputation hypothesis) suggests that the 

presence of outside directors on a board helps to improve firm performance and 

reduces agency problems. The rationale for this argument is that outside directors are 

motivated to build up their reputation as experts in decision control, and the quality of 

their performance as internal decision managers in other organizations will reflect the 

value of their human capital. They will work well to send a positive signal on their 

ability to the labor market (Fama and Jensen, 1983). Thus, outside directors with more 

board seats than others are expected to be more competent and experienced. In other 

words, a board whose independent directors with wide networks possibly signals its 

high quality (Paige Fields, Fraser and Subrahmanyam, 2012), which will, in turn, 

improve corporate performance.  

There exists ample empirical evidence that corroborates this viewpoint. In detail, 

board network is documented to provide firms with higher value (Sarkar and Sarkar, 2009; 

Field, Lowry and Mkrtchyan, 2013); better performance and market-to-book ratios (Masulis 
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and Mobbs, 2011); more board meeting attendance (Baccouche, Hadriche and Omri, 2014); 

higher future excess returns (Larcker, So and Wang, 2013); positive effects on R&D, 

patenting and innovation induced by information transmission through interlocks (Helmers 

et al., 2017; Chuluun et al., 2017).  

In the context of M&A, there has been little attention paid to the relationship 

between board network and the acquiring firm‘s shareholder wealth. The majority of 

research based on US and UK data concludes that board network helps to increase 

acquisition performance. Specifically, a positive association between the number of 

outside directorships held by independent directors and bidders‘ abnormal returns has 

been documented (Subrahmanyam et al., 1997; Harris and Shimizu, 2004; Chan and 

Emanuel, 2011). Frye and Wang (2010) note that busy boards are more knowledgeable 

since they are less likely to seek an FO from financial advisors in takeover activity. Using 

a sample of 200 acquisitions announced between 2000 and 2005, Chikh and Filbien 

(2011) report that well-connected CEOs in French firms are more likely to complete any 

deals in spite of a negative market reaction to acquisition announcement. Renneboog and 

Zhao (2014) find that board networks lead to higher success rate and shorter negotiation 

time. However, they do not find any evidence on market reaction to connected deal. Nor 

do they focus on the continuity of connection between bidders and targets.  

Another strand of literature suggests that widely connected directors do not have 

enough time to perform monitoring and advising roles, thus inversely impact a firm‘s 

market value as well as exacerbate agency problems (Ferris et al., 2003). 

The relevant number of hours needed by a director to fulfil his tasks depends on the 

complexity of the corporation and its operations (The Business Round table 2002). 

Meanwhile, firms in India are smaller in size and the proportion of transnational firms is 

lower as opposed to firms in the US or UK (Sarkar and Sarkar, 2012). Therefore, 

independent directors in India can afford to be on more boards than those in the US or UK.  

Moreover, in the context of the high proportion of group affiliates in Indian 

corporations, independent directors‘ networks via board memberships in different 

companies inside and outside each group are expected to become a vital link between 

the firm and the necessary resources (such as advice, information, commitment and 

legitimacy) needed to maximize corporate performance (Pfeffer and Salancik, 1978).  

Furthermore, if a bidder has a well-connected independent board, and is hence 

better informed, the bidder's inside management may be less likely to succumb to 

building empires through M&As at the expense of value creation. Evidence supporting 

this hypothesis has been documented for the US by Cai and Sevilir (2010).  
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In India, it is quite common to observe intensely powerful inside management, 

acting as controlling shareholders and holding key positions on corporate boards. For 

instance, in the top 500 Indian listed companies in 2008, three out of every five 

companies had a promoter as a board member. The ratio of companies with promoters 

as inside directors increased from 32% in 2003 to 47% in 2008 (Sarkar and Sarkar, 

2012). As a result, the presence of such better informed independent directors on 

Indian boards is remarkably important to protect shareholders‘ interests. 

If the market is aware that its interests will be protected by such a better informed 

independent board, and hence is persuaded that the bidder is unlikely to waste 

resources through an unsuccessful takeover, it will react positively to such a deal. This 

leads to our second testable hypothesis:  

Hypothesis 2: Acquirer‘s CARs increase with its level of network centrality. 

3. Measurement of Director Networks  

Two types of connections between bidders and targets in M&A transactions are 

measured below. 

Continuity of connection 

An M&A transaction is connected when a bidder and a target share at least one 

director at the announcement date. 

To quantify the continuity in connection between bidder and target, we count the 

number of years they have the same directors preceding the announcement date. For 

instance, for a deal between Amtek Auto Ltd and Ahmednagar Forgings Ltd with the 

announcement date of 31
st
 July 2008, based on the 2008 Corporate Governance (CG) 

report, both bidder and target share three directors. We manually check the number of 

years each director has simultaneously served in both boards without interruption 

using all CG reports since 2000. For example, if the three directors served in both 

boards in each of the years 2008, 2007, 2006, 2005, 2004, then the number of years of 

connection for this bidder-target pair is 5. If the three directors have different numbers 

of years in both boards, we take the average of years of connection of all shared 

directors of each bidder-target pair. 

Network centrality measures 

A bidder may be well-connected if it has relatively many channels of 

communication or resource exchange via its network centrality, yielding such a bidder 

more opportunities than other bidders.  
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Following Renneboog and Zhao (2014), we construct networks to quantify 

network centrality. Accordingly, each director (firm) is a vertex in the network and an 

annual network includes all directors (firms) in each year. Two matrices are created to 

measure network centrality at director level and bidder level. The first matrix utilizes 

all board directors sourced from bidders and targets and the second matrix consists of 

all firms from the research sample. Each cell in each matrix has a value of either 1 or 

0. The value of 1 indicates a connection and 0 indicates non-connection between 

directors (firms). Connections between two directors (firms) are established when 

these two directors are sitting on the same board in the same year (when two firms 

share one common director in the same year). Below are the illustrations of a 

director‘s networks based on the information extracted from the corporate governance 

reports of the sample firms in 2005.  

Figure 1: Illustration of a director‟s professional network 

 

Note: This figure depicts the director networks surrounding Deepak Parekh (the blue 

square in the middle of the graph). In this figure, each square stands for a vertex (director) in 

the network. Directors sitting on the same board establish links between them. The lines 

between squares are the links between vertices (directors).  
 

We use graph-theoretical measures, namely, Degree, Closeness as introduced in 

Proctor and Loomis (1951), Sabidussi (1966), respectively. These measures are basic 

dimensions of well-connectedness that are central to the social networks literature 

(Larcker, So and Wang, 2013). They reflect different aspects of network properties 

and have been used in recent finance studies such as Renneboog and Zhao (2011), 

Larcker et al. (2013), Liu (2014), Helmers et al. (2017), Chuluun et al. (2017).  

Degree is the number of direct links held by an individual director (company). 

Degree (C) indicates the number of companies connected to bidders by common 

directors, and Degree (I) describes the number of directors connected to the bidder‘s 
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independent directors. This network measure represents direct ability to collect 

information in the network. 

Normalized Closeness (nCloseness) is defined by the following formula where n-

1 represents the maximum possible direct ties that a vertex has, n is the number of 

vertices in the network, and the denominator is the sum of all geodesic paths from 

vertex v to any other vertex t: 

  
c (v)= 

        

∑       
 

nCloseness (C) represents how close a bidder is to other firms in the network. 

nCloseness (I) indicates how close an independent director is to other directors in the 

network. A higher closeness value indicates shorter distance to all other vertices in the 

network. This measure is defined over all connected vertices in the network (which 

means that all isolated vertices do not have a closeness measure) as in Renneboog and 

Zhao (2014). 

4. Sample selection and variable construction   

4.1. M&A data and firm-level data 

Our sample covers M&A deals between 2000-2012 by the top 450 non-financial 

firms sourced from the BSE 500 and the CNX 500 
1
 . Before 2000, there were 

relatively few M&A deals. More importantly, in 2000, the Securities and Exchange 

Board of India (SEBI) incorporated Clause 49 into the listing agreement, which 

requires all listed firms in India to file a corporate governance report with detailed 

information on board functions. Data on M&A deals and firm characteristics are 

collected from the Prowess database of the Centre for Monitoring the Indian Economy 

(CMIE), Thomson One and Bloomberg database. The merging process among the 

three databases is carried out based on bidders‘ ISIN codes and deal announcement 

dates. Our sample includes 426 deals, of which 327 were completed. Ownership and 

business-group affiliation were sourced from the Prowess IQ database 
2
 . 

4.2. Network and corporate governance data 

Data for network measures and board characteristics were collected manually 

from CG reports in Prowess. We extracted all directors‘ names and categories (e.g. 

executive, non-executive, independent, non-independent). We manually checked the 

accuracy of the extracted names due to the print quality of a number of CG reports, 

especially those before 2004 in Prowess. For the years without CG reports in Prowess, 

we relied on company websites and other online resources. After obtaining all director 
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names for bidders and targets for the research period, we cleaned these names with 

tailored software, because director names in CG reports follow different formats. 

Accordingly, names may start with or without titles or contain varying spaces among 

first names, middle names and last names. The majority of reports have director names 

ending with special characters (e.g. #, *). Moreover, the components of a director‘s 

name change from firm to firm. So surnames can be accompanied by different 

combinations of first and middle names. 

To avoid this problem, after being cleaned, names were checked against those 

available in the Capital IQ-Professional. Based on the surname and first-name initial, 

similar names from all firms are arranged next to one another to facilitate the checking 

process. This process helps to allocate the same name for the same person, which 

supports our measurement of director connections over time. Overall, it took more 

than a year to extract and clean network and corporate governance data.  

4.3. Methods  

We test the relation between networks at firm level and at independent director 

level and bidders‘ M&A performance around the announcement date.  

The event study methodology is used to examine the short-term stock price 

reaction to mergers and acquisitions under the impact of board network. The rationale 

for applying event study is that it captures the influence of a specific unanticipated 

event related to a firm on the wealth of its shareholders by analysing the abnormal 

returns around the event period (Brown and Warner 1980, 1985). In this study, 

following Masulis et al. (2007), the performance of M&A is measured by cumulative 

abnormal returns (CARs) over the three-day event window (-1, +1) using the market 

model. The parameters for the market model are estimated over the (-190, -20) interval 

using the BSE Sensex index returns.  

Short-window event studies provide the most statistically reliable evidence on 

whether M&A creates value for shareholders or not. The accuracy will be lower when 

more days are included in the event window because of the possibility of confounding 

effects from other market events (Mackinlay, 1997). Additionally, the commonly used 

event windows are the three days (i.e. one day before the announcement to one day 

after the announcement date) and a longer window beginning several days prior to the 

announcement (Andrade et al., 2001; Hackbarth and Morellec, 2008).  

In our analysis, we control for firm size (Moeller et al., 2004); firm age; board tenure 

(Vafeas, 2003); board size; percentage of independent directors (Byrd and Hickman, 1992); 
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more than 3 directorships; CEO duality (Core, Holthausen and Larcker, 1999); foreign 

promoter ownership (Khanna and Palepu, 2000;  Sarkar and Sarkar, 2000; Douma et al., 

2006; Bhaumik and Selarka, 2012); whether target and bidder are in the same industry 

(Morck, Shleifer and Vishny, 1990); toehold (Cai and Sevilir, 2012); whether target and 

bidder are in the same group. All variables are measured in constant price. We also include 

year fixed effects and industry fixed effects in all regressions to control for potential 

systematic differences in time. All variables are defined in the Appendix. A number of tests 

were conducted to check if there is any evidence of autocorrelation and heteroscedasticity in 

the data. Using Breusch-Godfrey LM test for autocorrelation, we find no evidence for serial 

correlation in the data (p-values greater than 0.42, Tables 3 and 4). Using Breusch-

Pagan/Cook-Weisberg test for the null hypothesis that the variance of the residuals is 

homogenous, we find no evidence for heteroscedasticity in the data (p-values greater than 

0.15, Tables 3 and 4). All t-statistics are based on robust, firm-clustered standard errors.  

Potential endogeneity issues 

It is not uncommon for studies in corporate governance to be plagued by endogeneity 

(Bhagat and Jefferis, 2002). Regarding the direct and continuous connection, there is a 

concern that board connections do not arise randomly, and they may be related to some 

factors which could independently influence M&A outcome (Cai and Sevilir, 2012). To 

address this potential issues, we follow Cai and Sevilir (2012) and take into account factors 

that may independently influence M&A outcome: board tenure; corporate governance and 

board characteristics of the acquirer; firm similarity between the acquirer and the target in 

connected transactions; and the existence of a previous business relation between the acquirer 

and the target. We also control for other unobservable firm characteristics of the acquirer in 

connected transactions by comparing the connected and non-connected deals made by the 

same acquirer. To do this, only bidders that have both connected deals and non-connected 

deals were included in this sub-sample. This reduced the sample size to 110 deals. We first 

perform the univariate tests to compare the CARs over three event windows of bidders who 

have both connected and non-connected deals. We then analyze the impact of the continuous 

connection between these bidders and their targets on their announcement CARs. 

With respect to bidder‘s network centrality and M&A performance, a possible 

criticism is that director memberships could be endogenous (Fich and Shivdasani, 2006; 

Jiraporn et al., 2009). Specifically, better-connected independent directors may have a 

positive impact on corporate performance (e.g. M&A). However, the direction of 

causality may be reverse; bidders with better performance potential may merely attract 

better-connected directors. Very few recent studies have addressed such potential 
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endogeneity issues. They use an instrumental variable approach and/or natural 

experiments such as a change in corporate governance policy that impact directors‘ 

network centrality (e.g. Renneboog and Zhao, 2011; Chuluun, Prevost and Upadhyay, 

2017; Lei and Deng, 2014). In our study, we follow the approach of Renneboog and Zhao 

(2011) and select board size and percentage of independent directors as the instrumental 

variables in our IV 2SLS. These instruments are also applied in another related study of 

Chuluun et al. 2010 to examine the impact of board networks on the cost of corporate debt 

for US firms. A number of tests were conducted to check the validity of the instruments 

used in our IV 2SLS estimations including underidentification test, weak identification 

test, and test of overidentifying restrictions. The results obtained from the tests in Table 4 

reflect that the instruments used in our IV 2SLS are valid.  

5. Results   

In this section, we first provide descriptive statistics on M&A and bidder 

characteristics, then report results and robustness checks on market reaction to network 

measures around M&A announcements.  

5.1. Descriptive statistics 

Figure 2 shows the number of (connected) deals over the period 2000-2012. Most 

takeover announcements in the sample size occur from 2005 onwards. On average, 

14% of all acquisitions are connected. This ratio is much higher compared to the US 

takeover samples in Wu (2011) and Ishii and Xuan (2014) (6.38% and 10.60% 

respectively), and to the UK sample in Renneboog and Zhao (2014) (9.4%). 

Figure 2: Distribution of M&As over period 2000-2012 

 

Source: Prowess, Thomson One 
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Table 1 reports the characteristics of M&A deals, including the number of 

announcements per bidder, completion rate, the cumulative abnormal returns (CAR). 

Nearly half of the bidders (i.e. 48.15%) acquire more than one target (Panel A). The 

success rate of our M&A sample is 76.76%. Based on the shared directors between 

bidder and target, deals are classified into connected and not-connected ones (Panel 

B). The success rate is lower in connected deals (74.14% versus 77.17%).  

Table 1: M&A transaction characteristics 

Panel A. Number of M&A announcements by bidder 

Deals per bidder Number of bidders Percentage 

1 112 51.85% 

2 47 21.76% 

3 33 15.28% 

4 13 6.02% 

5 3 1.39% 

6 4 1.85% 

7 3 1.39% 

9 1 0.46% 

Total 216 100% 

Panel B. M&A completion rate 

Group Completed deals Total M&A announcements Success rate 

All 327 426 76.76% 

Connected 43 58 74.14% 

Not-connected 284 368 77.17% 

Panel C. Cumulative abnormal returns for the bidders 

  N Mean St.dev. Median 

CAR[-1, +1] All 426 0.600 5.539 0.163 

 Connected 58 -0.598* 4.867 -0.585
b
 

 Not-connected 368 0.789 5.621 0.248 

CAR[-5, +5] All 426 0.428 9.527 0.294 

 Connected 58 -2.748*** 10.114 -3.492
a
 

 Not-connected 368 0.928 9.347 0.807 

CAR[-10, +10] All 426 1.073 13.805 0.526 

 Connected 58 -2.884** 13.729 -4.690
a
 

 Not-connected 368 1.697 13.732 1.156 

Note: This table presents M&A transaction characteristics. Panel A shows the number 

of M&A announcements per bidder. Panel B shows the completion rate by subsamples of 

connected and non-connected deals. Panel C reports the bidder announcement CARs for the 

event windows: [-1,+1], [-5,+5] and [-10,+10]. Day 0 is the announcement date. ***, **, * 

indicate that differences in mean between connected and not-connected deals are significant at 

1%, 5%, and 10%, respectively. a, b, c indicate differences in median between connected and 

non-connected deals at 1%, 5%, and 10%, respectively using Mann-Whitney-Wilcoxon 

nonparametric test. 

In Panel C, we present bidders‘ CARs over three main windows, namely (-1, +1), 

(-5, +5), (-10, +10). Contrary to the findings in developed countries (e.g. Jensen and 

Ruback, 1983; Andrade et al., 2001), bidders‘ CARs in our sample are positive in all 

three event windows. There is similar evidence reported in previous studies on the 
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Indian market (Chakrabarti, 2008; Zhu and Malhotra, 2008; Ma et al., 2009; Dixit, 

2011; Jit Singh Mann and Kohli, 2011). On average, connected deals have a 

substantially lower CAR than unconnected deals in all three event windows.  

Table 2 exhibits bidders‘ characteristics. Out of 58 connected deals, the number 

of years of continuous connection between bidders and targets before the M&A 

announcement date is, on average, 3.45 (Panel A). Panels B and C report bidder‘s 

centrality measures at company level and at independent director level. In detail, on 

average, bidder directors in our sample serve in eight other boards, compared to six in 

the UK as documented by Renneboog and Zhao (2014). The average number of 

directors connected to the bidder independent directors is 20. Panel E contains bidders‘ 

statistics on financial information and board characteristics. 

Table 2: Bidder characteristics 

Panel A. Direct connection between bidders and targets 

 

N Mean St.dev. Min 25% Median 75% Max 

Connected (C) 426 0.136 0.343 0 0 0 0 1 

Continuity (C) 58 3.453 2.418 1 1.860 3 4 10 

Panel B. Bidder‘s network centrality at company level 

 N Mean St.dev. Min 25% Median 75% Max 

Degree (C) 426 7.486 7.026 0 2 5 11 31 

nCloseness(C) 426 0.264 0.111 0 0.241 0.292 0.333 0.429 

Panel C. Bidder‘s network centrality at independent director level 

 

N Mean St.dev. Min 25% Median 75% Max 

Degree (I) 426 19.705 13.142 0 12 18 27 61 

nCloseness(I) 426 0.215 0.093 0 0.203 0.243 0.275 0.339 

Panel D. Director tenure 

Average tenure N Mean St.dev. Min 25% Median 75% Max 

Board tenure 426 4.270 2.141 1 2.560 4.185 5.780 10.500 

Ind. director tenure 426 3.917 2.130 0 2 3.750 5.400 10.500 

Panel E. Other bidder characteristics 

 

N Mean St.dev. Min 25% Median 75% Max 

Total assets (INR m) 426 57,067.130 204,407.300 144.500 6,312.100 14,165.700 39,363.400 2,500,000 

Cash/total assets  426 0.019 0.053 0 0 0.001 0.009 0.361 

EBITDA/total assets 426 0.164 0.083 0 0.110 0.150 0.200 0.460 

Debt/total assets 426 0.241 0.171 0 0.095 0.247 0.360 0.657 

Ind.directors/board size 426 0.514 0.133 0 0.440 0.500 0.580 0.940 

Board size 426 11.009 3.438 4 9 10.500 13 22 

Ex. directors/board size 426 0.261 0.126 0.063 0.143 0.250 0.350 0.833 

Foreign promoter own. 426 0.086 0.190 0 0 0 0.008 0.800 

Same group 426 0.495 0.501 0 0 0 1 1 

Note: This table provides statistics on the direct connections between bidders and 

targets, bidders‘ network centrality measures, and other bidder characteristics. Panel A shows 

the statistics on the direct connections bidders and targets. Panel B shows bidder‘s network 

centrality measures at company level. Panel C shows the statistics on bidder‘s network 

centrality measures at independent director level. Panel D presents director tenure. Panel E 

shows other bidder characteristics. 
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5.2. Regression results 

In this section, we provide the results on the impact of both continuous 

connections and network centrality on the acquirer‘s announcement CARs. 

Direct and continuous connections and acquirer‘s announcement CARs 

Table 3 reports the effects of direct and continuous connection between bidder and 

target on bidder‘s announcement CARs. We predict that bidder‘s announcement CARs 

increase with the level of direct and continuous connection between acquirer and target. 

Model 1 shows that the market reacts negatively to deals where a bidder and a target are 

connected via shared board members. Specifically, bidder‘s CARs is negatively related to 

the coefficient on Connected (C), controlling for firm characteristics.  

Table 3: Bidder‟s announcement CARs (-1, 1) and direct and continuous connection 

between bidders and targets 

  (1) (2) (3) (4) 

 Connected (C) Continuity (C) 

 

Connected (C) 

 

Continuity (C) 

 

Network measures -1.4635* -0.4131*** -1.6208** -0.4120** 

 (0.7581) (0.1572) (0.7655) (0.1606) 

Firm size -0.1750 -0.1732 -0.0661 -0.0701 

 (0.2379) (0.2379) (0.2835) (0.2834) 

Firm age -0.0262** -0.0268** -0.0264** -0.0275** 

 (0.0111) (0.0110) (0.0119) (0.0119) 

Board tenure   -0.0454 -0.0046 

   (0.2456) (0.2463) 

Board size   -0.7864 -0.7459 

   (1.0219) (1.0171) 

Independent directors (%)   0.0387* 0.0391* 

   (0.0218) (0.0218) 

More than 3 directorships   -0.0222* -0.0228* 

   (0.0127) (0.0128) 

CEO duality   -0.0441 -0.0127 

   (0.7177) (0.7158) 

Foreign promoter ownership   0.0469*** 0.0453*** 

   (0.0173) (0.0173) 

Same industry   0.5947 0.5607 

   (0.6511) (0.6522) 

Toehold   0.8574 0.7646 

   (0.5939) (0.5918) 

Same group   0.0570 0.0959 

   (0.6264) (0.6234) 

Constant 2.2526 2.1131 1.2043 1.0349 

 (2.6537) (2.6591) (3.1786) (3.1869) 

Year and industry fixed effects Yes Yes Yes Yes 

R-square 0.1577 0.1611 0.1928 0.1944 

Breusch-Godfrey LM test 0.42 0.51 0.59 0.68 

Breusch-Pagan/Cook Weisberg 

test 

0.15 0.17 0.19 0.20 

Number of observations 426 426 426 426 

Note: This table presents results examining the impact of direct and continuous 

connection between bidders and targets on bidder‘s announcement CARs (-1, 1). Robust 

standard errors are between brackets. ***, **, * stand for statistical significance at the 1%, 

5% and 10% level, respectively. 
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This finding is different from other studies using US and UK data. Specifically, 

using a sample of 1,664 completed US mergers and acquisitions between 1996 and 

2008, Cai and Sevilir (2012) find that acquirer returns are higher in transactions where 

bidder and target share a common director. Meanwhile, Renneboog and Zhao (2014) 

do not find any evidence that the market acknowledges connections between bidders 

and targets as the announcement returns are not statistically different from those 

bidders and targets which are not connected.  

In Model 2, we observe that CARs decrease if bidders and targets have been 

continuously connected before the announcement date. The coefficient on continuity 

of connection is negative and statistically significant. In Model 4, when further 

controlling for board characteristics and deal characteristics, we obtain the same 

results (p-value = 0.011). Considering a one standard deviation increases in the 

continuity of connection, we find that bidders‘ CARs decrease by 0.61%. Hence, we 

reject Hypothesis 1, and conclude that bidder‘s announcement CARs decrease with the 

level of direct and continuous connection between acquirer and target. The intuition 

behind the adverse reaction of the market to such deals is that the shared directors in 

continuously connected deals may reduce their effectiveness and independence over 

time. This possibly arises from the following reasons: First, inside management in 

either bidders or targets are potentially more able to influence or sway the shared 

directors‘ opinions after a long period of interaction; Second, these shared directors 

may take actions in favour of one firm at the expense of the other due to their ties 

(through stock ownership and personal connections with colleagues) with the 

employer for whom they work longer. Personal relationship may hamper the shared 

director‘s judgement and lead to flawed decision-making (Ishii and Xuan, 2014), 

which may be severe over time. Thus, the market believes that these shared directors 

may be unable to provide consulting effectively, and may let strategic corporate 

decisions be taken with undue influence of the inside management. This leads to an 

unfavourable reaction of outside investors to continuously connected deals.  

Consistent with the previous research, in Table 3, we find that bidders‘ CARs are 

negatively related to firm age (Bhaumik and Selarka, 2012), and positively related to 

the following control variables: the ratio of independent directors (e.g. Byrd and 

Hickman, 1992; Jackling and Johl, 2009); and foreign promoter ownership (Khanna 

and Palepu, 2000; Sarkar and Sarkar, 2000; Bhaumik and Selarka, 2012).  

Network centrality and the acquirer‘s announcement CARs 
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Tables 4 report the effect of network centrality on acquirer‘s announcement 

CARs. We hypothesize that the acquirer‘s announcement CARs in M&As increase 

with the level of its centrality in the network. However, we do not find sufficient 

evidence for Hypothesis 2, using network centrality measures at both company level 

and independent director level.  

At the firm level, the coefficients on Degree (C) and on nClosenness (C) are 

positive and insignificant in Models 1-2, after we control for firm, board, and deal 

characteristics that could affect the occurrence of M&A transactions. At the 

independent director level, the coefficients on Degree (I) and on nCloseness (I) are 

insignificantly positive in Models 3-4.  

One concern with our analysis is that there may exist the causality in the relation 

between bidder‘s network centrality and its CARs. To address this potential 

endogeneity issue, we apply a two-stage least squares instrumental variable regression 

(IV 2SLS). Models 5-6 report the results at firm level and Models 7-8 show the results 

at independent director level. At both levels, we find an insignificant relation between 

bidder‘s network centrality and its announcement CARs after controlling for 

governance and deal characteristics.  
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Table 4: Bidder‟s announcement CARs (-1, 1) and Bidder‟s centrality at firm level and independent director level 

CARs (-1,1) 

  OLS     IV 2SLS   

  (1) (2) (3) (4)  (5) (6) (7) (8) 

Panel A: Network centrality at firm level         

Degree (C ) 0.0419  
  

 0.2275 
 

  

 
(0.0508)  

  
 (0.2243) 

 
  

nCloseness (C)  3.5716 
  

 
 

12.2876   

 
 (3.0029) 

  
 

 
(11.1872)   

Panel B: Network centrality at independent director level      

Degree (I )   0.0324     0.1102  

   
(0.0261)    

 
(0.0759)  

nCloseness (I)    4.4165     12.8164 

   
 (3.5014)   

 
 (13.5993) 

Number of observations 426 426 426 426  426 426 426 426 

R-square 0.1797 0.1813 0.1813 0.1817  0.1192 0.1161 0.1195 0.1230 

Control variables Yes Yes Yes Yes  Yes Yes Yes Yes 

Year and industry fixed effects  Yes Yes Yes Yes  Yes Yes Yes Yes 

Underidentification test (p-value)      0.0000 0.0000 0.0000 0.0000 

Weak identification test      10.662 13.671 22.632 12.598 

Test of overidentifying restrictions (p-value)      0.2444 0.2478 0.1890 0.1404 

Note: This table presents results examining the impact of bidder network centrality at firm level and independent director level on bidder‘s 

announcement CARs (-1, 1). Robust standard errors are between brackets. ***, **, * stand for statistical significance at the 1%, 5% and 10% level, 

respectively.The second stage estimates of network centrality variables in IV 2SLS are presented. For brevity the estimates for the additional control 

variables are not tabulated. The details are available from the author upon request. 
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In terms of the validity of the instruments used in the IV 2SLS estimations, 

underidentification tests, weak identification test, and test of overidentifying 

restrictions were reported in Table 4. The results obtained from the tests reflect that the 

instruments used in the IV 2SLS are valid.  

To sum up, we cannot find a significant relation between network centrality 

measured by Degree and Closeness at both firm level and independent director level 

and the CARs, using the OLS regessions and the IV 2SLS estimations. It seems that 

deals conducted by either a well-connected bidder or a bidder with well-connected 

independent directors do not matter much to outside investors in India.  

This finding is consistent with Renneboog and Zhao (2014) who find no relation 

between bidder‘s centrality and announcement CARs for UK firms. However, our finding 

differs from other research based on US data which reports a positive effect of board 

network on acquisition performance (Harris and Shimizu, 2004; Cai and Sevilir, 2012). 

The study also reveals that the ratio of independent directors positively impacts CARs.  

5.3. Other robustness checks 

In this section, we conduct additional robustness checks for the relation between 

director networks and M&A announcement performance: First, we include extra 

variables of firm and deal characteristics. Second, we change event windows. Third, 

we control for other unobservable firm characteristics of the acquirer in connected 

transactions. For the third check, we compare the connected and non-connected deals 

made by the same acquirer. Our sample size reduces significantly to 110 in this 

specification because we focus only on the deals made by acquirers that undertake at 

least one acquisition where they have a board connection to the target. Fourth, we 

relate the analysis to the recent global financial crisis. All of these robustness results 

are reported in Tables 5-7 below. 

In Table 5, we re-estimate the regressions from Table 3 by including extra 

variables to further control for deal characteristics (i.e. relative deal size (Moeller, 

Schlingemann and Stulz, 2004)), and for bidder characteristics including ROA, cash-

to-total assets, leverage, RD-to-total assets (Banerjee et al., 2014; Renneboog and 

Zhao, 2014; Lamin, 2013). The coefficient on continuity of connection is consistently 

negatively related to bidders‘ CARs with p-value less than 0.01 (Model 2). With one 

standard deviation increase in the continuity of connection, bidders‘ CARs decrease by 

0.81%. In model 4, when further controlling for governance and deal characteristics, 

we reach the same conclusion.  
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Table 5: Bidder‟s announcement CARs (-1, 1) and direct connections  

(extra control variables) 

  (1) (2) (3) (4) 

  

Connected 

(C) 

Continuity 

(C) 

Connected 

(C) 

Continuity 

(C) 

Network measures -2.0348** -0.5046*** -1.9826** -0.4488** 

 

(0.8211) (0.1797) (0.8195) (0.1789) 

Firm size  -0.3163 -0.3209 -0.1952 -0.1829 

 

(0.2931) (0.2937) (0.3532) (0.3531) 

Firm age -0.0143 -0.0165 -0.0122 -0.0145 

 

(0.0123) (0.0122) (0.0131) (0.0131) 

Relative deal size 0.0228* 0.0221* 0.0199* 0.0192 

 

(0.0121) (0.0120) (0.0120) (0.0119) 

ROA  0.0127 0.0097 0.0144 0.0105 

 

(0.0476) (0.0481) (0.0466) (0.0475) 

Cash-to-total assets -0.1424 -0.1525 -0.1279 -0.1330 

 

(0.1148) (0.1148) (0.1313) (0.1317) 

Leverage 0.0275 0.0281 0.0348 0.0356 

 

(0.0208) (0.0209) (0.0219) (0.0220) 

RD-to-total assets -0.2905 -0.3063 -0.1947 -0.2188 

 

(0.4789) (0.4827) (0.4924) (0.4977) 

Board tenure 

  

-0.1777 -0.1346 

   

(0.2908) (0.2919) 

Board size 

  

-1.4154 -1.4035 

   

(1.1205) (1.1155) 

Independent director (%) 

  

0.0256* 0.0258* 

   

(0.0232) (0.0232) 

More than 3 directorships 

  

-0.0159 -0.0179 

   

(0.0157) (0.0158) 

CEO duality dummy 

  

-0.0857 -0.0470 

   

(0.7826) (0.7773) 

Foreign promoter ownership 

  

0.0285* 0.0270* 

   

(0.0173) (0.0174) 

Same industry 

  

0.7663 0.7264 

   

(0.7502) (0.7493) 

Toehold 

  

1.1571* 0.9899 

   

(0.6724) (0.6743) 

Same group 

  

-0.3287 -0.3481 

   

(0.6737) (0.6686) 

Constant 1.4822 1.3277 2.1765 1.9970 

 

(3.3955) (3.3815) (3.9046) (3.9109) 

Year fixed effects  Yes Yes Yes Yes 

Industry fixed effects Yes Yes Yes Yes 

R-square 0.2241 0.2253 0.2557 0.2538 

Number of observations 314 314 314 314 

Note: Robust standard errors are between brackets. ***, **, * stand for statistical 

significance at the 1%, 5% and 10% level, respectively 
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The same results are obtained when we expanded the event windows to CARs (-

5, 5) and CARs (-10, 10). At CAR (-5, +5), the coefficient on continuity of connection 

is significant and negatively associated with bidder‘s CARs (β = -0.7696, p-value = 

0.011). At CAR (-10+10), the same relation holds (β = -0.8584, p-value = 0.059) 
3
  

The negative and statistically significant relation between continuously 

connected deals and bidder‘s CARs continues to hold in Table 6 with a sub-sample of 

110 observations of bidders who have both connected and not-connected deals (β =-

0.6217; p-value = 0.027, Model 4) 
4
 

Table 6: Bidder‟s announcement CARs (-1, 1) and direct connections  

(sub-sample) 

  (1) (2) (3) (4) 

  

Connected 

(C) 

Continuity 

(C) 

Connected 

(C) 

Continuity 

(C) 

Network measures -1.9213* -0.5374* -2.5357* -0.6217** 

 

(1.2623) (0.2843) (1.4173) (0.2752) 

Firm size 0.9988 1.0402 0.5426 0.6639 

 

(0.8788) (0.8864) (1.1593) (1.1615) 

Firm age -0.0420 -0.0405 -0.0562* -0.0593** 

 

(0.0305) (0.0297) (0.0296) (0.0292) 

Board tenure 

  

0.7176 0.9115 

   

(0.8426) (0.8731) 

Board size 

  

1.2486 0.9483 

   

(5.1551) (5.1436) 

Independent directors (%) 

  

0.0078 0.0033 

   

(0.0637) (0.0649) 

More than 3 directorships 

  

0.0314 0.0283 

   

(0.0530) (0.0527) 

CEO duality 

  

-2.4791 -1.7432 

   

(2.5627) (2.5668) 

Foreign promoter ownership 

  

0.0948* 0.0937* 

   

(0.0536) (0.0537) 

Same industry 

  

1.4331 1.1474 

   

(1.6704) (1.6755) 

Toehold 

  

4.6353** 4.4584** 

   

(1.6119) (1.5752) 

Same group 

  

-1.2771 -1.4423 

   

(1.4428) (1.4495) 

Constant -4.5636 -5.8638 -9.3878 -10.0643 

 

(8.8550) (8.8057) (11.6942) (11.7389) 

Year fixed effects Yes Yes Yes Yes 

Industry fixed effects Yes Yes Yes Yes 

R-square 0.3735 0.3764 0.5096 0.5087 

Number of observations 110 110 108 108 

Note: This table shows the impact of the continuous connection between bidder and 

target on bidder‘s CAR (-1, +1). Bidders are those who have both connected and not-

connected deals. Robust standard errors are between brackets. ***, **, * stand for statistical 

significance at the 1%, 5% and 10% level, respectively. 
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In Table 7, we re-estimate the regressions from Table 3 using deals from 2000 to 

2007 for Models 1-4 and deals from 2008 to 2012 for Models 5-8. The results show 

that the magnitude and the levels of significance of the coefficients on Connected C 

and Continuity C are larger for the 2000-2007 period when compared to the 2008-2012 

period in our sample. However, both periods reflect that network continuity negatively 

impacts bidder‘s announcement CARs (Models 1-8) 

To sum up, our results so far suggest that direct and continuous connections 

between bidder and target lead to lower announcement returns for acquirers, whereas 

no significant relation between network centrality and bidder‘s CARs is 

acknowledged.  
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Table 7: Bidder‟s announcement CARs (-1, 1) and direct and continuous connection between bidder and target  

(before and after global financial crisis). 
  2000-2007 2008-2012 

  (1) (2) (3) (4) (5) (6) (7) (8) 

  

Connected  

 (C) 

Continuity  

(C) 

Connected  

(C) 

Continuity  

(C) 

Connected  

(C) 

Continuity 

 (C) 

Connected 

 (C) 

Continuity 

 (C) 

Network measures -2.9090** -1.1316*** -3.2006*** -1.1612*** -0.4226* -0.2993** -0.8006* -0.3686** 

 

(1.1378) (0.3749) (1.0955) (0.3367) (1.2741) (0.2002) (1.3223) (0.2175) 

Firm size  -0.0536 -0.1067 0.0542 0.0331 -0.3256 -0.2690 -0.1869 -0.1726 

 

(0.3661) (0.3696) (0.4808) (0.4789) (0.3591) (0.3518) (0.3960) (0.3922) 

Firm age -0.0138 -0.0136 -0.0102 -0.0100 -0.0342* -0.0362* -0.0452** -0.0490** 

 

(0.0160) (0.0158) (0.0169) (0.0168) (0.0186) (0.0186) (0.0207) (0.0208) 

Board tenure 

  

-0.0339 -0.0580 

  

0.1680 0.2329 

   

(0.4559) (0.4558) 

  

(0.3745) (0.3780) 

Board size  

  

-1.7255 -1.7771 

  

-0.5432 -0.2871 

   

(1.4888) (1.4709) 

  

(1.5765) (1.5622) 

Independent directors (%) 

  

0.0432* 0.0405* 

  

0.0138* 0.0116* 

   

(0.0314) (0.0318) 

  

(0.0448) (0.0448) 

More than 3 directorships 

  

-0.0262 -0.0284 

  

-0.0237 -0.0243 

   

(0.0221) (0.0220) 

  

(0.0180) (0.0181) 

CEO duality 

  

-0.0524 -0.1145 

  

0.3250 0.2097 

   

(1.0986) (1.0835) 

  

(1.1216) (1.1330) 

Foreign promoter ownership 

  

0.0512** 0.0475** 

  

0.0418* 0.0415* 

   

(0.0266) (0.0266) 

  

(0.0243) (0.0243) 

Same industry 

  

0.0042 0.0130 

  

1.2105 1.1683 

   

(1.0479) (1.0546) 

  

(1.0511) (1.0590) 

Toehold 

  

1.6428 1.5053 

  

0.2375 0.1885 

   

(0.9770) (0.9626) 

  

(0.7962) (0.7822) 

Same group  

  

-0.8514 -0.7195 

  

1.2861 1.4436 

   

(1.0875) (1.0659) 

  

(0.9376) (0.9403) 

Constant 1.2333 1.3148 2.5270 2.7468 1.2564 0.7354 1.5176 0.4391 

 

(3.6630) (3.6747) (4.7322) (4.7403) (4.2719) (4.2607) (5.1554) (5.1485) 

Year and industry fixed effects  Yes  Yes  Yes  Yes  Yes  Yes  Yes  Yes  

R-square 0.2292 0.2391 0.2829 0.2891 0.2142 0.2219 0.2560 0.2656 

Number of observations 231 231 231 231 195 195 195 195 

Note: This table shows the impact of the direct and continuous connection between bidder and target on bidder‘s CAR (-1, +1) 

before and after financial crisis. Robust standard errors are between brackets. ***, **, * stand for statistical significance at the 1%, 

5% and 10% level, respectively. 
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6. Conclusions   

In this paper, we first examine how the continuity of the connection between 

bidder and target impacts bidding firms at the deal announcement date. We then figure 

out whether bidder‘s network centrality at firm level and at independent director level 

matters to outside investors when M&A deals are announced.  

The analysis involves M&A transactions of the top 450 non-financial Indian 

firms during the period 2000-2012. The results suggest that the market adversely 

reacts to continuously connected deals, whereas its response to deals in which bidders 

and independent directors are well-connected are not entirely clear at announcement 

periods. Both OLS and IV 2SLS estimations report a statistically insignificant relation 

between bidders‘ network centrality at the firm level and independent director level 

and bidders‘ CARs.  

The findings in our study have both theoretical and practical implications. With 

regard to theoretical implications, our study sheds light on the possibility that director 

quality (i.e. the level of independence and the effectiveness of participation in 

corporate decisions) may reduce over time if directors serve as a link between bidders 

and targets for a long time. Thus, our results support the management friendliness 

hypothesis (Vafeas, 2003), which argues that seasoned directors are more likely to 

befriend and less likely to monitor managers, especially when CEOs have the power to 

influence the director nomination process.  

This issue deserves a closer look especially in emerging markets where exist 

intensely powerful inside management, acting as controlling shareholders and holding 

key positions on corporate boards. In family business group firms, the concern is that 

managers may act for the controlling family, but not for shareholders in general 

(Morck and Yeung, 2003) (Type II- Agency Problems). The finding that the ratio of 

independent directors is positively related to bidder‘s CARs reflects the notion that 

independent directors are expected to protect shareholders‘ rights in the country where 

ubiquitous family business groups exist.  

Regarding practical implications, there are a number of issues that should be 

addressed as follows: First, our finding about the negative impact of continuously 

connected deals is a reminder that more due diligence on targets should be conducted 

before making a decision on this type of deal. Connections should not be regarded as 

substitutes for a thorough investigation in terms of the compatibility and potential 

synergy between two companies. More importantly, additional attention should be 
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given to the issue of effectiveness of shared directors between bidder and target over 

time. Third, the positive impact of independent directors on bidder‘s returns around the 

time of the M&A announcement reflects that the market does take into account the 

role of these directors regarding corporate strategic decisions, and has acknowledged 

the recent effort of the Indian government in strengthening board independence (i.e. 

Clause 49). As a result, on the part of Indian companies, to have more favourable 

assessments from outside investors, they should comply with the requirement on 

independent directors‘ ratio in the boardroom. Currently, there are still a number of 

firms that have not yet obeyed this rule. The level of non-compliance among Indian 

firms is around 12% in 2008 (Sarkar and Sarkar, 2012).  

Given the obvious impact of long-term shared directors between bidder and 

target on M&A transactions, future research should examine the influence of such 

directors on other corporate strategic decisions. Moreover, this study mainly focuses 

on the network centrality of independent directors and its influence on M&A deals. 

Further research should be conducted to analyse if there is any difference in the effect 

of non-independent directors‘ and independent directors‘ network centrality on 

corporate strategic decisions and overall performance.  

Appendix: Variable definitions 

Variable names Description Source 

Dependent variable   

CAR(-1, 1) Cumulative abnormal stock returns over a 3 

day event window around announcement 

date 

Prowess, BSE, 

calculation 

Independent variables  

Connected (C) Dummy variable that takes value of 1 if 

bidder and target share at least one director at 

M&A announcement date. 

Prowess, Thomson One, 

Capital IQ, 

Connected (I) Dummy variable that takes value of 1 if 

bidder and target share at least one 

independent director at M&A announcement 

date.  

Prowess, Thomson One, 

Capital IQ, 

Continuity (C) Average of number of years bidder and target 

share directors at M&A announcement date.  

Prowess, Thomson One, 

Capital IQ, calculation 

Continuity (I) Average of number of years bidder and target 

share independent directors at M&A 

announcement date.  

Prowess, Thomson One, 

Capital IQ, calculation 
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Variable names Description Source 

Degree (C) Number of companies connected by 

common directors 

Prowess, Capital IQ, 

calculation 

Degree (I) Number of directors connected to bidder 

independent director. We take average 

Degree value of independent directors in 

bidder board 

Prowess, Capital IQ, 

calculation 

nCloseness (C) Normalized Closeness (C). Inverse of sum of 

geodesic distances from bidder to all other 

companies, scaled by total number of 

reachable companies in the network.  

Prowess, Capital IQ, 

calculation 

nCloseness (I) Normalized Closeness (I). Inverse of sum of 

geodesic distances from bidder independent 

director to all other directors, scaled by total 

number of reachable directors in network. 

We take average Closeness value of all 

independent directors in bidder board. 

Prowess, Capital IQ, 

calculation 

Firm size  Natural logarithm of total assets  Prowess, calculation 

Firm age Number of years since incorporation Prowess, calculation 

Relative deal size  Ratio of deal value to bidder‘s market value 

of equity, where market value of equity is at 

the end of fiscal year prior to acquisition 

announcement date. 

Prowess, RBI, Thomson 

One 

ROA Earnings before interest, taxes, depreciation 

and amortization divided by book value of 

total assets 

Prowess, calculation 

Cash-to-total assets Cash and bank balances divided by total 

assets 

Prowess, calculation 

Leverage Sum of short-term and long-term debt 

divided by total assets 

Prowess, calculation 

R&D-to-total asset Research and development costs divided by 

to total assets 

Prowess, calculation 

Board tenure Average number of years directors have 

served on board 

Prowess IQ, calculation 

Board size Number of directors on a board Prowess, Capital IQ, 

calculation 

Independent directors 

(%) 

Number of independent directors divided by 

board size 

Prowess, calculation 
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Variable names Description Source 

More than 3 

directorships (%) 

Percentage of directors that hold more than 3 

directorships 

Prowess, calculation 

CEO duality dummy Equal to 1 if bidder CEO is also chairman of 

board and to 0 otherwise 

Prowess 

Foreign promoter 

ownership 

% ownership of foreign promoter in 

company at quarter end preceding acquisition 

announcement  

Prowess IQ 

Same industry Dummy variable that takes value of 1 if 

bidder and target are within same 2 digit 

industry and to 0 otherwise. 

Prowess IQ 

Toehold Dummy variable that takes value of 1 if 

bidder has some stake in target prior to M&A 

and to 0 otherwise. 

Thomson One 

Same group  Dummy variable that takes value of 1 if 

bidder and target belong to same business 

group and to 0 otherwise 

Prowess IQ 

 

Endnotes 

1
 BSE 500 index represents roughly 93% of the total market capitalization of 

Bombay Stock Exchange and covers all 20 major industries of the Indian economy. 

CNX 500 index accounts for more than 95% of the free float market capitalization of 

the stocks listed on National Stock Exchange. 

 
2 

Prowess IQ database is the latest online version of CMIE. It was launched on 

the first of January 2016. As opposed to the previous versions, Prowess IQ is the first 

one to reflect time-series data on ownership classification (i.e., whether a firm is 

group-affiliated or non-affiliated on a yearly basis) from 1989 onwards. This makes 

research results relating to group affiliation more reliable. 

3
 Details available upon request. 

4
 The univariate tests from the sub-sample confirm that not-connected deals 

outperform connected deals.  

 

  



  

 

 

269 

REFERENCES 

Ahammad, M. F. and Glaister, K. W. (2013) ‗The pre-acquisition evaluation of 

target firms and cross border acquisition performance‘, International Business Review, 

22(5), pp. 894–904. 

Andrade, G., Mitchell, M. and Stafford, E. (2001) ‗New evidence and 

perspectives on mergers‘, Journal of Economic Perspectives, 15(2), pp. 103–120. 

Baccouche, S., Hadriche, M. and Omri, A. (2014) ‗Multiple directorships and 

board meeting frequency: evidence from France‘, Applied Financial Economics, 

24(14), pp. 983–992. 

Banerje, P., De, S., Jindra, J., Mukhopadhyay, J. (2014) ‗Acquisition pricing in 

India during 1995-2011: Have Indian acquirers really beaten the odds?‘, Journal of 

Banking and Finance, 38(1), pp. 14–30. 

Bhagat, S. and Jefferis, R. H. (2002) ‗The econometrics of corporate governance 

studies‘, MIT Press. 

Bhaumik, S. K. and Selarka, E. (2012) ‗Does ownership concentration improve 

M&A outcomes in emerging markets ? Evidence from India‘, Journal of Corporate 

Finance, 18(4), pp. 717–726. 

Brown, S. & Warner, J. (1980) 'Measuring security price performance', Journal 

of Financial Economics, 8, pp.205–258. 

Brown, S.J. & Warner, J.B. (1985) 'Using daily stock returns. The case of event 

studies', Journal of Financial Economics, 14(1), pp.3–31. 

Byrd, J. and Hickman, K. (1992) ‗Do outside directors monitor managers?: 

Evidence from tender offer bids‘, Journal of Financial Economics, 32, pp. 195–221. 

Cai, Y. and Sevilir, M. (2012) ‗Board connections and M&A transactions‘, 

Journal of Financial Economics, 103(2), pp. 327–349. 

Chakrabarti, R. (2008) ‗Do Indian acquisitions add value?‘, Money and Finance, 

(3), pp. 61–73. 

Chan, W. and Emanuel, D. (2011) ‗Board governance and acquirers‘ returns: A 

study of Australian acquisitions‘, Australian Journal of Management, 36(2), pp. 174–

199. 

Chikh, S. and Filbien, J.-Y. (2011) ‗Acquisitions and CEO power: Evidence from 

French networks‘, Journal of Corporate Finance, 17(5), pp. 1221–1236. 



  

 

 

270 

Chuluun, T., Prevost, A. and Upadhyay, A. (2017) ‗Firm network structure and 

innovation‘, Journal of Corporate Finance, 44, pp. 193–214. 

Core, J., Holthausen, R. and Larcker, D. (1999) ‗Corporate governance, chief 

executive officer compensation, and firm performance‘, Journal of Financial 

Economics, 51, pp. 371–406. 

Douma, S., George, R. and Kabir, R. (2006) ‗Foreign and Domestic Ownership , 

Business Groups , and Firm Performance : Evidence from a Large Emerging Market‘, 

Strategic Management Journal, 27(7), pp. 637–657. 

Fama, E. F. and Jensen, M. C. (1983) ‗Separation of ownership and control‘, The 

Journal of Law and Economics, 26(2), pp. 301–325. 

Ferris, S., Jagannathan, M. and Pritchard, A. C. (2003) ‗Too busy to mind the 

business? Monitoring by directors with multiple board appointments‘, The Journal of 

Finance, 58(3), pp. 1087–1112. 

Fich, E. and Shivdasani, A. (2006) ‗Are busy boards effective monitors?‘, The 

Journal of Finance, 61(2), pp. 689–724. 

Field, L., Lowry, M. and Mkrtchyan, A. (2013) ‗Are busy boards detrimental?‘, 

Journal of Financial Economics, 109(1), pp. 63–82. 

Frye, M. B. and Wang, W. (2010) ‗Boards, Uncertainty, and the Use of Fairness 

Opinions‘, Corporate Governance: An International Review, 18(1), pp. 48–63. 

Hackbarth, D. & Morellec, E. (2008) 'Stock returns in mergers and acquisitions', 

Journal of Finance, 63(3), pp.1213–1252. 

Harris, I. and Shimizu, K. (2004) ‗Too busy to serve? An examination of the 

influence of overboarded directors‘, Journal of Management Studies, 41(5). 

Harvey, M. G. and Lusch, R. F. (1995) ‗Expanding the nature and scope of due 

diligence‘, in Journal of Business Venturing, pp. 5–21. 

Helmers, C., Patnam, M. and Rau, P. R. (2017) ‗Do board interlocks increase 

innovation? Evidence from a corporate governance reform in India‘, Journal of 

Banking and Finance, 80, pp. 51–70. 

Ishii, J. and Xuan, Y. (2014) ‗Acquirer-target social ties and merger outcomes‘, 

Journal of Financial Economics, 112(3), pp. 344–363. 



  

 

 

271 

Jackling, B. and Johl, S. (2009) ‗Board structure and firm performance: Evidence 

from India‘s top companies‘, Corporate Governance: An International Review, 17(4), 

pp. 492–509. 

Jensen, C. and Ruback, S. (1983) ‗The market for corporate control: the scientific 

evidence‘, Journal of Financial Economics, 11, pp. 5–50. 

Jiraporn, P. et al. (2009) ‗Too busy to show up? An analysis of directors‘ 

absences‘, The Quarterly Review of Economics and Finance, 49(3), pp. 1159–1171. 

Jit Singh Mann, B. and Kohli, R. (2011) ‗Target shareholders‘ wealth creation in 

domestic and cross‐border acquisitions in India‘, International Journal of Commerce 

and Management, 21(1), pp. 63–81. 

Khanna, T. and Palepu, K. (2000) ‗Is Group Affiliation Profitable in Emerging 

Markets? An Analysis of Diversified Indian Business Groups‘, The Journal of 

Finance, 55(2), pp. 867–891. 

Larcker, D. F., So, E. C. and Wang, C. C. Y. (2013) ‗Boardroom centrality and 

firm performance‘, Journal of Accounting and Economics, 55(2–3), pp. 225–250. 

Larcker, D. and Tayan, B. (2010) ‗Director Networks: good for the Director, 

good for shareholders‘, Working paper. Stanford University. 

Lei, A. C. H. and Deng, J. (2014) ‗Do Multiple Directorships Increase Firm 

Value? Evidence from Independent Directors in Hong Kong‘, Journal of International 

Financial Management & Accounting, 25(2), pp. 121–181. 

Liu, Y. (2014) ‗Outside options and CEO turnover: The network effect‘, Journal 

of Corporate Finance, 28, pp. 201–217. 

Loderer, C. and Peyer, U. (2002) ‗Board Overlap, Seat Accumulation and Share 

Prices‘, European Financial Management, 8(2), pp. 165–192. 

Ma, J., Pagan, J. and Chu, Y. (2009) ‗Abnormal returns to mergers and 

acquisitions in ten Asian stock markets‘, International Journal of Business, 14(3). 

Mackinlay, A.C. (1997) 'Event studies in economics and finance' Journal of 

Economic Literature, 35(1), pp.13–39. 

March, J. G. (1991) ‗Exploration and exploitation in organizational learning‘, 

Organization Science, 2(1), pp. 71–87. 

Masulis, R. and Mobbs, S. (2011) ‗Are all inside directors the same? Evidence 

from the external directorship market‘, Journal of Finance, 66(3), pp. 823–872. 



  

 

 

272 

Masulis, R., Wang, C. & Xie, F. (2007) 'Corporate governance and acquirer 

returns', Journal of Finance, 62(4), pp.1851–1889. 

Moeller, S. B. S., Schlingemann, F. P. F. and Stulz, R. M. R. (2004) ‗Firm size 

and the gains from acquisitions‘, Journal of Financial Economics, 73(2), pp. 201–228. 

Morck, R., Shleifer, A. and Vishny, R. (1990) ‗Do managerial objectives drive 

bad acquisitions?‘, The Journal of Finance, 45(1), pp. 31–48. 

Morck, R. and Yeung, B. (2003) ‗Agency problems in large family business 

groups‘, Entrepreneurship Theory and Practice, pp. 367–383. 

Paige Fields, L., Fraser, D. R. and Subrahmanyam, A. (2012) ‗Board quality and 

the cost of debt capital: The case of bank loans‘, Journal of Banking and Finance, 

36(5), pp. 1536–1547. 

Perry, T. and Peyer, U. (2005) ‗Board seat accumulation by executives: A 

shareholder‘s perspective‘, The Journal of Finance, 60(4), pp. 2083–2123. 

Pfeffer, J. and Salancik, G. (1978) The External Control of Organizations: A 

Resource Dependence Perspective. Harper and Row, New York. 

Proctor, C. H. and Loomis, C. P. (1951) ‗Analysis of sociometric data‘, in 

Research Methods in Social Relations, pp. 561–586. 

Renneboog, L. and Zhao, Y. (2011) ‗Us knows us in the UK: On director 

networks and CEO compensation‘, Journal of Corporate Finance, 17(4), pp. 1132–

1157. 

Renneboog, L. and Zhao, Y. (2014) ‗Director networks and takeovers‘, Journal 

of Corporate Finance, 28, pp. 218–234. 

Sabidussi, G. (1966) ‗The centrality index of a graph‘, Psychometrika, 31(4), pp. 

581–603. 

Salancik, G. R. (1977) ‗Commitment and control of organizational behavior and 

belief‘, in New directions in organizational behavior. B.M. Staw. St. Claire Press, 

Chicago, pp. 1–54. 

Sarkar, J. and Sarkar, S. (2000) ‗Large shareholder activism in corporate 

governance in developing countries: Evidence from India‘, International Review of 

Finance, 1(3), pp. 161–194. 



  

 

 

273 

Sarkar, J. and Sarkar, S. (2009) ‗Multiple board appointments and firm 

performance in emerging economies: Evidence from India‘, Pacific-Basin Finance 

Journal, 17(2), pp. 271–293. 

Sarkar, J. and Sarkar, S. (2012) Corporate Governance in India, Sage 

Publications India Pvt Ltd. Sage Publications India Pvt Ltd. 

Shimizu, K. et al. (2004) Theoretical foundations of cross-border mergers and 

acquisitions: A review of current research and recommendations for the future, 

Journal of International Management. 

Subrahmanyam, V., Rangan, N. and Rosenstein, S. (1997) ‗The Role of outside 

Directors in Bank Acquisitions‘, Financial Management, 26(3), p. 23. 

The Business Roundtable (2002) Principles of Corporate Governance, Principles 

of Corporate Governance. 

Vance, S. C. (1983) Boards, directors, and strategy. McGraw - Hill Companies. 

Wu, Q. (2011) ‗Information Conduit or Agency Cost: Top Management and 

Director Interlock between Target and Acquirer‘, Working paper, Arizona State 

University. 

Zhu, P. and Malhotra, S. (2008) ‗Announcement effect and price pressure: An 

empirical study of cross-border acquisitions by Indian firms‘, International Research 

Journal of Finance and Economics, (13), pp. 24–41. 

  



  

 

 

274 

INFORMATION 

Sending date:  

Name of authors: Le Van Phuc, Nguyen Hoang Ngoc Linh, Dang Quang Tuyen
3 

Status: 

1
 Main author – PhD Candidate 

2
 Master 

3
 Master 

Organization: 

1
 University of Social Sciences and Humanities, Vietnam 

National University - Hanoi 
2
 University of Economics, Hue University 

3 
School of Hospitality and Tourism, Hue University. 

Contact: 

Address 
No. 261E, Quan Nhan st., Nhan Chinh ward, 

Thanh Xuan district, Hanoi city 

Email levanphuc.hce@gmail.com 

Phone 0935352322 - 0337371012 

Title of research: 
Factors Affecting the Intention to Use Fintech Services in 

Vietnam 

Number of words: 6689 

Description: 

This research focuses on identifying and analyzing the key 

factors affecting the intention to use Fintech services in 

Vietnam. These results can help Fintech service providers 

implement their user development strategies, as well as become 

references for related research in the future. 

Commitment status: 

The group of authors, Le Van Phuc (the main author), Nguyen 

Hoang Ngoc Linh and Dang Quang Tuyen, has committed to the 

legal copyright of this article. This article has never been 

published before and the authors are committed not to post to 

the other journals during the review period. 

 

 

  



  

 

 

275 

FACTORS AFFECTING THE INTENTION TO USE FINTECH 

SERVICES IN VIETNAM 

Le Van Phuc
16

 

University of Social Sciences and Humanities, Vietnam National University – Hanoi 

Nguyen Hoang Ngoc Linh 

University of Economics, Hue University 

Dang Quang Tuyen 

School of Hospitality and Tourism, Hue University 

 

Abstract:  

This research focuses on identifying and analyzing the key factors affecting the 

intention to use Fintech services in Vietnam. The model of this research is a combination of 

modified TAM (Technology Acceptance Model) and additional elements: Perceived Risk, 

Brand Image and User Innovativeness. Based on valid collection from 324 users of Fintech 

services, the data processed using SPSS including Descriptive Statistics, Cronbacsh'a Alpha, 

Exploratory Factor Analysis (EFA) and Regression Analysis. Research results suggest that 

Perceived Usefulness, Perceived Ease of Use, Brand Image, User Innovativeness have a positive 

impact on customers' intention to use Fintech services in Vietnam, while Perceived Risk has a 

negative influence. These results can help Fintech service providers implement their user 

development strategies, as well as become references for related researchs in the future. 

Keywords: Adoption Intention; Fintech services; Technology acceptance model; Vietnam. 

 

1. Introduction 

Fintech, a portmanteau of ―financial technology‖, is a combination of creative 

business model and technological solution in facilitating daily financial services 

(Arner, Barberis and Buckley, 2015). Fintech has brought about tremendous changes 

in the digital economy, especially in India, the United Kingdom and China (Chua et 

al., 2019; Cham et al., 2018; Kim et al., 2015). The phrase ―Fintech‖ was originally 

used only to talk about some technical or computer technology aspects that a bank or 

financial organization applied in its service provision process (Vietnam Microfinance 

Working Group, 2018). Since the end of the first decade of the 21st century, financial 

technology has been adopted into the digitalization of the following sectors: payment 

(electronic money, mobile payment, QR code payment,etc.); savings; investment and 
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asset management; blockchain and related applications; credit, peer-to-peer lending; 

insurance; data analysis (Stewart & Jürjens, 2018; Wonglimpiyarat, 2017; Datta, 2011; 

Donner & Tellez, 2008). 

In recent years, Fintech has become a major trend around the world and in 

Vietnam when the financial and banking markets witness a steady growth of non-

banking technology companies. Then, Fintech also refers to an operation of 

technology companies which have advantages in reasearching and developing 

software solutions to support or to directly deliver alternative banking services with a 

priority in convience, speed at a low cost (Vietnam Microfinance Working Group, 

2018; Romānova & Kudinska, 2016). 

With a young and dynamic popluation of 93 million, Vietnam is highly favorable 

for the development of Fintech. Additionally, the proportion of smartphone users in 

big cities is 84% and this figure in rural areas is 68% (Neilsen, 2017). The potential for 

Fintech's development in Vietnam is expected to explode in the near future. According 

to Solidiance (2018), Vietnam's Fintech market reached 4.4 billion USD in 2017 and is 

expected to reach 7.8 billion USD in 2020. Of which, until the end of 2017, 89% of 

Fintech companies in Vietnam were operating in the payment service sector, namely 

Momo, Moca, Samsung Pay, Onepay, Zalopay, Baokim.vn, 123pay, Senpay, 

Bankplus, Nganluong.vn, etc. 

The development of Fintech in recent years has brought about positive changes 

to the economy of Vietnam. However, there is inadequate literature and research in 

Vietnam on this topic, especially the field of customers‘ intention of using this service. 

Therefore, the purpose of this research is to identify factors affecting the intention to 

use Fintech services in the current situation in Vietnam. 

2. Literature Review 

2.1. Technology Acceptance Model (TAM) 

Technology Acceptance Model (TAM) was proposed by Davis et al. (1989) to 

explain the impact of variables on behavioral changes and consumer intention (Cham 

et al., 2018). This model has been widely applied in many studies in different business 

sectors and social fields in the adoption of advanced technologies of individual 

customers (Bailey et al., 2017) such as internet banking, mobile banking or telephone 

banking (Patel et al., 2018; Martins et al, 2014; Abbad, 2013; Yang  and Zhou, 2011); 

social network (Kim, 2012); digital library (Chen et al., 2016; Kapoor et al., 2014); 
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and in a variety of other business operations based on different digital platforms 

(Demoulin  and Djelassi, 2016). 

The literature on TAM suggests that the intention of customers to adopt new 

technologies is determined by perceived usefulness and perceived ease of use of that 

technology (Davis et al., 1989). Besides, attitude is also an important factor affecting 

user‘s intention. Arcording to this model, perceived ease of use refers to a degree to which 

an individual believes that using a particular information technology system would be free 

of effort. In addition, the perceived usefulness implies a degree to which a person believes 

that using a particular system would enhance the work performance (Davis et al., 1989). 

Figure 1. Technology Acceptance Model (TAM) 

 

Source: Davis et al. (1989) 

Recent studies adopting TAM‘s theoretical framework have proposed to remove 

the Attitude towards using factor from the model because Perceived Usefulness and 

Perceived Ease of Use directly affect the intention without going through the 

intermediate factor, attitude factor, as originally anticipated (Koufaris, 2002; Patel, 

2018). The study of Venkatesh et al. (2003) shows the close relationship between 

Perceived Usefulness and Intention of user behavior, in which there is no impact of 

attitude factor. Legris et al. (2003) also compiled previous studies, and pointed out that 

up to 19/22 studies have excluded attitude from their conceptual models. Therefore, in 

this study, the attitude factor is also removed from the model and it is assumed that 

perceived usefulness and perceived ease of use are factors that directly affect the 

intention of the user to use the service. 

2.2.  Hypotheses Development for the Proposed Model 

Because the Fintech service is a technology product, this study adopts the TAM 

(Davis, 1989) as a fundamental framework. However although implementations of 

TAM have been promoted in various field studies over the years, some authors  have 
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pointed out its limitations in providing a comprehensive explanation of the factors 

affecting the intention to use technology services (Patel et al., 2018; Chen et al., 2007). 

To overcome this issue, many studies have focused on expanding the TAM model by 

incorporating additional variables to improve the effectiveness and interpretability of 

the model (Baabdullah et al., 2019; Chua et al., 2019; Cham et al., 2018; Patel et al., 

2018; Koksal, 2016; Lim and Cham, 2015; Akturan and Tezcan, 2012; Chong et al., 

2010). Based on the above arguments, this study will add additional variables to the 

TAM to make a more comprehensive assessment of the factors affecting the intention 

to use Fintech services in Vietnam. 

2.2.1. Perceived Usefulness 

Perceived usefulness is understood as the degree to which users believe that the 

use of technology will enhance job performance (Davis, 1989). For Fintech services, as 

well as Mobile Banking or Internet Banking, users would probably accept to use the 

system if they believe that the system would bring some benefits and improve efficiency 

(eg, reducing transaction time). In many empirical studies, perceived usefulness has a 

significant and positive impact on the intention to use technology systems (Chang et al., 

2018; Lim et al., 2018; Chuang et al., 2016; Lee, 2016; Lim & Cham, 2015; Masinge, 

2010; Crabbe et al., 2009; Huh et al., 2009; Venkatesh & Davis, 2000). Therefore, the 

first hypothesis conceptualized from the previous studies is: 

H1: Perceived usefulness has a positive impact on the intention to use Fintech services. 

2.2.2. Perceived Ease of Use 

In this study, perceived ease of use refers to the degree to which users feel 

relaxed and effortless in trying to learn how to use Fintech services in making 

transaction (Hu et al., 2019). This is the core factor constituting their determination to 

use Fintech services. The purpose of Fintech services is to provide a better experience 

for individual customers, especially bank customers, because it can supplement to 

bank‘s incapability of fullfiling their customers‘ needs (Chau et al., 2010; Abbad et al., 

2013). Research by Riquelme et al. (2010) also suggests that perceived ease of use 

significantly affects the user's intention to use Fintech services because if the user 

thinks Fintech services are convenient and easy to use, users  are more likely to accept 

it (Hu et al., 2019). In addition, many studies have shown a significantly positive 

correlation between perceived ease of use and intent to use the service, including 

Fintech services (Chang et al., 2018; Szopiński, 2016; Chuang et al., 2016; Lee, 2016; 



  

 

 

279 

Lim & Cham, 2015; Wang et al., 2003; Akturan & Tezcan, 2012). Based on the above 

analysis, we set out the following hypothesis: 

H2: Perceived ease of use has a positive impact on the intention to use Fintech 

services. 

2.2.3. Perceived Risk 

Perceived risk is defined as one of the main factors that negatively affects the 

intention of users to use technology services (Littler et al., 2006). In other words, 

perceived risk refers to users' thoughts and beliefs about the possibility of receiving 

adverse results and unwanted consequences in online transactions (Kim et al., 2008). 

The risks that users often feel when using Fintech services are financial risks and 

privacy risks. Financial risk is related to property damage caused by users or related 

parties; Privacy risks involve the risk of breaching personal data, transaction data and 

other personal information (Hu et al., 2019). Fintech services often involve 

technologies such as big data, Internet of Things and cloud computing, so there are 

some potential risks for consumers when using the service (Zhou & Wang, 2010). 

Bansal et al. (2010) emphasize that users often worry about misuse of their personal 

information when they use Fintech services, which can lead to serious consequences. 

Many studies believe that risk perception is an important factor that negatively affects 

the intention to use new technology services (Hu et al., 2019; Cham et al., 2018; 

Khedmatgozar et al., 2017; Marakarkandy et al, 2017; Zhou & Wang, 2010; Littler et 

al., 2006). Therefore, this study suggests the following hypothesis: 

H3: Perceived risk has a negative impact on the intention to use Fintech services. 

2.2.4. Brand Image 

Brand image is a collection of consumer beliefs about a specific brand (Kotler and 

Armstrong, 1996). In other words, brand image is a kind of intangible asset which have 

economic value, an essential part for brands to distinguish their products from 

competitors (Aaker, 1996; Kapferer, 1997). Simply understood, brand image is what 

comes in mind of customers when they think of a brand (Harsandaldeep et al., 2019). 

Using Fintech service requires users to provide more personal information (Hu et al., 

2019) therefore, a good brand image could increase user confidence (Semuel et al., 

2014; Lee et al., 2009). Brand image plays a role as a guarantee for Fintech services,  

assisting users to define the service orientation of the business better, helping to build a 

solid relationship between businesses and users,  improving the user awareness and 

satisfaction and  affecting the adoption of customers' services (Siamagka et al., 2015). 
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Many studies show that brand image has a positive impact on users' perception of 

quality, satisfaction (Saleem & Rashid, 2011) and acceptance of Fintech services (Hu et 

al., 2019). Based on the above arguments, this study  is to test the following hypothesis: 

H4: Brand image has a positive impact on the intention to use Fintech services. 

2.2.5. User Innovativeness 

User innovativeness can be interpreted as the degree in which an individual 

accept to try new products, new technologies or new services (Hu et al., 2019), which 

reflects the level of interest of users in a new field. High level of ininovativeness is 

probably associated with a low risk perception and higher accessibility to new 

technological innovation. Through an experimental research, Kim et al (2015) argue 

that most people do not have sufficient technical knowledge about mobile payment 

services, so their user innovativeness  has significant and active influence on  the 

intention to use the service. Many studies also show that the user innovativeness of 

users has a positive impact on the intention to use services in the field of technology 

(Hu et al., 2019; Zhang & Kizildag, 2018; Hirunyawipada & Paswan, 2006; 

Glodsmith, 2002; Wood & Swait, 2002). Therefore, the last hypothesis is: 

H5: User innovativeness has a positive impact on the intention to use Fintech service. 

The proposed conceptual framework in this study is based on the TAM (Davis, 

1989) that has been adjusted and on results of the other studies related to Fintech services. 

Figure 2 illustrates the proposed research model and hypotheses. Accordingly, this study 

examines the impact of perceived usefulness, perceived ease of use, perceived risk, brand 

image and user innovativeness to intend to use Fintech services. The arrows in figure 2 

show the existing relationship; ―+‖ and ―-‖ signs represent positive or negative impact of 

each factor on the dependant variable (Intention to Use). 

Figure 2. Proposed research model 
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3. Research Methodology 

3.1. Data Collection 

The purpose of this study is to analyze the key factors affecting the intention to use 

Fintech services. According to Hair et al. (2006), for factor analysis, the sample size 

should be 100 or greater. Hair et al. (2006) also suggested that the sample size should be 

at least 5 times the number of observed variables in factor analysis. Therefore, with 20 

initial variables in this study, the minimum sample size must be 22x5 = 110 

observations. It should also be noted that larger sample sizes may increase the overall 

representation. For example, Hu et al. (2019) conducted a survey of 587 observations in 

a study of bank users' intention to accept Fintech services; Cham et al. (2018) also 

proposed a sample size of 500 observations for similar research on Fintech services. A 

similar sample size will have a certain meaning in comparing research results. 

Data is collected through a survey conducted in Internet. Therefore, the 

participants were required to complete an online questionnaire. From June 1st, 2019 to 

July 1st, 2019, we received 538 responses from users. After excluding incomplete or 

invalid responses, we have 324 valid responses (60.2%).  

Table 1. Sample characteristics. 

Demographic Variable and Category Frequency Percentage 

Sex 
Male 165 50.9 

Female 159 49.1 

Age 

Under 25 77 23.8 

26 – 35 136 42.0 

36 – 45 67 20.7 

46 – 55 35 10.8 

Over 56 9 2.8 

Region 

North 120 37.0 

Central 66 20.4 

South 138 42.6 

Employment 

Officer 117 36.1 

Worker 26 8.0 

Unemployment 15 4.6 

Manager 66 20.4 

Student 44 13.6 

Housework/Retired 12 3.7 

Others 44 13.6 

Salary 
Under 5 million VND 44 13.6 

5 - Under 10 million VND 110 34.0 
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10 - Under 15 million VND 85 26.2 

15 - Under 20 million VND 51 15.7 

20 - Under 25 million VND 29 9.0 

Over 25 million VND 5 1.5 

Academic Level 

High school 54 16.7 

College 90 27.8 

University 138 42.6 

Higher Education 42 13.0 

The data is statistically analyzed by SPSS 22.0 software. Descriptive statistical 

results of sample characteristics from 324 respondents are presented in Table 1. The 

number of male participants is 50.9%, compared to 49.1% for female. In terms of 

age, the most respondents are aged between 26 and 35 with 42.0%, which is 

relatively reasonable, as this is the age of high acceptance of new technologies. 

Besides, the majority of respondents are living and working in the South (42.6%), 

followed by the North (37.0%) and the lowest are in the Central (20.4%). This is 

consistent with the fact that the South and the North have always ranked first in 

Vietnam in terms of economic growth as well as the number of Fintech companies 

(especially in Ho Chi Minh City and Hanoi). Descriptive statistics also show that 

―Officer‖ is the career with the highest proportion with 36.1%, followed by 

―Manager‖ with 20.4%, the lowest is ―Housework/Retired‖ with only 3.7%. 

Regarding monthly income, the majority of respondents have income from 5 to less 

than 10 million VND (34.0%), followed by 10 to under 15 million VND (26.2%) and 

only 1.5% respondents have an income of over VND 25 million. In terms of 

education, the majority of respondents have university degrees (42.6%), colleges 

(27.8%), secondary schools (16.7%) and postgraduate (13.0%). 

3.2. Instrument Development 

The survey design was based on the review of prior theories and studies, then 

was modified for the purpose of this study in Fintech services. The variables for the 

measurement is shown in Table 2. 

Accordingly, Perceived Usefulness was modified from Huh et al. (2009), Hu et 

al. (2019), Lim et al. (2018); Perceived ease of use was adjusted from Hu et al. (2019); 

Perceived risk was revised from Hu et al. (2019), Marakarkandy et al. (2017); Brand 

image was modified from Hu et al. (2019), Ruparelia et al. (2010); User 

innovativeness was adjusted from Zhang & Kizildag (2018), Hirunyawipada and 

Paswan (2006); Intention to Use Fintech Services was edited from Patel et al. (2018), 

Marakarkandy et al. (2017). The scale consists of 6 factors. Each factor is made up of 



  

 

 

283 

3 to 5 observed variables. The observed variables are measured by Likert scale of 5 

levels with 1 - very disagree and 5 - very agree. 

The collected quantitative data is evaluate the reliability of the scale through 

Cronbach‘s Alpha coefficient, then conducted the exploratory factor analysis (EFA) 

and multiple-linear regression. This method is to explore the causal relationship 

between independent variables and dependent variable, which have been widely used 

in the areas of economics and behavioral psychology. 

Table 2. Measurement instruments. 

Items The observed variables Source 

 Perceived Usefulness  

PU1 Fintech services can save time. 

Huh et al. (2009); 

Hu et al. (2019); 

Lim et al. (2018). 

PU2 
Fintech services can improve the efficiency of 

personal financial activities.  

PU3 Using Fintech can meet my service needs 

PU4 In general, Fintech services are useful to me. 

PU5 
Generally, Fintech services provide the convenience 

of personal financial activities. 

 Perceived Ease of Use  

PEOU1 
I think the operation interface of Fintech is friendly 

and understandable. 

Hu et al. (2019) PEOU2 
It is easy to have the equipment to use Fintech 

services (cellphone, APP, WIFI, et al.). 

PEOU3 
It is easy for me to learn how to use devices used for 

Fintech services 

 Perceived Risk  

PR1 
I believe that the money is easy to be stolen by using 

Fintech services. 
Hu et al. (2019); 

Marakarkandy et al. (2017) PR2 
I believe personal privacy will be disclosed by using 

Fintech services. 

PR3 Overall, I feel Fintech services are risky. 

 Brand Image  

BI1 
I think I prefer to accept the services provided by 

familiar brands. 

Hu et al. (2019); Ruparelia et al. (2010). BI2 The Fintech company has a good reputation. 

BI3 
I trust the Fintech brand that I am using or planning to 

use. 
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Items The observed variables Source 

 User Innovativeness  

UI1 
When I hear about a new product, I look for ways to 

try it. 

Zhang & Kizildag (2018); 

Hirunyawipada and Paswan (2006). 
UI2 

Among my peers, I am usually the first one to try a 

new product. 

UI3 
Whenever the new product gets to the market, I am 

among the first to know. 

 Intention To Use  

ITU1 
If I have used Fintech services, I am willing to 

continue using them. Patel et al. (2018); Marakarkandy et al. 

(2017). ITU2 I would like to use Fintech services soon. 

ITU3 I will recommend Fintech services to my friends. 

4. Results  

4.1. Reliability analysis 

Cronbach‘s Alpha coefficient analysis is often used to estimate the reliability of  

data. This coefficient shows the internal consistency of the chosen instruments in 

measuring different variables in the study, which takes in to account numbers of items 

and the sample size (Liu & Zumbo, 2007). According to Leech et al., (2005), in the 

exploratory research, the Cronbach‘s Alpha coefficient should be greater than 0.5 to 

ensure sufficient reliability. The results of the reliability analysis are shown in Table 3. 

Table 3. Results of reliability analysis. 

Variables Items Cronbach‟s alpha 

Perceived Usefulness (PU) 5 0.797 

Perceived Ease of Use (PEOU) 3 0.821 

Perceived Risk (PR) 3 0.863 

Brand Image (BI) 3 0.873 

User Innovativeness (UI) 3 0.769 

Intention To Use (ITU) 3 0.747 

The results of the reliability analysis show that the Cronbach‘s Alpha coefficient 

of all scales is greater than 0.7. Of which, brand image, perceived risk and perceived 

ease of use have the highest values, 0.873; 0.863 and 0.821 respectively. This means 

that likert scale is suitable and reliable for further analysis. 
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4.2. Exploratory Factor Analysis (EFA)  

To evaluate the validity of the measurement instrument, the EFA was used by the 

authors. The coefficient method used is the Pricipal Component Analysis method with 

Varimax rotation. This is considered to be the most commonly used method with 

unidirectional concept (reference). The KMO (Kaiser - Meyer - Olkin Measure of 

Sampling Adequacy) coefficient is  greater than 0.5 and close to 1. If the measure of 

the KMO test is less than 0.50, it means that the insufficiency exists in the factors to 

make appropriate groupings (Leech et al., 2005). Bartlett's Test should be rejected 

when the positive-coefficient significant is equal and less than 0.05. The results of 

KMO and Bartlett‘s tests are reported in Table 4. 

Table 4. Results of KMO and Bartlett‟s tests 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 0.783 

Bartlett's Test of Sphericity Approximate chi-square 1571.389 

Degree of freedom 136 

Probability 0.000 

The KMO value is 0.783 which means that the items are adequate and sufficient 

for making prediction. In the Bartlett‘s test indicate, the probability or significance 

value is 0.000, which is less than 0.05 confirming that the variables are adequately 

correlated, which generally accommodates an acceptable basis for factor analysis. 

Table 5. Results of principal components analysis 

Items PU BI PR PEOU UI 

PU3 0.877     

PU2 0.811     

PU4 0.742     

PU5 0.625     

PU1 0.532     

BI2  0.896    

BI1  0.843    

BI3  0.840    

PR3   0.914   

PR1   0.838   

PR2   0.829   

PEOU2    0.866  

PEOU1    0.833  

PEOU3    0.793  

UI1     0.818 

UI2     0.816 

UI3     0.808 

Variance explained by each factor in percentage  16.950 14.437 `4.238 13.487 12.311 

Cumulative variance explained in percentage 16.950 31.387 45.625 59.113 71.423 

Eigenvalues 1.560 
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In table 5, the results of total variance table show that the cumulative variance 

explained by all six factors is 71.423 (at eigenvalues in 1.560). The 5 new factors, 

which have identified from the reduction of the original 17 items, are capable to 

explain over 71 percent variance. The results of the rotating factor matrix show that all 

variables of the Perceived Usefulness, Perceived Ease of Use, Perceived Risk, Brand 

Image and User Innovativeness factor satisfy the factor loading > 0.5. The variables in 

each factor are strongly correlated with each other and consistent with the proposed 

model. 

4.3. Multiple regression analysis 

Multiple linear regression analysis was performed using the Ordinary Least 

Squares method (OLS) on SPSS 22.0 software. The values of the independent and 

dependent variables are calculated by the average of the observed variables of each 

factor extracted in the EFA. 

The results of multivariate regression are shown in Table 6. The results show that 

Adjusted R
2
 = 0.387 means that the independent factors in the model explain 38.7% of the 

variation of the dependent variable (Intention to Use). The ANOVA variance analysis 

shows that F = 41.759 and is statistically significant (Sig. = 0.000), which proves the 

regression model is consistent with the data and variables in the analysis model. 

Table 6. Results of multiple regression analysis 

Variables 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance 

Variance 

Inflation 

Factor 

(Constant) 1.719 0.283  6.082 0.000   

PU 0.188 0.049 0.193 3.883 0.000 0.771 1.297 

PEOU 0.151 0.036 0.202 4.227 0.000 0.835 1.198 

PR -0.137 0.037 -0.176 -3.705 0.000 0.844 1.185 

BI 0.114 0.037 0.148 3.037 0.003 0.799 1.252 

UI 0.246 0.042 0.271 5.905 0.000 0.904 1.106 

Adjusted R
2
 = 0.387 

F-statistics (Sig.) = 41.759 (0.000) 

In addition, the results indicate that Perceived Usefulness, Perceived Ease of Use, 

Brand Image, User Innovativeness factors all have a positive and statistically 

significant effect on the Intention to Use Fintech Services; Perceived Risk factor has a 



  

 

 

287 

significant negative impact. Therefore, all the hypotheses H1, H2, H3, H4, H5 are 

accepted.  

5. Discussion and Conclusions 

This study focuses on the factors affecting the Intention to Use Fintech Services 

by individual customers. In accordance with the findings of Patel et al. (2018), Hu et 

al. (2019), this study shows that Perceived Usefulness, Perceived Ease of Use, Brand 

Image have a positive effect on Intention to Use Fintech services. Meanwhile, negative 

effects of Perceived Risk on Intention to Use Fintech services  can also be found in 

studies of Hu et al. (2019), Cham et al. (2018); Khedmatgozar et al. (2017). In 

addition, the significant positive impact of User Innovativeness on Fintech services 

Intention to Use is also consistent with the research results of Hu et al. (2019); Zhang 

& Kizildag (2018). 

This study proposes a model of Intention to Use Fintech Service based on TAM 

model. With 324 valid responses, the data is checked for reliability through the 

Cronbach‘alpha coefficient, exploratory factor analysis (EFA) and multiple linear 

regression. The results are found as follows: 

Firstly, the two core elements of the TAM model, Perceived Usefulness and 

Perceived Ease of Use, have a significant impact on customers' Intention to Use 

Fintech services. This finding is similar to previous studies such as Chang et al (2018), 

Chuang et al (2016), Lee (2016), Lim & Cham (2015). If customers find the Fintech 

service is useful and easy to use, they will intend to use this service. Therefore, Fintech 

service providers in Vietnam should try to increase customers' awareness of the 

usefulness and ease of use of Fintech compared to traditional banking services. In 

addition, Fintech service providers should conduct further research on current features 

that users find useful and anticipate features that users find useful in the future, to 

enhance promote those features. Besides, campaigns that guide users to use the 

provider's Fintech service will also help increase their awareness. 

Secondly, Brand Image also has a positive impact on users' intention to use 

Fintech services in Vietnam. This result is similar to the findings of previous studies 

such as Hu et al. (2019), Siamagka et al. (2015). This finding is noteworthy in the 

context of globalization and the strong growth in the number of technology-based 

financial startups in Vietnam. The Fintech market in Vietnam is witnessing a high 

competition with the participation of more and more service providers (such as Momo, 

Moca, GrabPay, SenPay, Finhay, OnonPay, Timo, ViettelPay, ZaloPay, VnPay, F88, 
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MoneyLover, ...). Therefore, Fintech service providers need to identify a long-term 

marketing strategy to increase their reputation in the global market. In addition, 

Fintech service providers can partner with banks in Vietnam (such as BIDV, 

Vietcombank, Vietinbank, Vietinbank, Agribank, HSBC, ANZ, Citibank, etc.) to take 

advantage of the prestigious brand image of banks, thereby gaining customers' trust. 

Thirdly, Perceived Risk has a significant negative impact on the Intention to Use 

Fintech Services. This shows that, when awareness of risks in use increases, users tend 

to reduce their intention to use Fintech services. This also accords with earlier studies 

namely Marakarkandy et al. (2017), Littler & Melanthiou (2006). The result indicates 

that financial risk and private risk are obstacles in utilizing Fintech services. Therefore, 

Fintech service providers need solutions to minimize the risk arrising from both 

serivce delivery and service use. Fintech service providers need to ensure that all 

customer information and transactions are confidential. Not only that, they need to 

communicate to users that personal information and customer accounts are always 

kept as confidential as possible. From a state management perspective, the 

Government and the State Bank of Vietnam need to complete the legal corridor to 

provide safety and security for the provision of Fintech services to create peace of 

mind for users. 

Finally, User Innovativeness has the greatest significant positive impact on the 

Intention to Use Fintech Services in Vietnam. This is a new finding of this study which 

have not been covered by previous studies. In recent years, Vietnam's innovation 

activities have developed significantly. Specifically, in 2018, Vietnam ranked 45/126 

countries in the Global Innovation Index ranking (Cornell University, INSEAD and 

WIPO, 2018). Innovation activities took place strongly and spread across businesses,  

governmental and public activities. Vietnamese users are always ready to try out new 

technology applications (APPOTA, 2018). In addition, with the young population 

structure, highly connected to the Internet and a large community of smartphone users, 

Vietnam market is a great land for new Fintech enterprises and startups to develop and 

lauch their services. In the context of financial activities of Vietnamese people mainly 

in cash, the Government can promote the User Innovativeness by encouraging citizens 

to conduct online transactions via Fintech services, supporting e-commerce 

development, investing in technology infrastructure such as internet bandwidth. 

6. Limitations and Future Directions 

This study has three main limitations that need to be addressed in the future. 

Firstly, the research model is just capable to explain 38.7% of the variance of intention 
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to use Fintech service. This alo suggests that some main factors, which have not 

incuded in this study, may affect the user's intention to use Fintech services such as 

psychology, social influence, etc. Therefore, future studies should consider additional 

important factors for a more comprehensive research.  

The second limitation is related to the size of the research sample. This study 

received only 324 valid responses from the total 528 responses. This number is 

relatively small compared to the number of users using Fintech service in Vietnam. 

Therefore, other studies may consider larger sample sizes to increase reliability and 

overall representativeness. 

Thirdly, different individuals will tend to behave differently in the use of 

technology services (Kim et al., 2008). Although this study proposes a model of 

factors affecting the intention to use Fintech services in Vietnam, research has not yet 

taken into account the personal aspects related to  individual user‘s demographic 

characteristics. Therefore, future studies should include personal characteristics (eg 

interests, skills, age, gender, etc.) to examine the individuality of users for the intention 

to use Fintech services. 

Last but not least, this study only considers the relationship between independent 

variables and the intention to use Fintech services in Vietnam. Causal relationships 

among independent variables should be examined through the SEM model in future 

researches.  
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Pham Hoang An
17
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Abstract: 

This study examines the impacts of corporate governance on financial performance of 

commercial banks in Vietnam. The secondary data of 29 banks with 203 observations during 

the period of 2011 and 2017 and the panel data regression were employed. The empirical 

results indicate that if the members of the board are independent CEO, are females or pursue 

graduate education, they will have significant influence on banks‘ financial performance. 

However, the results indicate that there is no relationship between board size or the number 

of foreigners in the board of directors and bank financial performance has been found. The 

result of this study can serve as a scientific basis for bank managers to make suitable 

decisions, bring good efficiency and increase the attractiveness of their stocks. 

Keywords: Corporate governance, Financial performance, Commercial banks, Vietnam 

JEL: G21, G28, G32, G34 

 

1. Introduction 

In recent years, corporate governance has become popular in many countries, 

especially in Vietnam. There is no consensus in defining this term. Shleifer and 

Vishny (1997) claim that corporate governance is a process in which investors can 

assure that they will have benefits from their investments. Meanwhile, Cadbury 

Committee (1992) believes that corporate governance is a system including principles 

used to govern a company successfully. In La Porta et al. (2000) paper, this term 

means tools via which outside investors try to protect themselves from major 

shareholders or company managing shareholders. According to Macey and O‘Hara 

(2003) claim that the purpose of corporate governance is to reduce risk, illegal 

activities of managers and the bits of help that do not follow the expectations of 

investors. Mülbert (2010) says that corporate governance is a decision – making 

process of board directors and senior managers to achieve the goal of company and 

shareholders, thus, the term is defined as the integrated relationship among managers, 

board directors, shareholders, and other parties.  
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Basel Committee on Banking Supervision (2010) claim that the effectiveness of 

corporate governance plays a crucial part in upholding the public belief to the banking 

system which is considered as the core factor for the proper functioning of the banking 

system and the economy as a whole of a country. The weak corporate governance may 

lead to the collapsion of banks causing serious impacts on the economy and society. In 

addition, corporate governance failure may attribute to the loss of customers‘ belief 

towards the asset and liabilities managing ability of banks. The situation is the same 

for even deposit assets in banks.  This situation may facilitate the out of control of 

withdrawing money leading to crisis in paying ability of banks. In fact, apart from the 

responsibility of shareholders, banks hold their roles with customers as well as other 

benefits – related parties. 

In Vietnam, the Prime Minister (PM) issued Decision No.254/QD-TTg on March 

1 to approve the Scheme of restructuring of the banking sector in the 2011-2015 and 

2016 - 2020 period. According to this Scheme, some issues are raised such as 

increasing the transparency in information release, changes the capital ownership ratio 

of commercial banks, improve conditions, standards of governance capacity, work 

experience and qualifications for leaders, senior managers of credit institutions 

(General Director / Director, Member of Board of Directors /Board of members) (The 

Prime Minister, 2012, 2017). Therefore, many banks have gradually improved their 

governance capacity to reach international standards. However, the scandals of Asia 

Commercial Joint Stock Bank, Ocean Commercial One Member Limited Liability 

Bank, Vietnam Construction Joint Stock Commercial Bank, Global Petro Commercial 

Joint Stock Bank, and SouthEast Asia Commercial Joint Stock Bank, have confused 

the public about the human resources, management and operational efficiency of 

commercial banks. 

In the last decade, corporate governance in banks has received the increasing 

attention from academia in both developed and developing countries (Haan and Vlahu, 

2016; Srivastav and Hagendorff, 2016). There is a fact that the results of studies 

conducted in developed nations are not relevant in the other counterparts. Vietnam is 

one of the developing countries in which the legal environment is in its progress to 

adapt to regional countries. Thus, the study of corporate governance on financial 

performance of commercial banks is in need. 

The recent studies in Vietnam only focus on defining concepts of corporate 

governance in general, corporate governance in banks, and its international practices. 

As a result, these aim at assessing the status of corporate governance in banks and 

proposing recommendations and solutions to improve cooperate governance capacity 
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to improve the efficiency of banking operations (Ha, 2012; Le and Nguyen, 2012; Le, 

2012). It is noticeable that few empirical studies analyzing the impact of corporate 

governance on the financial performance of banks in Vietnam. 

From the above practice, the empirical research on the impact of corporate 

governance and financial performance of commercial banks in Vietnam in the period 

of 2011 - 2017 is very necessary. The research results of this paper are useful 

references for both researchers who are interested in this field and bank managers to 

make suitable decisions in governing the banks. 

2. Literature Review and Hypothesis Development 

The results from empirical studies have gradually revealed that the corporate 

governance has effects on bank financial performance. From the review of related 

studies on corporate governance, this paper will generalize the factors of corporate 

governance that are frequently emphasized by many researchers. These factors are size 

of the board directors, proportion of independent board members, proportion of female 

Board members, the number of Board members who are foreigners, proportion of 

Board members who directly involve in managing banks, and their educational 

background. 

2.1. Board size (Bsize) 

Regarding the size of the Board of Directors (BOD), Jensen (1993), Hermalin 

and Weisbach (2003) assume that if the number of Board members is too large, 

members have problems with "free-riding" which implicates some members who are 

inactive and just wait for others to complete their tasks. This situation leads to the 

inefficiency of BOD in managing and supervising Board of management. However, 

some researches show that the large size of board of Directors may have positive effect 

(Adams and Mehran, 2003, 2008, 2012; Aebi et al. 2012).  Some research results 

claim the necessity of large – size Board of Directors in big financial organizations to 

reflect the complexity of business models, enhance expertise and available resources, 

and increase the ability to establish a relationship with different customers and 

depositors (Dalton et al. 1999). The ideal size of BOD varies according to different 

researchers and countries. In a study on British banks, Walker (2009) suggests that 

these banks should have ideal board size for directors ranging from 10 to 12 members 

while Ladipo and Nestor (2009) claim that European banks performance better with a 

smaller and more mature BOD. 

Hypothesis 1 (H1): Board size has a positive impact on the financial 

performance of the bank. 
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2.2. Independent member of the Board (Bindep) 

         Fama (1980) and Fama and Jensen (1983) are the researchers who support 

the belief that more independent BOD members can benefit the performance of the 

BOD. Some others emphasize on the need to keep the reputation in bank sector of 

independent BOD, which helps them effectively manage, reduce cost and protect the 

benefit of shareholders. The independence of the Board is expected to have a positive 

effect on the company (Pathan et al. 2007), although empirical studies do not always 

have the expected results (Hermalin and Weisbach, 2003; Park and Shin, 2004). In 

fact, the study of Adam and Ferreira (2007) highlights some drawbacks of having 

independent BOD members such as the limitation of sharing information between 

CEOs and the Board. Therefore, some researchers as Adams and Mehran (2012), Aebi 

et al. (2012) Beltratti and Stulz (2012); Erkens et al. (2012) claim that independent 

BOD members will lead to the decrease of efficiency in managing banks. 

Hypothesis 2 (H2): The proportion of independent members in the Board has a 

negative impact on the financial performance of the bank. 

2.3. Female members of the Board (Femdir) 

The high proportion of female directors is normally considered as the negative 

factor to bank management. However, there is no consensus in evaluating the role of 

women in BOD. Kanter (1977) argues that the efficiency advantage will only occur 

when their certain number allowing them to work in a group, support each other and 

influence the group‘s culture. Other studies found a positive relationship between 

women directors and accounting effectiveness (Carter et al. 2003; Erhardt et al. 2003; 

Catalyst, 2004). In a study of gender diversity in Asian context, Kang et al. (2010) 

found that investors responded positively to women representation in boards of some 

companies in Singapore. However, recent research has revealed that a large percentage 

of female directors negatively affects the corporate value or make down the 

performance of banks (Adams and Ferreira, 2007) or due to lack of experience, as in 

the study by Ahern and Dittmar (2012) implemented in Norwegian companies. 

Hypothesis 3 (H3): The percentage of female members in a large board has a 

positive impact on the bank's financial performance. 

2.4. Board members are foreigners (Fordir) 

The potential benefits of foreign members in the BOD are also considered. The 

study of Masulis et al. (2012) suggests that the advisory capacity of the Board can be 

enhanced through their extensive experience and knowledge of the foreign market and 

their network. However, the presence of foreign members can also weaken the 
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effectiveness of supervision due to the expensive cost to take care of their activities 

such as attend conferences or meetings and participate in activities of firms. In 

addition, members who are foreigners may not be familiar with the local system, 

making it difficult for them to monitor the corporate governance mechanism. This may 

be due to their lack of knowledge about the local market or language barrier, culture, 

and legal regulations. In accordance with Adams et al. (2010), Masulis et al. (2012) 

reinforce that foreign members have low attendance rates for board meetings. 

Furthermore, the companies that have many foreign members in BOD tend to archive 

lower profits. In contrast, Berger et al. (2009) and Liang et al. (2013) argue that board 

members are foreigners of Chinese banks that are able to contribute to better efficiency 

by bringing new, well-known technology, management skills and skills applied.  

Hypothesis 4 (H4): Percentage of members who are foreigners in a large Board 

has a negative impact on the bank's financial performance. 

2.5. Percentage of Board members participating in management (Execdir) 

De Andres and Vallelado (2008) claim that the BOD can function effectively if 

there is the presence of executives in the Board because of the strength in facilitating 

the transfer of information between members of the Board of Directors and the board 

of directors. In addition, their practical knowledge and experience can support the 

other board members who do not directly involve in managing banks. Furthermore, 

they can play roles as positive factors to enhance the firm‘s performance (Baysinger 

and Hoskisson, 1990). O‘Connell and Cramer (2010) and Liang et al. (2013) have 

proved that the presence of executives in BOD results in positive accounting 

performance. Nonetheless, Dulewicz and Herbert (2004), and De Andres and 

Vallelado (2008) propose a different finding when they emphasize on the mutual 

relationship between executive and non-executive members of the Board which is 

considered as the core factor contributing for company‘s value. However, in their 

study, they hypothesize as follows: 

Hypothesis 5 (H5): The proportion of members of the Board of Directors who 

participate in many executive activities has a negative impact on the financial 

performance of the bank 

2.6. Educational Level of Board of Directors (Edu) 

The education background of the BOD has a substantial impact on risk-taking 

opportunities and performance of banks as higher education levels help BOD members 

have better assessments of a specific investment strategy to make better decisions for 
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the company. This factor plays a crucial for banks in which the huge knowledge is 

needed to solve complicated tasks. However, in some studies, researchers focus on 

experience rather than qualifications. Nguyen et al. (2015), Hau and Thum (2009) 

analyze the impact of the qualifications of the supervisory board members on the 

effectiveness of banks during the financial crisis, determining three levels of education 

(university degree) business / business, an MBA and a PhD in economics / business.  

The research results show that the average educational level of the committee 

does not show a statistically significant correlation with the bank's losses. In the same 

way, Nguyen et al. (2015) show that the appointment of MBA managers is not related 

to company value. In contrast, Vicente and Luis (2010) find out that leaders who do 

not hold a post-graduate degree have less efficiency in managing firms. 

Hypothesis 6 (H6): The percentage of members of the Board of Directors with a 

postgraduate degree has a positive impact on the bank's financial performance. 

3. Methodology and research data 

Based on Pathan and Faff‘s (2013) model, Dong et al. (2017) employed the 

following model in their study: 

                                                     

                                                       

                

Where, FPit: Financial Performance y of bank i (ROA, ROE, NIM) at time t. 

Variables description and expected model sign are presented in Table 1. 

Table 1. Variables description and expected model sign 

Variables Measurement Previous Studies 
Expected 

sign 

Dependent Variable (FP – Financial Performance) 

ROA 
Profits after taxes divided 

by total assets 

Andres and Vallelado (2008); Lin and 

Zhang (2009); Grove et al. (2011); Adams 

and Mehran (2012); Liang et al. (2013); 

García-Meca et al. (2015) 

 

ROE 
Profits after taxes divided 

by equity  

Staikouras et al. (2007); Lin and Zhang 

(2009); Rowe et al. (2011); Westman 

(2011); Fahlenbrach and Stulz (2011); 

Aebi et al. (2012); Liang et al. (2013); 

Elyasiani and Zhang (2015) 

 

NIM 

(Interest Income – Interest 

Expense)/ Total earning 

asset 

Pathan and Faff (2013), Setiyono and 

Tarazi (2018) 

 

 Corporate Governance  

Bsize 
The total number of 

directors on the board 

De Andres and Vallelado (2008); Belkhir 

(2009); García-Meca et al. (2015); Kusi et 
+ 
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Variables Measurement Previous Studies 
Expected 

sign 

al. (2018) 

Bindep 

The proportion of 

independent directors on the 

board 

De Andres and Vallelado (2008); Liang et 

al. (2013); García-Meca et al. (2015) - 

Femdir 
The proportion of female 

directors on the board 

Pathan and Faff (2013); García-Meca et al. 

(2015); Mamatzakis and Bermpei (2015) 
+ 

Fordir 
The proportion of foreign 

directors on the board 

Dong et al. (2017) 
- 

Execdir 
The proportion of executive 

directors on the board 

Dong et al. (2017) 
- 

Edu 

The number of board 

members with postgraduate 

degree divided by total 

board members 

Setiyono and Tarazi (2018) 

+ 

 Control Variables 

Size 

Logarithm of total asset Pathan and Faff (2013); García-Meca et al. 

(2015); Setiyono and Tarazi (2018); Kusi 

et al. (2018) 

+ 

LAR 
Loan Outstanding / Total 

asset 

García-Meca et al. (2015); Mollah et al. 

(2017) 
+ 

CAP 

Equity / Total asset Belkhir (2009); Pathan and Faff (2013); 

Liang et al. (2013); Stančić et al. (2014); 

Mollah et al. (2017); Kusi et al. (2018) 

+ 

LDR Total Loan / Total Deposit Dong et al. (2017) + 

LIQ Liquidity Asset/ Total Asset Dong et al. (2017) + 

CTI 
Operating cost / Total 

income 

Rowe et al. (2011); Kusi et al. (2018) 
- 

List 

A dummy variable that 

equals 1 for banks that are 

listed in the exchanges, and 

0 otherwise 

Setiyono and Tarazi (2018) 

+ 

Ecogrow Annual growth rate of GDP Dong et al. (2017) + 

 

This study employed three measurement methods: OLS, fixed effects, and 

random effects. In addition, the author uses Hausman‘s (1978) test to choose suitable 

model. After that, the variance of the constant error and the autocorrelation of the error 

were assessed as well as the suitability of the regression model and then, based on the 

statistical values, the right variable was chosen. 

To conduct this study, the author accessed data from annual reports, audited 

consolidated financial statements, corporate governance reports, documents of annual 

general meeting of Vietnamese commercial banks, World Economic Outlook data set 

(WEO) of the International Monetary Fund (IMF) for the period 2011 - 2017. The data 

spans from 2011 to 2017 because Vietnamese commercial banks began to apply the 
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Law on Credit Institutions in 2010. There are many new regulations on organization, 

management, and administration that are suitable for international practice. 

There were 35 commercial banks in Vietnam by December 31, 2017. Data were 

collected and selected after excluding banks that do not publicize complete 

information. Thus, a balanced panel data sample consisting of 29 banks with 203 

observations were used for this paper. Table 2 shows statistics describing the mean, 

standard deviation, minimum value as well as the maximum value of these variables. 

Table 2. Table of statistics describing observed variables 

Variables Mean 
Standard 

deviation 
Minimum Maximum 

ROA 0,0063 0,0066 -0,0551 0,0253 

ROE 0,0692 0,0847 -0,8200 0,2682 

NIM 0,0256 0,0120 -0,0064 0,0742 

Bsize 6,9891 0,2473 5 15 

Bindep 0,1439 0,0710 0 0,4 

Femdir 0,1794 0,1619 0 0,625 

Fordir 0,0930 0,1251 0 0,4286 

Execdir 0,1528 0,1271 0 0,4444 

Edu 0,5391 0,2559 0 1 

SIZE 89.349 1,0938 13.224 1.202.283 

LAR 0,5284 0,1271 0,1473 0,7313 

CAP 0,0970 0,04192 0,035 0,2384 

LDR 0,8391 0,2015 0,3719 1,805 

LIQ 0,1878 0,0959 0,0452 0,611 

CTI 0,9880 6,0192 0,2875 86,3019 

List 0,3448 0,4764 0 1 

GDP 0,0608 0,0054 0,0525 0,0681 

 

4. Research results and discussion 

The study examined the possibility of multicollinearity among variables by 

setting the correlation matrix of variables and indexes VIF (Variance Variator). The 

correlation coefficient between the pairs of variables has no case exceeding 0.8. The 

largest VIF index of independent variables in this study is 4.65 and smaller than 5 

(Gujarati, 2004). Therefore, the phenomenon of multicollinearity in the research model 

is negligible. 
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4.1. Regression results 

The regression results are shown in Table 3, and the Hausman test was conducted 

to select a reasonable model. Hausman test results for Chi-Square statistical value is 

21.73 with Prob.Chi-Square is 0.0028. Through the results, we see that Prob is greater 

than 5%.  

This allows to reject hypothesis H0, accept hypothesis H1 in Hausman test, ie 

there is no correlation between the random element of each bank and the independent 

variable. Therefore, the topic will choose a fixed effect model (FEM) to analyze the 

results. Next, the study conducted tests of hypothetical violations such as constant 

error variance as well as the autocorrelation of errors. 

The result of testing the variance of constant error (White test), Prob.Chi-Square 

index = 0.000 is less than 5% and the result of the autocorrelation test of the error 

(Breusch-Godfrey test), only Prob.F number (1.28) = 0,000 is also less than 5%. This 

result shows that the model has both the phenomenon of variance error and the 

phenomenon of autocorrelation of errors. According to Wooldridge (2002), a remedy 

when the variance of errors changes, the autocorrelation of errors is to select the 

regression model with the general least squares method (General Least Square –GLS). 

Table 3 presents the regression results using the GLS method to estimate the 

regression coefficients. 

Table 3. The regression results given with GLS 

Variable 
ROA 

(p-value) 

ROE 

(p-value) 

NIM 

(p-value) 

Bsize 
0,0010 

(0,362) 

0,0063 

(0,579) 

-0,0006 

(0,755) 

Bindep 
-0,0031 

(0,335) 

-0,0302 

(0,412) 

-0,0147** 

(0,032) 

Femdir 
0,0005  

(0,756) 

0,0093 

(0,631) 

-0,0056* 

(0,097) 

Fordir 
-0,0021 

(0,371) 

-0,0191 

(0,519) 

0,0036 

(0,478) 

Execdir 
-0,0041** 

(0,039) 

 -0,0666*** 

(0,004) 

-0,0137*** 

(0,001) 

Edu 
0,0013 

(0,271) 

0,0090 

(0,487) 

0,0054** 

(0,037) 

SIZE 
0,0008 

(0,129) 

0,0188*** 

(0,002) 

-0,0014 

(0,141) 

LAR 0,0002  0,0633* 0,0443*** 
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Variable 
ROA 

(p-value) 

ROE 

(p-value) 

NIM 

(p-value) 

(0,946) (0,078) (0,000) 

CAP 
0,0609*** 

(0,000) 

0,1984** 

(0,046) 

0,0934*** 

(0,000) 

LDR 
0,0047*** 

(0,000) 

0,0362*** 

(0,013) 

0,0012 

(0,662) 

LIQ 
0,0128*** 

(0,000) 

0,1857*** 

(0,000) 

0,0223*** 

(0,001) 

CTI 
-0,0006*** 

(0,000) 

-0,0100*** 

(0,000) 

-0,00009 

(0,194) 

List 
0,0022**  

(0,023) 

0,0209* 

(0,079) 

0,0027 

(0,118) 

GDP 
0,0650  

(0,074) 

0,8794** 

(0,025) 

-0,0678 

(0,347) 

Const 
-0,0268 

(0,008) 

-0,4464 

(0,000) 

0,0207 

(0,257) 

Wald chi2 620,24 

(0,000) 

1277,38 

(0,000) 

188,57 

(0,000) 

Note: *, ** and *** means the values which are equivalent to 10%, 5% and 1% 

Following this, the study focuses on the results of the regression model using the 

GLS method for analysis. 

The ratio of independent Board members (Bindep) is the first variable to be 

considered. As can be seen from the analysis, it holds a negative correlation with NIM 

indicating that the bigger commercial banks in Vietnam are the lower financial 

efficacy is. The issue can be resulted from CEOs‘ hesitation in sharing information 

with the boards due to the presence of Bindep. This research result is consistent with 

previous research results of Belkhir (2009), Rowe et al. (2011), Pathan and Faff 

(2013), Stančić et al. (2014), and Mamatzakis and Bermpei (2015). 

The next variable in the list is female board members (Femdir), which also has 

a negative correlation with NIM. This indicator implies that the bigger commercial 

banks in Vietnam are, the lower of their interest income is. The results of this study 

are inconsistent with previous research results of Liang et al. (2013), Pathan and 

Faff (2013), Mamatzakis and Bermpei (2015), Setiyono and Tarazi (2018), and 

Kusi et al. (2018). 
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The percentage of Execdir has negative correlation with financial performance 

variable which means that the large proportion of Execdir leads to the decrease of 

financial performance. The situation. The results of this study share similarity with 

previous research results of Rowe et al. (2011) which was conducted with Chinese 

commercial banks. 

Finally, the research results show that the percentage of Board members holding 

graduate qualification has a positive correlation with NIM. This indicator means that 

education level plays an important role in board member‘s ability in managing firms as 

their higher education leading to the increase of financial efficiency. The similar result 

can be found in the research paper of Setiyono and Tarazi (2018) conducted in 

Indonesia. 

5. Conclusion and policy implications 

5.1. Conclusion 

The paper analyzes the impact of corporate governance on the financial 

performance of Vietnamese commercial banks between 2011 and 2017. To achieve the 

research purpose, the author employed panel data and regression model with GLS 

method.  

Research results indicate that the ratio of independent members of the Board of 

Directors, the percentage of female members of the Board of Directors, the percentage 

of members of the Board of Directors participating in the management and the 

proportion of members of the Board of Directors with postgraduate qualifications have 

impact on Vietnamese bank's financial performance. However, no relationship 

between the size of the BOD and the proportion of foreign board members with 

financial performance of bank has been found. 

5.2. Policy implications 

From the study results, some implications can be recommended as following: 

- Firstly, commercial banks should ensure a minimum number of independent 

members in the Boards to reduce the risk on banks‘ financial performance. 

- Secondly, it is advisory that it is better to reduce percentage of females on 

Boards of Directors because of too much of their presence in the board resulting in the 

decrease of banks‘ financial performance. 

- Thirdly, there is a need to reduce the participation of board members in 

managing banks‘ operational activities to minimize the problems relating to 

independent assessment or conflicts of interest. 
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-Last but not least, it is recommended to increase managing, working experience 

and professional standards of human resources in key personnel positions as managers. 

6. Research Limitations 

There are several limitations in this research that should be taken into 

consideration in future research. Firstly, there are many weak banks in the stage of 

merger, consolidation, and special control by the government in the study period from 

2011 to 2017. As a result, data is limited, and the observation sample is small. From 

the above characteristics, the study also has no conditions to review the data of banks 

before and after the merger. Secondly, the research is not in-depth corporate 

governance issues in foreign banks, joint-venture banks, and non-bank credit 

institutions. Finally, because the objective of the study considers only one way of the 

impact of corporate governance on the bank's financial performance, the topic has not 

fully examined the two-way relationship. 
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Abstract: 

Inflation has been a matter of concern since long for both developed and 

developing economies. In the context of economic growth and development, there has 

been an ongoing argument that inflation is bound to persist and there are researches that 

establish that inflationary pressures in the economy carry a host of negative effects that 

include the investor‘s returns in stock markets. In this paper, we are motivated to 

examine whether there exists any relationship between stock returns and inflation rates. 

We use the data from the National Stock Exchange of India flag index (NIFTY) and 

Consumer Price Index (CPI) that measure the general price level changes in India over 

the tenure of January 1998 to June 2019, including 256 observations. To examine this 

relationship, we have used the Auto Regressive Distributed Lag models and causality 

test to explore the short-run and long-run effects. Our findings indicate that change in 

the general level of prices has no impact on the returns of stock markets in India. We 

establish that the publication of inflation data may not have any direct visible impact on 

stock market returns though it may be an input to the central bank for framing the 

economic policies.  

Keywords: Causality, Consumer Price Index, Market Movement, Price 

Disequilibrium, Stock Market Return, Volatility  

 

1. Introduction 

Inflation is an incessant ascend in the price of goods and services in an economy 

over a period of time. According to Labonte (2011) – ―When the general price level 

rises, each unit of currency buys fewer goods and services, thereby; reduce the 

purchasing power of money and the value of the currency falls‖. Inflation is 

conventionally measured using a rate that reflects a percentage change(annualized) in 
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the price index, more commonly known as the Consumer Price Index. An economy 

witnesses positive as well as negative effects of inflation. On the positive front, 

investments in non-monetary projects are encouraged and nominal interest rates are 

adjusted by the central bank to mitigate recessionary risks. Erosion in the real money 

value and other monetary items is the most peculiar negative effect of inflation. 

Prospective investments and savings are discouraged in an event of uncertainty over 

future inflation. Also, consumers begin to hoard goods in anticipation of further price 

increase, resulting in a shortage of goods. Globally, economists concur that the 

excessive growth of money supply is the primary cause of inflationary pressures in an 

economy. The quintessence of investment is to maximize return while minimizing risk. 

Critical analysis of the current rate of inflation aids reasonable returns on investment 

while minimizing risk or else the value of the investment will be gnarled eventually. In 

an ever-expanding financial world, the market performance ensures the feasibility of 

investment and growth on the economic front. Therefore, Thus, the interlink between 

inflation and stock market returns is a key issue in macro-economics. 

Inflation rate and stock returns - Theoretical foundation  

Inflationary pressures diminish the purchasing power of money, thereby, fewer 

goods for a given unit of money. Thus, the relationship between the inflation rate and 

stock returns is studied in this paper is supported by this economic theory. It is presumed 

that a strong relationship exists between stock returns and the domestic inflation rate. 

The stock investment is vulnerable to the stock market risk, implying a decline in the 

stock returns (expressed in monetary terms) as the inflation increases. 

The macroeconomic theory envisages that Income (Y) = Consumption(C) + 

Savings (S)/Investments (I). At times of inflation, people spend more of the essential 

consumption, thereby reducing savings and investments. This leads to lower demand for 

the stocks, thereby, affecting the stock prices adversely. Also, as the consumer switches 

to essential items, the productive activity as a whole in the economy reduces, induced by 

lower demand. This affects the corporate profitability negatively, thereby, affecting the 

dividend distribution ability of the corporate. Therefore, inflation acts as a two-edged 

sword and impacts the stock market returns adversely. High inflation leads to lesser 

purchasing power for investors and diminishes the demand for securities (Fama, 1981; 

Ozurumba, 2012). 

Inflationary trend in India 
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The inflation rate in India is computed by using consumer price index (CPI) that 

ensembles consumer spending on the ―basket‖ of goods and services and is widely used 

as an inflation indicator in the majority of nations. According to the World Bank report 

the average global inflation rate as measured by CPI has been declining since 1974 from 

a peak level of 16.04% to 1.79% in 2017. In our paper, we take CPI as a proxy 

parameter to study the inflation trends. We observe that inflationary trend over the last 

two decades is mainly due to a spike in growth rate that stems from macroeconomic 

policies. According to the official figures of the Reserve Bank of India (RBI), the 

inflation rate moved from 10.22% in 1995 to 13.2% in 1998 and dropped to 4.84% in 

1999. After a decade in 2009, the Indian economy again witnessed a double-digit 

inflation rate at 10.83%. However, over the period 2013 -2017 (Figure 1), there has been 

a declining inflationary trend recording at 2.49%, lowest over the last two decades. 

Inflationary pressures have been relatively stable barring a brief period of (2009- 2010), 

where the inflation rates were recorded in double digits. 

Figure 1: CPI Statistics 

 

Source: www.inflation.eu 

Indian capital markets and performance  

The performance of the Indian capital market over the last two decades has been 

assessed in light of commonly accepted indicators that include (a) No. of companies 

listed in India, (b) Size of the market capitalization and (c) NIFTY index or Bombay 

Stock Exchange (BSE) Sensex. 

As of April 2018, the National Stock Exchange of India (NSE) is the world‘s 11
th

 

biggest stock exchange with a total market capitalization of more than US$2.27 trillion. 

Under the NSE index, NIFTY 50, the top 50 companies stocks are used as an indicator 

of the Indian capital market to identify the nature and scope of investment. The BSE is 

an oldest Indian stock exchange stated to be the world‘s fastest-growing stock exchange 
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and ranked on 10
th
 with a total market capitalization of more than US$2.3 trillion and 

5,363 companies listed as of April 2018. 

The Asset under Management (AUM) of mutual fund industry mounted at US$ 

313.48 billion, The Association of Mutual Funds in India (AMFI) aiming to reach 

fivefold growth in AUM to US$ 1.47 trillion and a threefold growth opportunity in 

investors‘ accounts and up-gradation to 130 million by 2025.  

Another attractive investment option is Foreign Institutional/Portfolio Investors 

(FII/FPI) is one of the biggest drivers of the Indian financial market as it has invested value 

around US$ 171.81 billion in India between fiscal year (FY) 2002-18. Most recently, the 

total foreign direct investment (FDI) equity inflows for the first quarter of 2019-2020, 

pointed to US$ 16.3 billion indicating a growth of a 28% on Year on Year basis. 

Also, the Derivative Market has shown a wide development in India over the last 

two decades as it highlights the presence of 4 equity derivative products within a short 

duration of 2 years i.e. from2000 to 2002. The turnover reaches Rs. 1,649.85 lakh crore 

from the derivative segment in FY 2018. 

Indian companies introduced Rs. 84,357 crore through Initial Public Offering 

(IPO) sales in FY 2018, registered a threefold jump compared to the preceding fiscal 

year. The best year ever for the IPO market stood to be FY 2018 so far. The heap takes 

place from FY 2008 with 41,323 crores were raised which is half less than the amount 

raised in FY 2018. 

From the half-decade, a successfully growing economy in Asia is considered to be 

the Indian Market and one of the favorite markets for foreign investors supported by a 

steady GDP growth rate annually in excess to 7% which makes it the rapidly growing 

economy in G 20 Submit for a period of time. However, there is some bottleneck in 

terms of financial and economic infrastructure which is to be improved to further 

motivate the foreign investment. Likewise, High nonperforming loans (NPLs), Low 

credit growth and weak corporate balance sheet in an unpredictable global environment 

need to revise for further tax and labor reforms which might put some black spot on the 

Indian growth economy. 

Inflation and stock markets 

We also have large evidence of inflation which is influencing directly or indirectly 

the scope and path of stock prices in different developing countries. It is believed that 

the stock market risk and volatility are highly influenced by the rate of inflation by the 

experts. Recent Franklin Templeton update (Sep-2019) reports ―Gains were cut short 
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ahead of the release of the domestic inflation data‘‘. This revived our thought that data 

and anticipated inflation are intensely closer to one another tracked by experts and have 

an immediate and short term impact on the trading of securities in the stock market.  

There is the number of studies conducted by different authors in different countries 

showing the relationship between inflation rates and stock prices whose results differ 

from positive to negative to no relation between both the variable. Fraser and Oyefeso 

(2002), Jang and Sul (2002), Moon (2001), Tessaromatis (1990), Peel et al. (1990) all 

indicate the positive significant connection between Inflation and stock market Indices. 

Fama and Schwert (1977), Geske and Roll (1983), and Kaul (1987), Pearce and Roley 

(1985), and Hardouvelis (1988) suggest the negative relationship between stock prices 

and inflation and others researchers find that the variables are not correlated. Also, the 

negative relationship has been confined by Modigliani and Cohn (1979) and Feldstein 

(1980). Specifically talking about India, there are few studies undertaken related to this 

research topic like Padhan (2007), Chakraborthy (2008), Paramati and Gupta (2011, 

2013), Upadhaya (2017) and Sathyanarayana (2018). In the modern era, the government 

and policymaker attempting to overcome the issue of inflation to uphold the economy 

that directly boosts the stock market to take a fly which in turn ensures the inflow of 

capital from different sources for economic development and growth. Thus, in this 

paper, we try to attempt to understand the nature and scope of the relationship between 

inflation and the stock market which throws the light on the quantum of stock market 

movements.  

2. Literature review  

The most famous economic theory dictated by Fisher (1930), has shown the first 

time, a relation exists between inflation and stock prices which is well known as the 

Fisher hypothesis. Under his theory, he emphasized maintaining the underlying assets 

by taking into consideration the nod between prices in the stock market and inflation 

level. Sharpe (2002), cleared the concept of Fisher and noted that his theory is 

applicable only in short and intermediate terms because the variables depict an inverse 

relationship. Nelson (1976), Jaffe and Mandelker (1976), Bodie (1976), Fama and 

Schwert (1977) and Modigliani and Cohn (1979) witnessed an indirect relationship 

between inflation and stock return through conceptual research. Feldstein (1980) on the 

contrary argues that taxation and inflation connection is very important to study while 

determining the stock market. 

In the 1930s and 1990s, the most observed facts are considered which have an 

independent impact on stock prices and the inflation rate of the different economic 
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events and transactions. Fama (1981) propounded the concept of spurious relation in 

which a proxy relation has to create to showcase the actual relation between variables 

and economic activity. Authors like Gultekin (1983), Geske and Roll (1983), 

Vanderhoff and Vanderhoff (1986), Kaul (1997), Chang and Pinegar (1987), Kaul 

(1990), Ely and Richarson (1997) primarily support the Fama‘s proposition. However, 

Boucher (2006) criticizes the concept of proxy hypothesis and was unclear to understand 

the Fama‘s proposition of the stock-inflation relationship. More recently, Akbar et al. 

(2012) also support Fama (1990) and suggest that the stock market performance is 

dependent on the macroeconomic scenario and thereby, aid prediction of future 

economic conditions in developed markets. 

Inflation rate and stock prices  

After the II World War, a negative relationship between stock prices and inflation 

rates was identified in the number of studies by different authors. But the observations 

of the authors were differing from Fisher‘s Hypothesis as he suggested that there will be 

no impact of the Inflation rate, the stock prices are only determined by the real factors. 

Lintner (1975), Bodie (1976), Fama and Schwert (1977), Jaffe and Mandelker (1976), 

Nelson (1976) studied the correlation between inflation rates and stock returns during 

the late 1970s and early 1980s. Graham (1996), Siklos and Kwok (1999), and Barnes et 

al. (1999) also confirm these findings. 

The above-stated research work studied Fisher‘s Hypothesis, concerning a short 

period i.e. less than one year. But the annual United States (US) and United Kingdom 

(UK) data has been inspected by Boudoukh and Richardson (1993) to highlight the 

connection between inflation rate and stock market capitalization in both short and long 

time horizon i.e. 1 year and 5 years, respectively. The investigator propounded that there 

is no correlation for a year‘s horizon between nominal stock return and inflation rate. In 

contrary to this, Fisher‘s Hypothesis is applicable for a long run of 5 years. Modigliani 

and Cohn (1979), Feldstein (1980), Sharpe (2002), Ritter and Warr (2002), have 

established the inverse relationship between the stock price level and inflation.  

Evidence studies on stock returns and inflation rate  

The pragmatic research work has been categorized into three clusters; short term 

studies, long term studies, and event studies. Luintel and Paudyal (2006), in the event 

studies, indicators suggest an insignificant or inverse relation of an unforeseen inflation 

rate announcement and stock returns. Authors like Graham et al. (2002) Flannery and 

Protopapadakis (2012) have shown a remarkable inverse relationship between inflation 
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news and stock market returns. However, Joyce and Read (2002), suggest a trivial effect 

of the inflation news on trends of stock prices. 

In the short run research works, we find a fairly large number of studies that 

support the inappropriate relations linking inflation and stocks return in a cross-sectional 

context viz. Nelson (1976), Bodie (1976), Jaffe and Mandelkar (1976), Fama and 

Schwert (1977), James et al. (1985), Geske and Roll (1983), Kaul (1990), etc. They all 

examine that stock return fluctuations have a negative relation with inflation in the 

Indian context. Some other authors show that the relationship could be either negative or 

positive based on different stipulated periods across different countries or can be across 

different industries like the work of Schotman and Schweitzer (2000) and Ryan (2006). 

The same can be depending on different monetary policies and practices adopted by a 

country and various constituents of inflationary economies. The interrelationship 

between variables differs from country to country based on their economic status 

(Gultekin, 1983). Marshall (1992) suggested that the connection depends on different 

components and forms of inflation going through a particular phase. Barnes et al. (1999) 

and Choudhary (2001) further confined the link that can differ across diverse 

inflationary periods. Kaul (1987, 1990) also states the difference between inflation and 

stock return based on different monetary regime practices. Sohail and Hussain's (2009) 

study establishes a negative long-term and short-term association between inflation and 

stock market returns in the Lahore Stock Exchange. 

Bouldoukh et al. (1994), Engsted and Tanggared (2002), Schotman and Schweizer 

(2000), Wong and Wu (2003) show that there exists a positive relationship between 

inflation and stock return in the long horizon, though some countersigned the 

combination of positive and negative impact. Elyand Robinson (1997), Ryan (2006), 

Anari and Kolari (2001) and Luitnel and Paudyal (2006) identify the extensive 

association between both the variables in the assimilating framework and found that 

good price elasticity is greater than unity. Employing a co-integrating framework, 

Ahmed and Cardinale (2005), suggested for the US, UK, Germany, and Japan that it 

indicates the mixed result which is more prone to fluctuation with data and time horizon 

and lag length chosen. Laopodis‘s (2006) results show a weak negative relationship 

proven with the use of bivariate and multivariate vector autoregressive participating 

specifications. Chancharat (2007) works on US, UK, and South East Asia market results 

and indicates the influence of macroeconomic factors on monthly stock returns. 

Sayılgan and Süslü's (2011) study in emerging market economies establish the 

significant influence of exchange rates, inflation rates on the stock returns, however, the 
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interest rate, gross domestic product, money supply, and oil prices do not impact the 

stock returns. Azar (2013) establishes no impact of inflation or inflation‘s uncertainty on 

the stock prices in US stock markets for 1950-2011. Uwubanmwen et al. (2015)'s 

research suggest a weak negative impact on stock returns in Nigerian Markets in the 

long run.Wasseja et al. (2015) find the stock prices are affected by the inflation rate and 

exchange rate in Kenya. Lie and Vinod (2018) finds no evidence of a relationship 

between the stock market returns and the real economy in the short run, however, 

identifies a long-run negative association between the Shanghai A-share market with the 

real sector of the Chinese economy.  

Geetha (2011) divides the inflation index into two categories i.e. expected inflation 

and unexpected inflation while doing the study on US, Malaysia and China‘s stock 

market with their respective inflation level. In the occurrence of expected higher 

inflation, a consumer is risk-averse to hold the cash and equivalent and thus the value of 

money weakens over the holding period. The substantial impact of unanticipated 

inflation is the relocation of wealth from money lenders to borrowers.  

Researches on Indian markets  

According to the Indian Context, we examine the connection between financial 

market development and economic growth moves parallel to all domains. Sinha and 

Marci (2001) studies the emerging economies like India, Malaysia, Pakistan, and Sri 

Lanka and found a positive and statistically significant relationship between the 

financial variable and income level of people. Bhattacharya and Sivasubramanian 

(2003) reveal an affirmative relationship between financial market growth and GDP 

expansion. Kamat and Kamat (2007) suggest that financial sector development brings 

economic growth i.e. ‗supply leading hypothesis for India by clearly showing the 

interrelationship between both the terms from 1971 to 2004. Acharya et al. (2009) 

propound a long-run relationship between financial inclusion and growth across Indian 

states by identifying the nexus between financial development and economic growth 

from 1981 to 2002 in India. 

Further, Padhan (2007) examined the bidirectional association between stock 

prices in the market and economic growth by taking into consideration the data of IIP 

and stock prices of Sensex on the monthly basis from 1991 to 2005. Agrawalla and 

Tuteja's (2007) study that there also exists a long-run equilibrium relationship between 

economic growth and stock market development. Deb and Mukherjee (2008) tested the 

causal nod between Indian economic growth and stock market upliftment from the 

period of 1996 to 2007 and found a strong instrumental flow from the stock market 
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development to economic growth and highlight the bidirectional linkage between market 

capitalization and economic inclusion. The study reiterates the conclusion of Kamat and 

Kamat (2007) that there exists a supply leading hypothesis in India. However, 

Chakraborthy's (2008) study indicates a little bit different results that GDP growth 

indicator leads to the rise of stock market prices in India. Paramati and Gupta (2011) 

reveal a connection between stock market performance and economic growth with the 

support of ―demand following‖ proposition in the short run. 

From the different studies, we can find out the relationship is positive, negative, 

mixed or neutral and is affected by the events and period under study. Insignificant or 

Negative relation of stock returns and inflation has been observed. While positive and 

negative relation has been witnessed in the short run, positive relationships also 

enunciate in most of the long-run integration analysis. Therefore, there is various 

contradiction observed over and above the previous study. The inter-relationship 

analysis of stock returns and economic development can be useful to the number of 

investors for gaining insights while investment and can look for a futuristic investment 

Approach. The study is also helpful for policymakers who seek to develop robust 

economic policies with a motive of sustainable economic development by providing a 

clear cut image of spurious relationships. 

In the context of rapid economic growth, India provides a distinctive prospect for 

this fascinating research work with the availability of eye-catching investment avenues 

and the well-developed stock market. Also, in support of continually developing the 

Indian stock market merged with an upsurge in inflation rates and attractive financial 

sector at global outreach, the interest, and scope of understanding and analyzing the 

inflation‘s impact on the stock market in Indian tends to increase. However, in light of 

the gigantic unpredictable market, the effect of inflation rates on emerging markets stock 

return and conclusion cannot be drawn with a minimally acceptable level of confidence. 

Under this study, we are motivated to inspect the connection between the inflation rates 

and stock market returns to determine the short-run and long-run impact of the inflation 

rate on stock market performance during the precedent two decades. The relationship 

between the variables has been formulated and analyzed using the Auto-Regressive 

Distributed Lags (ADRL) procedure. 

3. Methodology 

The time selected for the study is January 1998 to June 2019 for which monthly data has 

been used implying 256 data points. The inflation rate is indicated by the change in 

Consumer Price Index and Indian stock market returns indicated by the returns on 
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NIFTY 50. We have obtained the daily closing prices of NIFTY 50 and transformed into 

monthly values to match with the CPI data which is monthly. CPI data has been 

obtained from the websites of Reserve Bank of India and the National Stock Exchange.  

We have used Auto-Regressive Distributed Lags Approach in this study because 

of its ability to predict current values of a dependent variable based on both the current 

values of an explanatory variable and the lagged (past period) values of this explanatory 

variable. Our approach efficiently and effectively captures the price disequilibrium over 

a long period. 

The data has been evaluated based on the augmented Dickey-Fuller test, in order to 

check for pre-requisites for the application of ARDL model – (a) data should follow 

normal distribution, (b) constant mean and variance throughout the model and (c) series 

must be stationary on either I(0) or I(1) or both. If any of the variables exhibit I(2), 

ARDL Model cannot run. The optimal lag length is found of both the variables such as 

NIFTY returns and Consumer Price Index. The lag length should be optimal to ensure 

stability in the model.  

Model specification 

We use the following Autoregressive Distributed Lag (p,q) equation for examining 

the relationship between the CPI and Stock returns. 

 

Where stock returns are defined as  measured as percentage return, ∆CPI 

reflects the changes in the index rate or a measure of the inflation rate. The 

autoregressive term is β, p and q are the lag length of variables in the model,  is the 

coefficient of the distributed lags of price changes and the disturbance term is έ. To 

examine the stationarity properties of the selected series, unit root tests have been 

conducted. The requirements of ARDL is the series must be I (0) and I(1) but not I(2). 

Besides, we have conducted the granger causality test to examine the direction of 

causality between CPI and Stock returns.  

4. Results  

Results of the Augmented Dickey-Fuller (ADF) test on NIFTY and CPI shows that 

returns on NIFTY are stationary at the level and CPI is difference stationery (Table 1 

and Table 2). Both series exhibit time-invariant series properties. 
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Table 1: Unit root test for variables in levels 

Variable ADF Test Statistic 95% Critical ADF Value Remark 

NIFTY Returns -15.44 0.0000 Stationary 

CPI -2.33 0.1604 Non Stationary 

Table 2: Unit root test for variables in first differences 

Variable ADF Test Statistic 95% Critical ADF Value Remark 

Δ Nifty Returns -15.44 0.0000 Stationary 

ΔCPI -9.04 0.0000 Stationary 

We have conducted the Granger Causality test to study the cause and effect 

relationship between prices and stock prices (NIFTY). As at the 5% percent level as 

the p-value for the causality from CPI to NIFTY returns and from Nifty returns to CPI 

both are insignificant at the 5 percent level, we conclude that Consumer price index 

(CPI) has no explanatory power for NIFTY returns and CPI does not Granger Causes 

NIFTY RETURNS and vice versa . Thus, based on our results, neither does inflation 

responds to stock prices and nor does Nifty returns influences the rate of inflation in 

India. Table 3 represents the results of the Granger Causality Test. 

It can be derived that macro-economic policies of the government agencies that are 

aiming to curb inflation have not impacted the stock market returns either positively or 

negatively in the past. The null hypothesis has been studied under two different lag 

lengths of 2 and 4. However, the results remain consistent, indication no causality 

between the two variables i.e. Stock market returns and inflation levels in the Indian 

economy. 

Table 3: Results of granger causality test 

Null Hypothesis F 

statistic 

Probabilit

y 

Decision Causality 

CPI does not Granger Cause Nifty 

Returns NIFTY Returns does not 

Granger Cause CPI (LAG 2) 

1.591 

0.181 

0.205 

0.834 

Accept 

Accept 

No Causality 

Lag length selection 

For an ADRL model to be realistic, an optimal lag length is a prerequisite. The 

information criterion for optimal lag length is contingent on the number of observations, 
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we use AIC to select the optimal lag length. Based on the AIC, the optimal lag length of 

Nifty returns (Dependent variable) is 7 and CPI (Independent Variable) is 10. We, 

therefore, use 7 lags for computation. This period satisfies the requirement of the applied 

model from two perspectives – structural effects are captured since the period is 

sufficiently long and ADRL dynamics are captured for the period being relatively short. 

Table 4 shows that values for AIC for lags from one to ten for the Nifty returns and CPI, 

respectively. 

Table 4: Maximum Lags Selection (NIFTY Returns) and CPI 

ARDL procedure and results 

The ARDL model effectively corrects the serial correlations present in the time 

series data. With the help of this study, we seek to forecast stock market returns 

influenced by the inflationary pressures prevalent in the Indian Economy. In a dynamic 

ADRL model, we can capture the relationship between CPI and stock returns (Table 5).  

Table 5: Breusch-godfrey serial correlation LM test
19

 

F-statistic 0.569435 Prob. F(7,246) 0.7805 

Obs*R-squared 4.081940 Prob. Chi-Square(7) 0.7703 

LM test results indicate that there is no serial correlation between the variables 

Nifty returns and CPI ( ). Further, the cumulative sum control chart (CUSUM) 

test has been conducted and the graphic results indicating a stable model. Therefore, we 

                                           

19 Details are given in Appendix I. 

Lags AIC(Nifty) AIC(CPI) 

0 9.003 2.798 

1 8.960 2.698 

2 8.983 2.595 

3 9.012 2.600 

4 8.995 2.599 

5 8.991 2.503 

6 8.993 2.488 

7 8.874* 2.339 

8 8.883 2.318 

9 8.903 2.281 

10 8.909 2.241* 
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proceed on to the long-run association based on the Wald test, as the prerequisites of No 

serial correlation and stable model is satisfied. 

In the context of Wald Test, if F statistics value > Upper bound I (1) critical value 

at 5% a long-run association between the variables is inferred. For k (number of 

independent Variables) =1, I (0) is 2.2267 and I (1) is 6.31. As indicated by the results, 

the F statistics value is 17.604
20

 which are greater than the upper bound value of 6.31 at 

5%. Thus, it can be inferred that there is long term association between the stock market 

returns and inflation (CPI). Therefore, as there is the cointegration between the two 

variables, we further run the error correction model (ECM). We have used the ECM 

regression Model to observe the coefficient of co integration equation to evaluate the 

speed of convergence between the variables results
21

. As the coefficients of the 

cointegration equation i.e. adjustment coefficient are negative it indicates convergence 

to the long-run equilibrium. Also, the probability value is statistically significant at 1%. 

Therefore, it can be interpreted that the current year errors will be corrected in the 

following year at an adjustment speed of 96.31 (Table 6). 

Table 6: ECM regression results 

Case 3: Unrestricted Constant and No Trend 

Our results are an agreement with the work of Fama (1979) and there is the 

possibility of a spurious correlation between the two measurement variables. Our 

results reject the work of Chakraborthy (2008) and Özlen (2012). Overall, we derive 

that change in the general level of prices has no impact on the returns of stock 

markets in India. 

5. Conclusion 

Our results indicate that inflation is insignificant in invigorating returns in the 

Indian stock markets. A key concern and subject of the investigation are whether 

investors consider the gains from debt which accrue to corporations, in an event of 

                                           

20 Details are given in Appendix II. 

21 Details are given in Appendix III. 

Variable Coefficient Std. Error t-Statistic Prob. 

C 1.391882 0.418437 3.326386 0.0010 

CointEq(-1)* -0.963172 0.061738 -15.60105 0.0000 
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inflation occurrence. In India, the debt markets are aggressively tracked by the investor 

fraternity as indicated by the increased participation of the institutional investors in the 

debt market in the last two decades. Thus, the indirect advantage of inflation control 

may bring higher financial stability. However, whether the macroeconomic 

policymakers can achieve financial stability through consistent and stringent inflation 

control measure remains an issue of further investigation. We establish that our results 

can be used constructively for future monetary and economic policymaking functions. 

The investment in stock markets is not necessarily being a hedge against inflation‘s 

erosion of purchasing power. For an efficient portfolio construction and management, 

equities may not necessarily be viewed as only long- term holdings. The role of 

government in maintaining steady inflation and suitable tax regime with a view to 

efficient stock market development is very important. To provide a safe and prospering 

investment environment, the government should work towards providing a stable price 

system. Economic and monetary policies should aim to provide a more stable price level 

to encourage a more informed and transparent investment environment. 
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Appendix I: Results of Breusch-Godfrey serial correlation LM test 

F-statistic 0.569435 Prob. F(7,246) 0.7805 

Obs*R-squared 4.081940 Prob. Chi-Square(7) 0.7703 

Test Equation:    

Dependent Variable: RESID   

Method: ARDL    

Date: 09/17/19 Time: 21:01   

Sample: 1998M02 2019M05   

Included observations: 256   

Presample missing value lagged residuals set to zero. 

Variable Coefficient Std. Error t-Statistic Prob. 

RETURNS(-1) -0.178434 0.382773 -0.466161 0.6415 

CPI -0.051800 0.497687 -0.104081 0.9172 

C 0.197443 0.631476 0.312669 0.7548 

RESID(-1) 0.185789 0.388071 0.478751 0.6325 

RESID(-2) 0.038230 0.065064 0.587570 0.5574 

RESID(-3) -0.015787 0.063583 -0.248292 0.8041 

RESID(-4) -0.053378 0.063499 -0.840601 0.4014 

RESID(-5) -0.059819 0.063546 -0.941347 0.3475 

RESID(-6) 0.083333 0.063820 1.305747 0.1929 

RESID(-7) -0.031478 0.063984 -0.491963 0.6232 

R-squared 0.015945 Mean dependent var -1.21E-16 

Adjusted R-squared -0.020057 S.D. dependent var 6.540685 

S.E. of regression 6.605952 Akaike info criterion 6.652098 

Sum squared resid 10735.10 Schwarz criterion 6.790582 

Log likelihood -841.4686 Hannan-Quinn criter. 6.707796 

F-statistic 0.442894 Durbin-Watson stat 2.003189 

Prob(F-statistic) 0.910748    
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Appendix II: Results of Wald test 

Equation:  

Test Statistic Value Df Probability 

F-statistic 17.60462 (2, 232) 0.0000 

Chi-square 35.20924 2 0.0000 

Null Hypothesis: C(16)=C(17)=0  

Null Hypothesis Summary:  

Normalized Restriction (= 0) Value Std. Err. 

C(16) -1.052826 0.177806 

C(17) -0.405145 1.341081 

Restrictions are linear in coefficients. 

 

Appendix III: Results of ARDL error correction regression 

 

Dependent Variable: D(RETURNS)  

Selected Model: ARDL(1, 0)   

Case 3: Unrestricted Constant and No Trend  

Date: 09/17/19 Time: 20:04   

Sample: 1998M01 2019M05   

Included observations: 256   

ECM Regression 

Case 3: Unrestricted Constant and No Trend 

Variable Coefficient Std. Error t-Statistic Prob. 

C 1.391882 0.418437 3.326386 0.0010 

CointEq(-1)* -0.963172 0.061738 -15.60105 0.0000 

R-squared 0.489337 Mean dependent var 0.057124 

Adjusted R-squared 0.487327 S.D. dependent var 9.152844 

S.E. of regression 6.553548 Akaike info criterion 6.605672 

Sum squared resid 10909.04 Schwarz criterion 6.633369 

Log likelihood -843.5260 Hannan-Quinn criter. 6.616811 

F-statistic 243.3926 Durbin-Watson stat 1.987948 

Prob(F-statistic) 0.000000    

* p-value incompatible with t-Bounds distribution. 

F-Bounds Test Null Hypothesis: No levels relationship 

Test Statistic Value Signif. I(0) I(1) 

F-statistic 121.2172 10% 4.04 4.78 

K 1 5% 4.94 5.73 

  2.5% 5.77 6.68 

  1% 6.84 7.84 

t-Bounds Test Null Hypothesis: No levels relationship 

Test Statistic Value Signif. I(0) I(1) 

t-statistic -15.60105 10% -2.57 -2.91 

  5% -2.86 -3.22 

  2.5% -3.13 -3.5 

  1% -3.43 -3.82 
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Abstract: 

The emergence of the digital business model and extensive globalization empowered by 

technological innovation have transformed banking operations towards a more innovative and 

modern banking system called e-banking. This paper takes a new perspective to treat the use of e-

banking services as a transaction between a physical bank and its customers which is characterized 

by various uncertainties. Accordingly, this study suggests the adoption of the transaction cost 

economics theory in hypothesizing the possible negative impacts of perceived monitoring costs and 

adaptation costs on the willingness to use e-banking services. This paper suggests interesting and 

noteworthy future research directions which may enrich the existing knowledge about barriers to 

the use of e-banking services from the side of transaction cost analysis.  

Keywords: Adaptation costs, e-banking, monitoring costs, transaction cost economics 

theory, uncertainty. 

 

1. Introduction 

In recent decades, due to the advent of digital business and the forces of 

globalization, business organizations have been constantly restructuring its business 

models and redefining their positions and operations in the value chance. Financial 

institutions, especially banks, are among the early adopters of e-business model as a way 

to respond to customer demands, intense competition as well as technological and 

regulatory pressures (Mia et al., 2007). In other words, the penetration of the banking 

sector into the World Wide Web as an e-business helps banks adapt rapid changes in the 

business environment by taking advantage of the extraordinary power and global reach 

facilitated by the Internet. This transformation of banks‘ operation in which they put 

themselves into the virtual environment has marked the birth of a new banking business 

model known as E-Banking. Different forms of e-banking such as Internet banking, 

ATMs and E-cheque offers an innovative cashless system that enables money to be stored 

in an electronic purse (Woodford, 2003). As a result, costs associating with money 
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transactions are significantly reduced that, in turn, boosts economic activities and create 

jobs (Garcia-Swartz et al., 2006). The emergence of e-banking, therefore, has been well 

recognized as a key to developing a cashless society serving the improvement of 

economic and social conditions. This is also the reason why the question regarding 

increasing the penetration of e-banking services among bank customers and public has 

grasped wide interest among both policymakers and bank managers, especially in 

developing countries (Makanyeza and Mutambayashata, 2018; Patil, 2014; Sultana and 

Hasan, 2016). 

In Vietnam, although e-banking, the latest trend in the banking system, has entered 

into the country for a decade, it has not gained enough interest from Vietnamese bank 

customers to substitute conventional banking customs. Statistics by World Bank (2018) 

show that the usage rate of e-banking services among Vietnamese customers are still very 

low. Specifically, although about the penetration rate of debit cards in Vietnam is 90%, 

about 24.51% of them are active in the previous 12 months. On the other hand, only 4% 

of Vietnamese people have a credit card. While the electronic payment system and its 

benefits have been well communicated to bank customers and plastic cardholders, only 

6.39% of Vietnamese people make bill payments online using the Internet. Besides, 

despite the rapid popularity of e-commerce that may create the basis for wider adoption of 

e-banking, in fact, only 9.14% of Vietnamese online shoppers pay online instead of cash 

at delivery. As a result, Vietnam remains one of the most heavily cash-based countries in 

the world. 

The literature has revealed many researches which explain why people use e-

banking services as either a technology adoption, a reasoned action or a planned 

behaviour. Accordingly, different theories have been adopted to explain the use of e-

banking services. Specifically, as technology adoption, the intention to use e-banking 

services is explained by the diffusion of innovation theory (Ozdemir and Trott, 2009; Ravi 

et al., 2006; Zolait, 2010), technology acceptance model and various modifications of it 

(Lai and Li, 2005; Lee, 2009; Pikkarainen, 2004 ) or technology resistance theory 

(Laukkanen, 2008; Laukkanen and Kiviniemi; 2010; Laukkanen et al., 2009). On the 

other hand, the theory of reasoned action and theory of planned behaviour have been also 

widely used to explain the use of e-banking services as a rational decision (Püschel et al., 

2004; Zolait, 2010). These studies and applied theories have in common that they mostly 

explain the intention to use e-banking services based on the benefits that e-banking may 

offer to the individuals either as a useful technology or a beneficial action or behaviour 

while the costs involved with the adoption of e-banking are mostly neglected. Although 
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studies which used the technology resistance theory mention some risks associated with 

the e-banking as barriers to adopting this innovative banking system, they have not further 

identified costs that may be incurred by such risks. 

Beyond technology adoption, a reasoned action or a planned behaviour, I argue that 

the use of e-banking services is also a transaction between a physical bank - the provider 

of e-banking services and its customers. Since the use of e-banking may imply various 

uncertainties due to lack of face-to-face contact, lack of trust, and lack of security (Durkin 

et al., 2008), the transaction between the bank and its customers associated with the use of 

e-banking services may incur costs (Wallker and Weber, 1984; William et al., 1998). 

However, this type of transaction costs has not been investigated in explaining the 

willingness to use e-banking services. 

This paper suggests the adoption of transaction cost economics theory to fill this 

research gap and further explain the rationale as well as propose future research directions 

regarding the use of this theory in explaining the willingness or intention to use e-banking 

services. The first section of this study contains a brief introduction to e-banking and its 

evolution. The second section contains a detailed analysis of the transaction cost 

economics theory and the rationale of using this theory in explaining the willingness to 

use e-banking service. The last section contains some interesting recommendations for 

future research directions in adopting the transaction cost economics theory in e-banking‘s 

marketing research stream. 

2. E-Banking 

E-banking is one of the most important banks‘ innovating efforts in which banking 

operations are conducted over the World Wide Web (Hoehle et al., 2012). A 

comprehensive definition of e-banking was proposed by the United Nations Conference 

on Trade and Development (UNCTAD) in which a wider range of e-banking channels are 

covered including ATM banking, Telephone Banking, Internet banking and mobile 

banking. Specifically, ATM banking allows bank customers to directly use computerized 

telecommunication devices such as Auto Teller Machines or other special facilities 

connected to the main terminal facility (also known as Multimat) to access cash as well as 

their bank accounts for cash withdrawal, cash deposit, account examination, or money 

transferring instead of interacting with the bank staff (Dabholkar and Bagozz, 2002). 

On the other hand, telephone banking services allow customers can process money 

transactions via telephone (Ahmad and Buttle, 2002). These e-banking services are 

enabled by computer-based keypad response or voice recognition technologies instead of 
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direct conversations between the bank staff and their customers. A more popular e-

banking channel is Internet banking which allows consumers to access various types of 

services through a bank's website (Bhattacherjee, 2001; Tan and Thompson, 2000). 

Specifically, a bank customer can use their personal computers connected to the Internet 

to open the e-banking portal of their banks with a password, access to their bank accounts 

and make all necessary money transactions. Similarly, mobile banking is an increasingly 

popular e-banking channel which enables customers to interact with a bank for text- or 

WAP-based banking services through mobile devices (Hoehle and Lehmann, 2008). 

Through these four channels, e-banking provides customers with 24-hours-a-day access to 

banking services with real-time information. The services which are enabled by e-banking 

include money transfers, bill payments, and checking account balances. Other services are 

added later including loans, brokering, share trading and other financial services (Dewan 

and Seidmann, 2001) 

3. Transaction cost economics perspective 

Human exchanges in which there are at least to parties involved, the ―buyer‖ and 

―the seller‖ who have something of value for trading, are always the core of any 

marketing discipline (Bagozzi, 1975). In turn, a transaction is the outcome of such 

exchanging process and accordingly, a contract or an agreement between the transaction 

participants about the objects being transacted and their binding obligations is 

presupposed (Lusch and Brown, 1996). The theory assumes that transaction participants 

are subject to ―opportunistic behaviour‖ or the possibility that the counterparty may not 

entirely be honest, instead, they many attempt to make use of unexpected circumstances 

for their self-interest (Williamson, 1998). Besides, measuring contractual performance in 

a transaction is difficult (Klein, 1980; Poppo and Zenger, 2002). As a result, monitoring 

costs are incurred to make sure that the transaction operates smoothly and properly. 

Moreover, many disturbances may occur during the contract time, some of which may be 

unforeseeable, while the contract is mostly incomplete. This raise adaption costs or the 

costs to adapt with disturbances and continue the contract (Heide, 1994; Williamson, 

1998). Accordingly, these monitoring costs and adaption costs which incur to secure a 

contract are referred transaction costs. These types of costs are often not included in the 

product prices but significantly affect choices. Specifically, the transaction cost economics 

theory proposes that transaction participants are boundedly rational, in other words, they 

are intendedly rational in the sense that they aim to maximize economic utility although 

their decisions are not always truly rational as they intend due to their limitation of 

cognitive processing capabilities and memories (Williamson, 1998). Accordingly, 
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transaction participants, both individuals and firms, always pursue profit maximization 

that, in turn, requires costs minimization. As a result, transaction participants always act in 

a way that minimizes their transaction costs. In other words, among choices or 

alternatives, they always prefer those with fewer transaction costs (Geyskens et al., 2006; 

Walker and Weber, 1984; Williamson, 1998). 

The transaction cost economics theory proposes that the magnitude of monitoring 

costs and adaption costs are influenced by the level uncertainty associated with the 

transaction. In fact, due to information asymmetry - one of the primary market failure, 

transaction participants‘ bounded rationality and the possibility of their opportunistic 

behavior, transactions always imply uncertainty. Specifically, environmental uncertainty 

which happens when the relevant disturbances surrounding a transaction are too 

unpredictable to be specified causes problems and makes it difficult to anticipate possible 

events that may occur during the period of transactions, especially for long term contracts 

(Williamson, 1998). This, in turn, causes an adaptation problem that, raise adapting costs. 

On the other hand, behavioral uncertainty which occurs since the performance and 

integrity of the counterparty are difficult to be predicted causes both adaption and 

monitoring costs. As those uncertainties increase, this leads to the rise of both monitoring 

costs and adaptation costs. Therefore, the transaction cost economics theory asserts that 

transaction participants tend to select the mode of transaction which is associated with less 

uncertainty. 

4. E-banking transaction and transaction cost perspective  

Although e-banking provides many benefits for both the bank- as the providers in 

terms of cost reduction and wider reach and the bank customers in terms of convenience, 

e-banking transaction is associated with many types of risk and uncertainty (Kondabagil, 

2007). Specifically, as a transaction, the use of e-banking services may face uncertainties 

due to unauthorized access /intrusion to bank‘s systems and transactions by hackers and 

crackers, fraudulent activity of bank employees, the issues of data privacy and 

confidentiality, banks‘ errors in processing transactions, system disruptions due to the 

banking system or Internet connection, or other unanticipated events that make the banks 

unable to deliver e-banking services when the customers need. These uncertainties may 

arise due to the banks‘ weaknesses in designing, implementing and monitoring their 

information system, the bank staff‘s integrity or unforeseeable disturbances during the 

time of using e-banking services in the virtual environment (Solanki, 2012). As a result, 

monitoring costs arise including time and effort to check the banks‘ performance and 

security of each e-banking transactions. On the other hand, adaptation costs or time and 
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efforts spent on resolving disturbances associated with the use of e-banking services such 

as information is stolen, the system is disrupted, or banking errors also incur. 

Instead of e-banking, bank customers may still get access to banking services using 

the conventional mode of banking transaction in which customers visit the banks in 

person and directly interact and consult with the bank staff. Although this mode of 

transaction is less convenient and costs time for travel and doing transaction, upon the 

transaction cost economics perspective, the monitoring and adaptation costs, in this case, 

may be less than that of the e-banking transaction. The reason is that the information is 

transmitted directly and face to face with the banks‘ front staff instead of through the 

electronic medium. As a result, the likelihood of fraudulent activities will be lower. 

Although the transaction cost economics theory has been widely considered to 

explain firms‘ choice of transaction modes, since individual consumers, like firms, are 

assumed to economize with their scarce resources (Zaltman and Wallendorf, 1983), this 

theory is applicable to explain individual customers‘ choice (Cannon et al., 2014; Cannon 

and Schwaiger‘s, 2005; Bergen et al., 1992). In other words, according to the transaction 

cost perspective, individual customers also behave in a way that minimizes transaction 

costs given their limited sources of time and effort. Based on the transaction cost 

economics theory, it is, therefore, reasonable to hypothesize that the higher transaction 

costs associated with the e-banking transaction is, the less likely that bank customers are 

willing to use e-banking services. In other words, if bank customers perceive transaction 

costs of using e-banking services as high, they may tend to use conventional mode of 

banking transaction - face to face with the bank staff.  

Figure 1: Proposed conceptual model 
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banking transaction may negatively affect individual bank customers‘ willingness to use 

e-banking services. This hypothesis can be empirically tested using quantitative methods. 

Since there is hardly research which neither examines the use of e-banking services as a 

transaction nor tests the relationship between perceived transaction costs and the intention 

or willingness to use e-banking services, future research can adopt the transaction cost 

perspective to fill this interesting research gap. However, there are some obstacles 

regarding this research stream. Firstly, the use of different types of e-banking services and 

the employment of each e-banking channel may be characterized by different extent of 

uncertainty and transaction costs involved. Secondly, there have been no available 

measurements scales for neither behavioral uncertainty, environmental uncertainty, 

monitoring costs nor adaptation costs associated with the use of e-banking services. 

Thirdly, the transaction cost economics theory itself is criticized by its exclusive concern 

about transaction costs and their impacts on choice while each mode of transaction may 

involve certain benefits (Dyer, 1997).  

Accordingly, there are three suggestions for future research which aims to get 

insights into the impacts of transaction costs on willingness to use e-banking services. 

Firstly, future studies should narrow the context of investigation with a specific e-banking 

channel or service. Secondly, future studies should combine both quantitative and 

qualitative methods to firstly explore the details dimensions of uncertainties and 

transaction costs associated with the use of e-banking services serving the development of 

measurement scales and hypotheses before testing the conceptual model using 

quantitative data. Finally, future research may extend the adoption transaction cost 

economics theory by including perceived benefits of the use of e-banking services in the 

conceptual model.  
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Abstract: 

Social performance is one of the factors affecting the profitability of Vietnam‘s formal 

microfinance institutions (MFIs) over the years. This study analyzed the determinants of 

social performance and profitability. At the same time, the study examined the interactive 

relationships between social performance and profitability of formal MFIs. After regression 

analysis on a set of panel data from 2010 to 2018 of all formal MFIs in Vietnam, it appears 

that profitability, financial sustainability, and deposit have positive relationships with 

outreach breadth; outreach depth and the number of the branch have negative relationships 

with outreach breadth. The debt-to-equity ratio and financial sustainability have positive 

relationships with outreach depth; profitability, asset growth rate and loan-to-deposit ratio 

have negative relationships with outreach depth. The equity growth rate, outreach breadth 

and repayment ratio have positive relationships with profitability; outreach depth, MFIs age 

and loan-to-deposit ratio have negative relationships with profitability. The study finds 

bidirectional interactions and the causal relationship between social performance and 

profitability of formal MFIs. This study recommends that managers and helps researchers 

and managers to understand the key determinants for effective management of formal MFIs. 

Keywords: Financial sustainability, microfinance institution, outreach breadth, outreach 

depth, social performance, sustainability. 

 

1. Introduction 

The renewed interest in the social goals of microfinance is part of the operations in 

MFIs. Because, in microfinance, social performance and profitability are linked and 

mutually reinforcing. MFIs attention to their mission to improve the lives of poor people 

are likely to improve their operations bottom line as well. This shift is marked by a surge 

of interest in various types of outreach and operations development, all directed to helping 

MFIs gain a better understanding of customers and how MFIs can best serve them. At the 

same time, thanks to the intervention of microfinance in recent years with potential for 
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greater outreach and sustainable success, microfinance is widely regarded as the solution 

to poverty and widely recommended and perceived by many as a turn-key for unlocking 

opportunities for the impoverished people. With the suport of microfinance, poor, farmers 

are aided with the tools, skills, capital to successfully adopt a sustainable approach in their 

quest to escape from the poverty trap in which they are deeply anchored.  

In Vietnam, the formal MFIs have establish by the State Bank of Vietnam. The 

operations of formal MFIs have reached 28 provinces and cities with 113 branches and 

transaction offices. The operations of formal MFIs in Vietnam have made an important 

contribution to expanding the scale of the financial service provision, especially providing 

financial services to the poor, low-income people and contributing to ensuring social 

security. Social performance is one of the goals of formal MFIs in Vietnam. Beside, 

increasing the ability to provide financial services is one of the important orientations that 

are targeted by formal MFIs in Vietnam. With this orientation, formal MFIs have 

expanded the scale of the service provision. However, many factors have affected the 

operations, made social performance and profitability of many formal MFIs in Vietnam 

fluctuated over the years, affecting the ability to expand the scale of the financial service 

provision. There have been some researches on formal MFIs operations in Vietnam; but, 

there has been no research on the relationship between social performance and 

profitability. In particular, the study of the interactive and causal relationship between 

social performance and profitability of formal MFIs is one of the urgent issues to 

understand the relationship and trend impact to increase social performance and promote 

profitability of formal MFIs in Vietnam. Therefore, this study is helpful to decision-

makers and other stakeholders of formal MFIs in Vietnam.  

2. Literature review 

Microfinance institution means a type of credit institution which mainly conducts 

some banking operations to meet the needs of low-income individuals and households and 

super small-sized enterprises. MFIs may be established as limited liability companies with 

the operations: (i) Taking deposits in Vietnamese dong in forms of compulsory savings 

under their regulations, and deposits of organizations and individuals including voluntary 

deposits of microfinance clients except those for payment purposes. (ii) Borrowing loans 

from domestic and overseas individuals, credit institutions, MFIs, and other organizations. 

(iii) MFIs may only extend credit in Vietnamese dong by lending. The credit extension of 

MFIs may be guaranteed with compulsory deposits or guarantee of a group of savings 

depositors or loan borrowers. (iv) Other operations of MFIs: Entrusted lending and 

receiving entrustment of lending, providing financial consultancy services in the 
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microfinance sector, providing collection and payment and money transfer services for 

microfinance clients, acting as insurance service agents (National Assembly, 2010). 

Therefore, the formal MFIs may be established as limited liability companies that 

mainly conducts some banking operations to meet the needs of low-income individuals 

and households and super small-sized enterprises. The formal MFIs play an important role 

in the economy and social development, contributes to the strengthening and expanding 

the formal financial systems. In particular, the formal MFIs offer financial services to the 

poor who have no access to the traditional financial sector. At the same time, formal MFIs 

attract capital from savings mobilization to serve the needs of investment, production, and 

exchange of goods, thereby contributing to poverty reduction and income improvement 

for customers. To play this important role, requirements for formal MFIs is to ensure 

social performance and profitability in their operations.  

2.1. Factors affecting social performance 

Social performance that represents the outreach of MFIs includes both breadth and 

depth dimensions. The breadth of outreach is shown by the number of borrower, the depth 

of outreach is shown by the average loan size (Abrar, 2019). Social performance is one of 

the goals of MFIs to increase accessibility of low-income individuals and households and 

super small-sized enterprises, which is a goal associated with the development, and 

operation process of MFIs. There fore, the breadth and depth of outreach are influenced 

by many different factors. 

2.1.1. Factors affecting outreach breadth  

There are generally assumed that the larger the number of borrowers the better the 

outreach. The number of active borrowers is an indicator of the outreach breadth (Rashid 

and Twaha, 2013) and the outreach breadth is related to the actual number of poor people 

reached with financial services (Abdulai and Tewari, 2017). The breadth of outreach is a 

component associated with the development of the formal MFIs and is influenced by 

many factors, including:  

Firstly, outreach depth: The study of Cull et al. (2006), the finding is consistent with 

an important trade-off between outreach breadth and outreach depth. Beside, The study of 

microfinance outreach, Abdulai and Tewari (2017) showed the trade-off relations between 

the depth and the breadth of outreach of MFIs. 

H1.1: There is a negative relationship between outreach depth and outreach breadth 

of formal MFIs.  
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Secondly, number of branches: According to World Bank (2004), increasing the scale 

of the microfinance services by leveraging the branch networks to provide microcredit to a 

large number of customers. Beside, expansion of credit to more borrowers is also associated 

with increase in number of branches for many MFIs and this may reconcile with the fact 

that increase in the breadth of outreach of MFIs (Quayes, 2012). 

H1.2: There is a positive relationship between number of branches and outreach 

breadth of formal MFIs.  

Thirdly, deposit: The deposit relate to outreach breadth of MFIs. Because, 

objectives of mobilizing deposits aim to provide relatively secure deposit services that 

meet the demand of large numbers of poor people on an ongoing basis and provide 

credit services to the poor by developing a relatively stable means to finance MFIs 

portfolios (CGAP, 2005). 

H1.3: There is a positive relationship between deposit growth rate and outreach 

breadth of formal MFIs.  

Fourth, financial sustainability: According to Nyamsogoro (2010), the trade-off 

between financial sustainability and breadth of outreach with regards to the minimum loan 

size. The study of microfinance outreach showed the trade-off relations between 

sustainability and the breadth of outreach. This means that institutions that focus on 

attaining the financial sustainability goal are unlikely to provide microfinance products 

and services to a large number of poor clients (Abdulai and Tewari, 2017). Further, 

factors such as simultaneous causality relationship between financial sustainability and 

breadth of outreach, trade-off between financial sustainability and breadth of outreach 

(Mujeri et al., 2017).  

H1.4: There is a negative relationship between financial sustainability and outreach 

breadth of formal MFIs.  

Fifthly, return on assets: The relationship between return on assets and outreach 

breadth shows that profitable MFIs reinvest their profit by increasing their loan portfolio 

and reach maximum number of poor people. Results indicate that profitability positively 

influence the outreach breadth (Saad, Taib & Bhuiyan, 2018). 

H1.5: There is a positive relationship between return on assets and outreach breadth 

of formal MFIs.  
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2.1.2. Factors affecting outreach depth 

The depth of outreach is measured by average loan size (Ledgerwood, 1999) and all 

financial service providers expand the depth of outreach to develop new products and 

channels or to move to new regions and market segments. The majority of direct funding 

to microfinance is used to support portfolio growth (Ledgerwood et al., 2013). There fore, 

the average loan balance per borrower is a measure of depth of outreach (Abdulai and 

Tewari, 2017). The depth of outreach is associated with all MFIs activities and is 

influenced by many factors, including: 

Firstly, credit size: According to Abdulai and Tewari (2017), loan size reflects 

outreach to poor clients by MFIs and the study of Saad et al. (2018) pointed out large 

MFIs tend to focus on large loan size and large size also strongly positively influence the 

outreach performance of MFIs. Thus, credit size has a positive impact on outreach depth 

of MFIs. 

H2.1: There is a positive relationship between credit size and outreach depth of 

formal MFIs. 

Secondly the size growth of MFIs: MFI size in terms of total assets and MFI size to 

be associated with larger loan size per borrower (Kai, 2009). MFIs with greater asset 

proportion or with large size also strongly positively influence the outreach of MFIs (Saad 

et al., 2018). 

H2.2: There is a positive relationship between the size growth of MFIs and outreach 

depth of formal MFIs. 

Thirdly, debt-to-equity ratio: The study of Osotimehin et al. (2011) find that 

microfinance outreach is positively and significantly determined by debt-equity ratio. 

Next, the study result of Quayes (2012) show that debt to equity ratio has a significant 

positive impact on the depth of outreach and according to Johnson (2015) finds that MFIs 

that are highly leveraged compromise outreach objectives in their operations. 

H2.3: There is a positive relationship between debt-to-equity ratio and outreach 

depth of formal MFIs.  

Fourth, loan-to-deposit ratio: According to Barkley et al. (1984), loan-to-deposit 

ratio is used as a proxy for relative loan activity. Beside, the study of DiSalvo and 

Johnston (2017) showed that loan-to-deposit ratio is a key indicator to be monitored to 

take the gauge of credit institutions' structural liquidity positions. It is a ratio showing how 

much credit of these institutions is funded by key stable funding resources, namely 
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deposits. This can also be said about loan-to-deposit ratios as another measure of the 

liquidity of credit institutions. Loan-to-deposit ratio of large credit institutions reached 

high ratio, their lending expanded rapidly. The lending increased to meet the needs of 

their customers. There by, loan-to-deposit ratio affects on outreach depth of MFIs. 

H2.4: There is a positive relationship between loan-to-deposit ratio and outreach 

depth of formal MFIs.  

Fifthly, financial sustainability: According to Churchill (2019), the study results for 

the full sample provide evidence of a trade-off between financial sustainability and 

outreach depth. The results also indicate that an increase in financial sustain-ability leads 

to a much stronger negative effect on outreach depth. 

H2.5: There is a negative relationship between financial sustainability ratio and 

outreach depth of formal MFIs.  

Sixthly, return on assets: Return on asset effect both the depth and breadth of 

outreach of MFI and results of regression analysis suggest that outreach of MFIs 

approximated by outreach depth is negatively influenced by return on assets of MFI (Saad 

et al., 2018). 

H2.6: There is a negative relationship between return on assets and outreach depth 

of formal MFIs.  

2.2. Factors affecting profitability 

The definition of profitability usually depends on the objective of the analysis. The 

profitability theory focuses on how well the miccrofinance institutions uses its assets to 

generate returns. Return on assets indicates how well an miccrofinance institution is 

managing its assets to optimize its profitability. The ratio includes not only the return on 

the portfolio, but also all other revenue generated from investments and other operating 

activities and this ratio can be used to forecast earnings in future periods. Return on assets 

measures profitability regardless of the institution‘s underlying funding structure; it does 

not discriminate against miccrofinance institutions that are funded primarily through 

equity and return on assets is a good measurement for profitability of miccrofinance 

institutions (Bruett et al., 2005). There fore, return on assets is a good measurement for 

profitability of PCFs, profitability is associated with all PCFs operations and is influenced 

by many factors, including: 

Firstly, MFIs age: The MFIs age of operation reflects the operational experience of 

MFIs and affects profitability of MFIs (Kipesha, 2013). At the same time, among other 
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factors, the age of the MFIs was found to have a positive and significant impact on the 

financial performance. The age of the MFIs was also found to have a positive and 

significant impact on the financial performance (Vanroose and D‘Espallier, 2013). 

However, Narwal and Yadav (2014) find a negative impact of age on profitability of MFIs. 

H3.1: There is a positive or negative relationship between MFIs age and profitability 

of formal MFIs.  

Secondly, outreach depth: The results of Amin, Qin, Rauf and Ahmad (2017) show 

that outreach depth measured with average loan balance per borrower has positive impact 

on profitability of MFIs. 

H3.2: There is a positive relationship between outreach depth and profitability of 

formal MFIs. 

Thirdly, equity growth rate: Ability of a institution to act in long term depends on 

how financial managers can manage optimally capital of the institution and the study of 

Pai and Kishore (2014) find out working capital management is the most important 

decision because it affects profitability and liquidity of institutions. The study Waweru 

and Wanyoike (2016) found that capital structure generally had a significant effect on 

profitability of MFIs. The study concluded that equity capital ratio in MFIs was on the 

rise. There fore, there is a positive relationship between equity growth rate and 

profitability of financial institutions. 

H3.3: There is a positive relationship between equity growth rate and profitability of 

formal MFIs. 

Fourth, loan-to-deposit ratio: This ratio is used to assess the liquidity of MFIs, and 

there is a correlation between loan-to-deposit ratio and net income (Monyi, 2017). 

However, liquid assets usually have lower rates of return; therefore, higher liquidity (lower 

loan-to-deposit ratio) would signal lower profitability and vice versa (Adusei, 2015). 

H3.4: There is a negative relationship between loan-to-deposit ratio and profitability 

of formal MFIs.  

Fifthly, outreach breadth: The results of Amin et al. (2017) indicate that outreach 

breadth measured with number of active borrowers and shows negative impact on 

profitability of MFIs. 

H3.5: There is a negative relationship between outreach breadth and profitability of 

formal MFIs.  
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Sixth, repayment ratio: According to MicroRate (2014), repayment ratio of 

customers reflects the loan quality of MFIs and shows that a part of the loan portfolio is at 

risk of non-repayment. As a result, this ratio affects MFI's income and repayment ratio is a 

factor related to profitability of MFIs. 

H3.6: There is a positive relationship between repayment ratio and profitability of 

formal MFIs.  

3. Research methodology  

The study uses both primary and secondary data. Secondary sources of data are 

gathered by international journals, books, etc. Primary data were collected from the 

website of MIX Market, annual reports, financial reports of all formal MFIs, that were 

licensed by the State Bank of Vietnam in the period of 2010 - 2018. This research has 

analyzed and synthesized the theoretical basis relating to social performance and 

profitability of MFIs. Based on the synthesized and analyzed theories, the paper defines 

the factors affecting social performance and profitability, the analysis model of the 

interactive relationship between social performance and profitability of formal MFIs in 

Vietnam is established as follows: 

                 ∑                                                

 

   

 

                  ∑                                                        

 

    

 

                            ∑                                     

 

    

 

Where: 

Y1 is the variable that measures outreach breadth, determined the number of active 

borrowers. Y2 is the variable that measures outreach depth, determined by the average 

loan per borrower. Y3 is the variable that measures profitability, determined by return on 

assets. X1k, X2γ and X3δ are the independent variables that can affect outreach breadth and 

outreach depth in equations (1), (2) and (3), respectively. 

The coefficient α and coefficient β are the correlation coefficients of the independent 

variables with the dependent variables, which are the error terms of the model. For 

simplicity, indicator i represents the number of observations and indicator t represents the 

number observed year. This study uses Stata 15.0 software with the variables described 

briefly, the definitions of variables and expected signs are presented in Table 1.  
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Table 1: Summary of the research model variables 

Variables and symbols Definition Expected sign and 

hypotheses 

Factors affecting outreach breadth 

Dependent variable 

Outreach breadth (NAB) The number of active borrowers  

Independent variables 

Depth of outreach (ALB)  The average loan per borrower  H1.1: - (high ALB, 

low NAB) 

Number of branches 

(BRA) 

Number of branches H1.2: + (high BRA, 

high NAB) 

Deposit (DEP) Total deposit H1.3: + (high DEP, 

high NAB) 

Financial self - 

sustainability (FSS) 

Operating income / (Operating expenses + 

financing costs + provision for loan losses + 

Cost of capital) 

H1.4: - (high FSS, 

low NAB) 

Return on assets (ROA) (Net operating income -Taxes) / Average 

assets 

H1.5: + (high ROA, 

high NAB) 

Factors affecting outreach depth 

Dependent variable 

Outreach depth (ALB) The average loan per borrower  

Independent variables 

Credit size (CS) Gross loan H2.1: + (high CS, 

high ALB) 

The size growth of MFI: 

Asset growth rate (AGR) 

Growth in asset  H2.2: + (high AGR, 

high ALB) 

Debt-to-equity ratio 

(DER) 

Total liabilities / Total equity H2.3: + (high DER, 

high ALB) 

Loan-to-deposit ratio 

(LDR) 

Gross loan / Total deposit H2.4: + (high LDR, 

high ALB) 

Financial self - 

sustainability (FSS) 

Operating income / (Operating expenses + 

financing costs + provision for loan losses + 

Cost of capital) 

H2.5: - (high FSS, 

low ALB) 

Return on assets (ROA) (Net operating income -Taxes) / Average 

assets 

H2.6: - (high ROA, 

low ALB) 
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Factors affecting profitability 

Dependent variable 

Return on assets (ROA) (Net operating income -Taxes) / Average assets  

Independent variables 

The age of MFI (AGE) Number of operational years of MFI H3.1: +/- (high AGE, 

high / low ROA) 

Depth of outreach (ALB) The average loan per borrower H3.2: + (high ALB, 

high ROA) 

Equity growth rate (EGR) Increase in equity H3.3: + (high EGR, 

high ROA) 

Loan-to-deposit ratio 

(LDR) 

Gross loan / Total deposit H3.4: - (high LDR, 

low ROA) 

Outreach breadth (NAB) The number of active borrowers H3.5: - (high NAB, 

low ROA) 

Repayment rate (RR) The value of the refunded credits / The value 

of the due credits 

H3.3: + (high RR, 

high ROA) 

The study uses the descriptive statistical method to evaluate the fluctuations of 

variables in the research model, perform the correlation analysis to assess the degree of 

multicollinearity and perform the regression according to the fixed effects model, random 

effects model and comparison with pooled ordinary least square model to determine the 

influencing factors for each model. Through the results of the regression steps, this study 

finds out the factors affecting social performance and the relationships between social 

performance and profitability of formal MFIs.  

4. Research results 

4.1. Descriptive statistics and correlation analysis 

Descriptive statistics of both dependent and independent variables are presented in 

Table 2. The results testify that ALB, AGE, AGR, BRA, EGR, FSS, LDR , ROA and RR 

variables have smaller standard deviations than the average. CS, DER, DEP and NAB 

variables have fluctuations, due to the large difference credit size, in debt-to-equit, deposit 

and outreach breadth between formal MFIs in Vietnam in the period from 2010 - 2018. 
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Table 2: Descriptive statistics 

Variable Mean Std. Dev. Min Max 

ALB .0081806 .0034304 .0022 .0153 

AGE 17.75 6.56125 6 28 

AGR 23.36139 17.4796 -6.3 69.58 

BRA 25.69444 21.52582 4 71 

CS 754.4994 937.2296 21 3699 

DER 5.133889 5.823978 1.16 24.26 

DEP 386.81 471.1465 4 2007 

EGR 16.70667 15.56716 -7.14 68.67 

FSS 103.4697 14.88413 71.74 129 

LDR 2.108611 .9157172 .89 5.25 

NAB 93407.61 105733 414 330300 

ROA 4.137222 1.950659 .42 7.8 

RR 88.67083 12.97568 60.36 99.99 

Source: Own calculations. 

The analysis results of correlation between variables in the model indicate a very 

low degree of correlation among the variables, the presence of any multicollinearity is 

neglected (Table3). 

Table 3: Correlation matrix 

Correlation matrix for factors affecting outreach breadth 

 NAB ALB BRA DEP FSS ROA   

NAB 1.0000        

ALB -0.0238 1.0000       

BRA 0.4341 0.0461 1.0000      

DEP 0.6267 0.3350 0.5180 1.0000     

FSS 0.7509 0.3080 0.6021 0.7789 1.0000    

ROA 0.6022 -0.2840 0.3759 0.3464 0.4037 1.0000   

Correlation matrix for factors affecting outreach depth   

 ALB CS AGR DER LDR FSS ROA  

ALB 1.0000        

CS 0.1847 1.0000       

AGR -0.5430 -0.1209 1.0000      

DER 0.5260 -0.2697 -0.1159 1.0000     

LDR -0.7293 0.0049 0.4173 -0.3449 1.0000    

FSS 0.3080 0.7902 -0.1915 -0.0476 -0.0868 1.0000   

ROA -0.2840 0.4354 0.0681 -0.5047 0.1216 0.4037 1.0000  

Correlation matrix for factors affecting profitability 
 ROA AGE ALB EGR FSS LDR NAB RR 

ROA 1.0000        

AGE 0.4270 1.000       

ALB -0.2840 0.2375 1.0000      

EGR 0.4112 0.0623 -0.3849 1.0000     

FSS 0.4037 0.8597 0.3080 -0.0351 1.0000    

LDR 0.1216 -0.0425 -0.7293 0.3433 -0.0868 1.0000   

NAB 0.6022 0.7864 -0.0238 0.1210 0.7509 0.1110 1.0000  

RR 0.5985 0.7411 0.1782 -0.0107 0.6351 -0.0710 0.6571 1.0000 

Source: Own calculations. 
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4.2. Regression results 

4.2.1. Regression results for factors affecting outreach breadth 

Regression is carried out using Fixed effects model (FEM), Random effects model 

(REM) and comparison with Pooled ordinary least square (OLS) model between NAB 

dependent variable and ALB, BRA, DEP, FSS, ROA independent variables. 

According to the results of FEM and REM, both P-values are less than the 

significance level of 5% (P-value = 0.000), so the regression models are statistically 

significant at the significance level of 5 %. In FEM, variables DEP, FSS and ROA have 

positive impacts on the variable NAB at the significance level of 1%, 10% and 10%, 

variable BRA has a negative impacts on the variable NAB at the significance level of 

10%, variable ALB has a negative impacts on the variable NAB, but this variable is not 

statistically significant. In REM, variables DEP, FSS and ROA have positive impacts on 

the variable NAB at the significance level of 1%, 5% and 5%, variables ALB and BRA 

have negative impacts on the variable NAB at the significance level of 1% and 10%. 

This study performed Hausman test to select the appropriate model and Hausman 

test result obtains a P-value of 0.0591, greater than the significance level of 5 %, so REM 

is more suitable than FEM. In comparison with OLS Pooled model, REM is more suitable 

than OLS Pooled model. Therefore, the study uses REM regression results in order to 

analyze and test the next steps. The multicollinearity test of the model with Mean VIF = 

4.06, VIF of variables smaller than 10. This result shows no serious multicollinearity in 

this model. 

Test for variance change of the model, P-value = 1.0000 is greater than 0.05, 

therefore, this model does not have variance change phenomenon. Checking the 

autocorrelation of the model, P-value = 0.0159 is smaller than 0.05 so this model have 

serial correlation. 

After overcoming the model serial correlation (REM-xtgls), the results show that 

variables DEP, FSS and ROA have positive impacts on the variable NAB at the 

significance level of 1%, 5% and 5%, variables ALB and BRA have negative impacts on 

the variable NAB at the significance level of 1% and 10% (Table 4). 
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Table 4: Regression results for factors affecting outreach breadth 

Independent 

variables 

Dependent variable (NAB) 

REM FEM REM-xtgls 

ALB -8711354.1*** 

(-3.53) 

-1692443.1 

(-0.27) 

-8464470.4*** 

(-3.54) 

BRA -931.0* 

(-2.25) 

-1257.0* 

(-2.75) 

-802.5* 

(-2.16) 

DEP 154.5*** 

(6.42) 

177.6*** 

(5.74) 

153.7*** 

(7.23) 

FSS 2314.4** 

(2.79) 

2437.5* 

(2.39) 

2053.8** 

(2.87) 

ROA 12095.4** 

(2.72) 

13654.3* 

(2.22) 

13142.0** 

(3.09) 

_cons -160683.7* 

(-2.19) 

-237845.4* 

(-2.14) 

-141902.7* 

(-2.18) 

P-value 0.0000 0.0000 0.0000 

Note: t statistics in parentheses * p<0.05, ** p<0.01, *** p<0.001 

Source: Own calculation  

4.2.2. Regression results for factors affecting outreach depth 

Regression is carried out using FEM, REM and comparison with OLS model 

between ALB dependent variable and CS, AGR, DER, LDR, FSS, ROA independent 

variables. 

According to the results of REM and FEM, both P-values are less than the 

significance level of 5% (P-value = 0.000), so the regression models are statistically 

significant at the significance level of 5 %. In REM, variables AGR, LDR and ROA have 

negative impacts on the variable ALB at the significance level of 10%, 1% and 10%, 

variable DER has a postive impact on variable ALB at the significance level of 10%, 

variable CS and FSS have postive impact on variable ALB, but this variable is not 

statistically significant. In FEM, variables CS, AGR, LDR and FSS have negative impacts 

on the variable ALB, variables DER and ROA have positive impacts on the variable 

ALB, but these variable are not statistically significant. 

This study performed Hausman test to select the appropriate model and Hausman 

test result obtains a P-value of 0.0118, smaller than the significance level of 5 %, so FEM 

is more suitable than REM. In comparison with OLS Pooled model, FEM is more suitable 

than OLS Pooled model. Therefore, the study uses FEM regression results in order to 
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analyze and test the next steps. The multicollinearity test of the model with Mean VIF = 

2.76, VIF of variables smaller than 10. This result shows no serious multicollinearity in 

this model. 

Checking the autocorrelation of the model, P-value = 0.4709 is greater than 0.05 so 

this model does not have serial correlation.Test for variance change of the model, P-value 

= 0.0000 is smaller than 0.05, therefore, this model have variance change phenomenon.  

After overcoming the model serial correlation (FEM-xtgls), the results show that 

variables AGR, LDR and ROA have negative impacts on the variable NAB at the 

significance level of 10%, 1% and 5%, variables DER and FSS have positive impacts on 

the variable NAB at the significance level of 10% and 5%, variable has a positive impact 

on the variable NAB, but this variable is not statistically significant (Table 5). 

Table 5: Regression results for factors affecting outreach depth 

Independent 

variables 

Dependent variable (ALB) 

REM FEM FEM-xtgls 

CS 0.000000733 

(1.32) 

-0.000000497 

(-0.93) 

0.000000246  

 (0.57) 

AGR -0.0000457* 

(-2.40) 

-0.0000220 

(-1.14) 

-0.0000330*  

(-2.40) 

DER 0.000164* 

(2.46) 

0.0000737 

(1.32) 

0.000106* 

(2.28) 

LDR -0.00186*** 

(-4.93) 

-0.000737 

(-1.35) 

-0.00187*** 

(-6.19) 

FSS 0.0000379 

(1.07) 

-0.00000397 

(-0.13) 

0.0000721** 

(2.61) 

ROA -0.000389* 

(-1.97) 

0.000183 

(0.80) 

-0.000466** 

(-3.08) 

_cons 0.00945** 

(2.85) 

0.00990** 

(3.64) 

0.00653* 

(2.47)  

P-value 0.0000 0.0000 0.0000 

Note: t statistics in parentheses * p<0.05, ** p<0.01, *** p<0.001 

Source: Own calculations 

4.2.3. Regression results for factors affecting profitability 

Regression is carried out using FEM, REM and comparison with OLS model 

between ROA dependent variable and AGE, ALB, EGR, LDR, NAB, RR independent 

variables. 
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According to the results of REM and FEM, both P-values are less than the 

significance level of 5% (P-value = 0.000), so the regression models are statistically 

significant at the significance level of 5 %. In REM, variables EGR, NAB and RR have 

positive impacts on the variable ROA at the significance level of 5%, 1% and 10%, 

variable ALB and LDR variable have negative impacts on the variable ROA at the 

significance level of 10% and 10%, variable AGE has a negative impact on the variable 

ROA, but this variable is not statistically significant. In FEM, variable EGR and NAB 

have positive impact on the variable ROA at the significance level of 10% and 5%, 

variables LDR has a negative impacts on the variable ROA at the significance level of 

10%, variables AGE, ALB and RR have positive impacts on the variable ROA, but these 

variables are not statistically significant (Table 6). 

Table 6: Regression results for factors affecting pofitability 

Independent variables Dependent variable (ROA) 

REM FEM 

AGE -0.0768 

(-1.26) 

0.0504 

(0.71) 

ALB -235.2* 

(-2.46) 

237.4 

(1.12) 

EGR 0.0414** 

(2.93) 

0.0327* 

(2.28) 

LDR -0.659* 

(-2.02) 

-1.090* 

(-2.43) 

NAB 0.00000761* 

(2.29) 

0.0000128** 

(3.66) 

RR 0.0863*** 

(3.68) 

0.00494 

(0.14) 

_cons -0.240 

(-0.11) 

1.421 

(0.60) 

P-value 0.0000 0.0000 

Note: t statistics in parentheses * p<0.05, ** p<0.01, *** p<0.001. 

Source: Own calculations 

This study performed Hausman test to select the appropriate model and Hausman 

test result obtains a P-value of 0.0939, greater than the significance level of 5 %, so REM 

is more suitable than FEM. In comparison with OLS Pooled model, REM is more suitable 

than OLS Pooled model. Therefore, the study uses REM regression results in order to 

analyze and test the next steps. The multicollinearity test of the model with Mean VIF = 
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3.16, VIF of variables smaller than 10. This result shows no serious multicollinearity in 

this model. 

Test for variance change of the model, P-value = 1.0000 is greater than 0.05, 

therefore, this model does not have variance change phenomenon. Checking the 

autocorrelation of the model, P-value = 0.4996is greater than 0.05 so this model does not 

have serial correlation. 

5. Discussions 

5.1. Discussions of factors affecting social performance 

The results of REM-xtgls (Table 4) reflect that variable ALB has a negative impact 

on NAB with coefficient -8464470.4 and variable ALB has negative effects on NAB with 

the significance level of 1%, indicating that ALB has a very strong impact on outreach 

breadth. This result agrees with the expected sign and hypotheses; at the same time, this 

result agrees with the analysis results of Cull, Kunt and Morduch (2006), Abdulai and 

Tewari (2017).There is a trade-off relations between outreach depth and outreach breadth 

of formal MFIs in the past years.  

Variable BRA has a negative impact on NAB with coefficient -802.5, variable BRA 

negatively affects NAB at the significance level of 10%, indicating that BRA has an 

impact on outreach breadth. This result contrasts with the expected sign and hypotheses; 

at the same time, this result disagrees with the analysis results of World Bank (2004) and 

Quayes (2012). The reason, some formal MFIs maintain and no increase in the number of 

branches, while this formal MFIs still increase in the number of active borrowers in the 

period 2010-2018.  

Variable DEP has a positive impact on NAB with coefficient 153.7 and variable 

DEP has positive effects on NAB with the significance level of 1%, indicating that DEP 

has a very strong impact on outreach breadth. This result agrees with the expected sign 

and hypotheses; at the same time, this result agrees with the analysis results of CGAP 

(2005). Many MFIs provide relatively secure deposit services that meet the demand of 

large numbers of poor people which contribute to expand outreach breadth of MFIs of 

formal MFIs in the past years. 

Variable FSS has a positive impact on NAB with coefficient 2053.8, variable FSS 

has positive effects on NAB with the significance level of 5%, indicating that FSS has a 

strong impact on outreach breadth. This result contrasts with the expected sign and 

hypotheses; at the same time, this result disagrees with the analysis results of Nyamsogoro 

(2010), Abdulai and Tewari (2017), Mujeri et al. (2017). Because, some formal MFIs 
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increased their financial self - sustainability by more than 110% through increasing their 

income from lending activities, contributing to increasing the number of active borrowers 

in the past years. 

Variable ROA has a positive impact on NAB with coefficient 13142.0, variable 

ROA has positive effects on NAB with the significance level of 5%, indicating that ROA 

has a strong impact on outreach breadth. This result agrees with the expected sign and 

hypotheses; at the same time, this result agrees with the analysis results of Saad et al. 

(2018). Because, in the past years, profitable MFIs reinvest their profit by increasing their 

loan portfolio and reach large number of poor people. 

The results of FEM-xtgls (Table 5) reflect that variable AGR has a negative impact 

on ALB with coefficient -0.0000330 and variable AGR has negative effects on ALB with 

the significance level of 10%, indicating that AGR has an impact on outreach depth. This 

result contrasts with the expected sign and hypotheses; at the same time, this result 

disagrees with the analysis results of Kai (2009), Saad et al. (2018). Because, the size 

growth of many formal MFIs has slowed down in recent years, while the average loan per 

borrower still increase in many formal MFIs in recent years. 

Variable DER has a positive impact on ALB with coefficient 0.000106, variable 

DER has positive effects on ALB with the significance level of 10%, indicating that DER 

has an impact on outreach depth. This result agrees with the expected sign and 

hypotheses; at the same time, this result agrees with the analysis results of Osotimehin et 

al. (2011), Quayes (2012), Johnson (2015). Many formal MFIs use funding sourses for 

lending and this formal MFIs increased the average loan per borrower from liabilities over 

the years. 

Variable LDR has a negative impact on ALB with coefficient -0.00187 and variable 

LDR has negative effects on ALB with the significance level of 1%, indicating that LDR 

has a very strong impact on outreach depth. This result contrasts with the expected sign 

and hypotheses; at the same time, this result disagrees with the analysis results of Barkley 

et al. (1984), DiSalvo and Johnston (2017). Because, loan-to-deposit ratio of many formal 

MFIs has slowed down in recent years, while the average loan per borrower still increase 

in many formal MFIs in recent years. 

Variable FSS has a positive impact on ALB with coefficient 0.0000721, variable 

FSS has positive effects on ALB with the significance level of 5%, indicating that OSS 

has a strong impact on outreach depth. This result contrasts with the expected sign and 

hypotheses; at the same time, this result disagrees with the analysis results of Churchill 
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(2019). There is not the trade-off relations between financial sustainability and outreach 

depth of formal MFIs and many formal MFIs increase in financial sustainability and lead 

to increase the average loan per borrower in the past years. 

Variable ROA has a negative impact on ALB with coefficient -0.000466 and 

variable ROA has negative effects on ALB with the significance level of 5%, indicating 

that ROA has a strong impact on outreach depth. This result agrees with the expected sign 

and hypotheses; at the same time, this result agrees with the analysis results of Saad et al. 

(2018). There is a trade-off relations between profitability and outreach depth of formal 

MFIs in the past years.  

5.2. Discussions of factors affecting profitability 

The results of REM (Table 6) reflect that variable ALB has a negative impact on 

ROA with coefficient -235.2 and variable ALB has negative effects on ROA with the 

significance level of 10%, indicating that ALB has an impact on profitability. This result 

contrasts with the expected sign and hypotheses; at the same time, this result disagrees 

with the analysis results of Amin et al. (2017). There is a trade-off relations between 

outreach depth and profitability of formal MFIs in the past years.  

Variable EGR has a positive impact on ROA with coefficient 0.0414 and variable 

DER has positive effects on ROA with the significance level of 5%, indicating that DER 

has a strong impact on profitability. This result agrees with the expected sign and 

hypotheses; at the same time, this result agrees with the analysis results of Waweru and 

Wanyoike (2016), Pai and Kishore (2014). Average equity growth rate of MFIs is greater 

than 16% in the period 2010-2018, which contribute to increase profitability of MFIs in 

this period. 

Variable LDR has a negative impact on ROA with coefficient -0.659 and variable 

LDR has negative effects on ROA with the significance level of 10%, indicating that LDR 

has an impact on profitability. This result agrees with the expected sign and hypotheses; at 

the same time, this result agrees with the analysis results of Monyi (2017) and Adusei 

(2015). Because, the loan-to-deposit ratio of many official MFIs has been decrease in 

recent years, while return on assets have still increased in many foramal MFIs. 

Variable NAB has a posttive impact on ROA with coefficient 0.00000761, variable 

NAB has posttive effects on ALB with the significance level of 10%, indicating that NAB 

has an impact on profitability. This result contrasts with the expected sign and hypotheses; 

at the same time, this result disagrees with the analysis results of Amin et al. (2017). There 

is not a trade-off relations between outreach breadth and profitability of formal MFIs in 
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the past years. Many formal MFIs have advance outreach breadth and contributed to 

increasing profitability of formal MFIs over the years.  

Variable RR has a posttive impact on ROA with coefficient 0.0863, variable RR has 

posttive effects on ROA with the significance level of 1%, indicating that RR has a very 

strong impact on profitability. This result agrees with the expected sign and hypotheses; at 

the same time, this result agrees with the analysis results of MicroRate (2014). The reason, 

many formal MFIs maintain and increase repayment ratio more than 99%, quickly 

regenerate the capital resourse for lending and contributing to increase profitability in the 

period of 2010-2018. 

6. Conclusions 

The objective of this paper is studying the interactive relationships between social 

performance and profitability of formal MFIs in Vietnam. Multiple regression analysis is 

used in this study to find out the potential factors that affect social performance and 

profitability of formal MFIs. Based on prior researches, three prominent models are 

identified and these research results are accurate according to the characteristics of formal 

MFIs and the development history of formal MFIs in Vietnam from 2010-2018.  

The results study show three factors that have positive relationships with outreach 

breadth of formal MFIs are deposit, financial sustainability and return on assets. Two 

factors that have negative relationships with outreach breadth of formal MFIs are outreach 

depth and number of branch. Two factors that have positive relationships with outreach 

depth of formal MFIs are debt-to-equity ratio and financial sustainability. Three factors 

that have negative relationships with outreach depth of formal MFIs are the asset growth 

rate and loan-to-deposit ratio and return on equity. Credit size has insignificant 

relationships with outreach depth of formal MFIs. 

This study also shows that three factors that have positive relationships with 

profitability of formal MFIs are the equity growth rate, outreach breadth and repayment 

ratio. Two factors that have negative relationships with profitability of formal MFIs 

outreach depth and loan-to-deposit ratio. The formal MFIs age has insignificant 

relationships with profitability of formal MFIs.  

At the same time, this study finds relationships between social performance and 

profitability of formal MFIs. Particular, this study finds bidirectional interactions and the 

causal relationships between social performance and profitability of formal MFIs in 

Vietnam. Outreach breadth and profitability have a relationship to interact with each other 

in a positive trend. However, outreach depth and profitability have a relationship to 
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interact with each other in a contrary trend; thus, there is a trade-off relationship between 

outreach depth and profitability of formal MFIs.  

Nowadays, MFIs are becoming a significant investment prospect in many regions of 

the country. This study will help the researchers, managers to develop their expertise 

about the key factors of social performance and profitability and the relationship between 

social performance and profitability of MFIs in Vietnam. At the same time, based on the 

research results, the article recommends key content to increase social performance and 

advance profitability of formal MFIs in Vietnam as follows. 

Firstly, this study finds bidirectional causal interactions between profitability and 

outreach breadth with each other in a positive trend, but there is a trade-off relationship 

between outreach depth and profitability of formal MFIs. Thus, the immediate policy 

recommendation from this study would supportthe encouragement of formal MFIs to 

emphasize on outreach breadth and profitability of formal MFIs.  

Secondly, formal MFIs should focus more on improving repayment ratio and 

increase the deposit mobilization that contribute to expand outreach breach and promote 

profitability. 

Thirdly, formal MFIs should focus more on the equity growth that contribute to 

increase profitability of formal MFIs. At the same time, the formal MIFs restrict the trade-

off between outreach depth and profitability, thereby contributing to increased 

profitability and outreach breadth . 

This study assesses the between social performance and profitability of the formal 

MFIs in Vietnam. Subsequent research can be extended to the institutions that provide the 

microfinance service in Vietnam, further investigate other factors including macro and 

micro factors to achieve more comprehensive results on the causal and interactive 

relationship between social performance and profitability. 
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Abstract 

The majority of Vietnamese businesses are small and medium enterprises (SMEs)
25

, 

these firms are very small in terms of both capital and labor, resulting in a high ratio of low 

performing enterprises. At the same time, this part of the economy is still the main contributor 

to the overall growth of the business sector. Problems in accessing finance, especially funds 

from the commercial bank credit channel are one of the main growth constraints of 

Vietnamese enterprises in general and SMEs in particular. Difficult access to capital forces 

firms to incur additional costs (both formal and informal) and reduces their competitiveness. 

From the perspective of the SMEs with success in accessing banking finance, this study will 

identify and analyze the most important barriers that they encounter in the process. The study 

also utilizes a multilinguistic model and Two-Stage Least Squares (2SLS) estimation to 

address endogeneity problems. 

Keywords: Multilogistic model, 2SLS method, official finance accessibility, SMEs. 

 

1. Introduction 

Funding for small and medium enterprises (SMEs) can come from a variety of 

sources, including the State budget (from subsidies, State guaranteed loans and 

insurance, tax incentives, etc.), foreign capital, capital raised in the security markets 

(stocks and bonds), equity capital from owners or partners, other sources of guarantees 

or financial leasing, trade credit and deferred payment, or loans from friends, relatives 

or other unofficial lending organizations. However, official credit from commercial 
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 SMEs are firms with fewer than 200 fulltime employees, with capital lower than 100 billion Vietnamese Dong 

(VND) and with annual revenue lower than 300 billion VND (According to the Law on Supporting Enterprises, 

No. 04/2017 / QH14 dated June 12, 2017) 
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banks is still the most important source. It is the only channel that can ensure long-

term and stable business operations. 

Statistics from the General Statistics Office in 2018 showed that 98.1% of the 

total number of businesses operating in Vietnam are SMEs and they contributed 

approximately 45% of Gross domestic product (GDP), 31% of the total State revenue 

and create over 5 million jobs. Over the period from 2012 to 2017, the number of 

SMEs increased by 8.8% annually, much higher than the average growth of large 

enterprises (5.4%). Vietnamese SMEs were characterized by small size, limited equity, 

and financial capacity, inadequate assets to secure loans, non-transparent intellectual 

property rights... Many studies show that most SMEs encounter severe difficulties in 

accessing official finance from banks or other credit institutions (Rand, 2007; Vo et al, 

2011; Le, 2012; Ministry of Planning and Investment - MIP, 2014; ...). 

Addressing these practical issues, the study will focus on analyzing the 

determinants of banking credit accessibility for SMEs in Vietnam. Using a unique 

cross-sectional dataset combined from the General Statistics Office (GSO)‘s 

Enterprise Census in 2017 and a sample of 699 enterprises in Hanoi, Da Nang and 

Dong Nai, the study identify the most significant factors that influenced firms‗ access 

to official capital, which included: form of ownership, availability of collateral, formal 

and informal costs (interest, bribes, gift...), credit history, Return on assets (ROA). 

Other factors that were also considered included: firm‘s age, relationship with the 

bank... Based on the analysis, the study also offered some recommendations on 

improving access to this particular funding source for Vietnamese enterprises in 

general and SMEs in particular. 

After the introduction, the paper consists of 5 sections. Sections 2 presents 

the theoretical framework and a brief literature review. Section 3 describes the 

research methodology and quantitative model specification. Section 4 shows the 

empirical results. Section 5 discusses the current state of Vietnam‘s SMEs access 

to finance. Section 6 will be the conclusions and some policy recommendations. 

2. Theoretical framework and literature review  

Accessing bank loans is one of the most important factors in the development of 

SMEs, as it is the most common source of external funding for SMEs and start-ups 

(Organisation for Economic Co-operation and Development - OECD, 2015). 

Therefore, credit accessibility is vital for SMEs, especially in a developing country 

such as Vietnam. However, statistics showed that enterprises in this sector constantly 
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face many difficulties and challenges in accessing bank credit. From the perspective of 

the commercial bank, the main cause for that phenomenon is that lending to SMEs is 

very risky (Beck, 2007; Duan, 2009; Le and Nguyen, 2009). The main reasons that 

lead to the high risk of lending to SMEs, as shown these authors are as follows: 

First, the transaction costs are high: loans to SMEs are often small in size and the 

returns from interest rates are not sufficient to cover transaction costs. This is the first 

barrier that discourages commercial banks from lending to SME clients.    

Second, the problem of asymmetric information: SMEs often have inadequate 

financial information, low-quality financial statements. That leads to banks unable to 

access the risks of lending, banks, therefore, will restrict their lendings to SMEs to 

avoid the issues of adverse selection (difficult to identify good projects) and moral 

hazard. This problem tends to be more severe in developing economies where the 

financial markets are under-developed (Le and Nguyen, 2009). 

Third, compared to larger firms, SMEs often lack sufficient collateral for 

loans (Duan, 2009). Additionally, SMEs tend to face greater risks in their business 

operation, this puts a significant risk premium to interest rates, which increases the 

cost of borrowing. 

Finally, SMEs face a greater level of risk in their operation. SMEs are the group 

with very limited market power, inadequate financial reports and insufficient ability in 

dealing with tax, audit or legal issues; which lead them to higher vulnerability to 

external shock. In developing countries, the existent of ―conflicting market 

institutions‖ such as improper property rights, unequal competitive environment, 

corruption or political risks... could also negatively affect the survival of SMEs. 

Moreover, after the global financial crisis, bank credit requirements tend to be more 

restricted for SMEs as commercial banks become more prudent in their lendings 

(OECD, 2015). 

In Vietnam, several studies investigated the issues of credit accessibility for 

SMEs. Vo et al. (2011) examined the probability of being denied by banks for 169 

SMEs with loan applications, they found that the lack of capital was a major constraint 

to the growth of Vietnamese SMEs. In another study, Le and Nguyen (2009) employed 

a dataset of 210 SMEs in manufacturing in 2005. This study utilized the logit 

regression to identify the challenges facing SME in getting their credit. The model 

showed that the greater difficulties came from the underdeveloped legal and 

institutional framework, as well as the lacking information system. Other results were 
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that firms with higher legal status or a better relationship with government officials 

would have a better chance of obtaining credit. Le (2012) studied the determinants of 

credit accessibility for SMEs - using a logit model on the World Bank‘s enterprise 

survey in 2009 - showed that firms with higher share of domestic consumption, 

investment in machinery and using bank loans as working capital (as opposed to using 

bank loan for long term purposes) had a higher chance of accessing credit. Other 

factors of interest such as international quality certification or being externally audited 

did not show a significant impact on accessibility. Most recently, Tran and To (2018) 

employed a logit and probit regression model and pointed out the main barriers to 

credit for SMEs, which included: firm size, firm ownership structure, firm age, ROA, 

revenue growth rate and profitability. 

However, among those researches, no author had studied from the perspective of 

firms that had already succeeded in obtaining bank credit. This paper with 

investigating what barriers that those firms evaluated as the most severe issues that 

they encounter in accessing capital. At the same time, the study will utilize the multi 

logistic model and the Two-Stage Least Squares (2SLS) method to address the 

endogeneity problem that presents in the quantitative models. 

3. Quantitative model, methodology and data 

3.1. Quantitative model 

According to Gujarati (2004) and Baltagi (2008) Multinomial Generalized Logit 

- Multilogistic model had the general function form as follows:  

1
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In which, i is the number of observations, Xi is the set of independent variables, 

j=0,...J is the set of occurrences for the dependent variable, and 
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0
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,..., 

J must be set to 0 so that the remaining coefficients can be 

estimated.  

The dependent variable Y in the model was built on the assessment regarding the 

ease and convenience of the SMEs that have already succeeded in obtaining bank 
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credit, it was based on the Likert scale with a score ranged from 1 to 5 (1= Very 

difficult; 5= Very convenient). 

p0, p1, p2, p3, p4 represented the probabilities corresponds to each of the choice 

from 1-5, therefore: p0+ p1+ p2+ p3+ p4 =1. This is because the sum of the probabilities 

for a set of complete and mutually exclusive events must be 1. Four corresponding 

models will be specified from the equation (*) with the score of 1 selected as the 

baseline value. The models are defined as follows: 

Model 1 corresponds to the probability that the score is 2:  
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Model 2 corresponds to the probability that the score is 3:  
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Model 3 corresponds to the probability that the score is 4:  
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Model 4 corresponds to the probability that the score is 5:  
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3.2. Data description 

The study merged the following datasets: the Enterprise Survey 2017 by the 

General Statistics Office; primary data from a survey of 695 firms in 3 provinces 

Hanoi, Da Nang and Dong Nai, conducted in December 2017; and data on economic 

institution and business environment from the Provincial Competitiveness Index 

dataset 2017 by the Vietnam Chamber of Commerce and Industry (VCCI). The 

combined cross-sectional dataset was then used to evaluate the determinants of access 

to banking capital for SMEs. The variables are summarized in Table 1. 
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Table 1: Descriptions, Measurements and Expected effects of variables 

Group 
Variable 

Name 
Description Mean Std. Min Max 

Expected 

Effect 

Institution PCI PCI general score 0.6256 0.4721 58.2 70 + 

Financial 

Markets 

FM FM = 1 if the firm is listed on the 

stock market, = 0 otherwise 

0.0417 0.2001 0 1 + 

Financial 

Intermediaries 

FI FI = 1 if the firm states that the 

procedure to obtain credit is 

complicated and time 

consuming, = 0 otherwise 

0.3957 0.4893 0 1 - 

Characteristics 

of the loan 

Time Time= 1 if the largest bank loan 

of the firm has term longer that 1 

year, = 0 otherwise 

0.2273 0.4194 0 1 + 

Official and 

unofficial 

financial cost 

Uno cost Uno cost= 1 if the firm has costs 

on bribes and gives to secure 

bank loans, = 0 otherwise 

0.0288 0.1673 0 1 + 

INT INT = 1 if the firm state that the 

current interest rate is high, = 0 

otherwise 

0.5942 0.4914 0 1 + 

Characteristics 

of the firm 

owner 

Gender Gender=1 if the owner is male, = 

0 otherwise 

0.7864 0.4102 0 1 +/- 

CFO CFO=1 if the firm has a 

dedicated CFO, = 0 otherwise 

0.2691 0.4438 0 1 + 

EDU EDU = 1 if the CFO is college 

educated or higher, = 0 otherwise 

0.1813 0.3855 0 1 + 

Characteristics 

of the firm 

Invest Log of the previous year 

investment 

9.2448 2.6103 2.4849 17.2201 + 

Employee Log of the total number of 

employees 

3.7969 1.8125 0 10.1789 + 

Deblt Ratio of debt/total liability as of 

the end of the year 

24.2109 2.7084 0 11.918 - 

State State=1 if the share of the state in 

the firm is greater than 50%, = 0 

otherwise 

0.0619 0.2411 0 1 + 

AGE The age of the firm from the year 

of officially registered 

10.7957 9.1230 0 58 + 

Firm 

performance 

ROA After tax returns / Total assets 0.0182 0.1944 0 0,5463 + 

REV Log of annual sales of goods 

and services 

10.1310 2.0231 0 16,9921 + 

Assets Log of total assets as of the 

end of the year 

10.2204 1.8402 0 18,2391 + 

Geography  DIST DIST= 1 if the firm states that the 

bank is too far geographically, = 

0 otherwise 

0.5942 0.4914 0 1 - 

Credit 

trustworthiness 

HIS HIS = 1 if the firm has handled 

its bad and overdue debts, = 0 

otherwise 

0.3396 0.4739 0 1 + 

Networking REL REL=1 if the firm has a strong 

relationship with the bank, = 0 

otherwise 

0.676 0.4993 0 1 + 

3.3. Methodology 

Several studies, including Christopher et al. (2009), Udichibarna (2015) stated 

that the independent variable ROA is endogenous. To clarify the matter, this study will 

use an endogeneity test in the models with the hypothesis: H0: The model had no 

endogeneity if the p-value < 0.05 then H0 can be rejected. 
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To overcome the problem of endogeneity in the models, the research employed 

the 2SLS regression method. 

Stage 1: Regress the variable ROA on the other independent variables to obtain 

the estimates    ̂. 

Stage 2: Regress the dependent variable on the estimated    ̂. 

4. The state of bank credit accessibility for SMEs 

4.1. The supply of credit from commercial banks 

A credit balance for SMEs: The statistics from State Bank of Vietnam (SBV) 

showed that the volume of credit for SMEs has grown significantly, from a 2.44% 

growth rate in 2013 to 15.57% in 2018. However, this rate of growth still did not meet 

expectations and was lower than the overall credit growth rate in the economy. This 

made the proportion of lending to SME in the overall credit declined from 40% at the 

end of 2011 to only about 21% as the latest figure in 2018. 

Figure 1: Lendings to SMEs 

 

Source: SBV (2011-2018). 

By the end of 2018, lendings to SMEs reached 1,307,000 billion VND, an 

increase of 15.57% compared to the end of 2017, accounting for 18% of total 

outstanding credit. In 2017, the percentage is 21% of the total outstanding credit (SBV, 

2018). While SMEs accounted for over 97% of the total number of businesses in the 

economy, they could only secure about 1/5 of the total outstanding loans for 

businesses. This is partly because most SMEs did not have enough confidence to apply 

for loans, and partly because of certain barriers that the banks created for these firms.    
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Regarding the average deposit and lending rates, it is often the case that the 

interest rates of bank loans are higher than the profit rate of the private SMEs. In 

recent years, lending rates tended to decrease and were relatively stable. However, 

these rates were still high, especially when compared with Return on equity (ROE) of 

private firms, especially SMEs; or the rates that firms in other countries have to bear. 

Foreign direct investment (FDI) firms in Vietnam had fewer difficulties regarding 

interest rates compared with domestic firms. It is because FDI firms often could access 

foreign sources of funding or from banks in the investing countries with much more 

favorable rates. For example, Japanese FDI firms can borrow at 3.3%/year, FDI firms 

from Taiwan and Korea secured loans with average interest rates at 2.9% and 4.7%, 

respectively. Average lending rates were 6.6% in China, 6.9% in Thailand and 4.9% in 

Malaysia. Meanwhile, Vietnamese private firms often had to bear interest rates in the 

range from 8-10% annually (SBV, 2017). These rates were near twice the ROE of 

most domestic firms. 

Figure 2: ROE compared to the lending rates from commercial banks 

 

Source: SBV annual report (2008-2018), Vietcombank and Techcombank annual reports (2008-

2018), Vietnam Business Annual Report from VCCI (2013-2018), GSO and synthesis of the author. 

Specifically, because the current regulation on lending rates was from Circular 

No. 02/2013/TT-NHNN and amendments to the Circular No. 09/2014/TT-NHNN on 

the internal credit ranking system, all credit institutions often calculated the lending 

rates mainly based on the credit scores of the firms, the quality of collaboration and the 

firms‘ project plans. Therefore, most commercial banks would offer the same interest 

rate for firms with similar credit scores, except for differences in the risk of certain 
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projects. SMEs, often with relatively higher risk business plans, tend to receive higher 

interest rates from the banks. 

4.2. The demand for credit from the SMEs 

Data from the World Bank (2015) showed that 24.7% of Vietnamese firms 

considered accessing credit as the most severe obstacle that hinders business growth. The 

figure was much higher than those of Indonesia (6.3%); Thailand (4.9%) or Malaysia 

(0.9%). In the same strand of literature, data from the Vietnam SME survey also indicated 

that inadequate funding and difficulties in accessing credit remained the biggest constraint 

for firms. However, the proportion of firms that consider these issues as the most severe 

actually decreased over time, from 45% in 2011 to 30% to 2011 and 24% in 2015. 

Similar to the previous results, the Characteristics of the Vietnamese business 

environment in the 2015 report also showed that there existed a large percent of SMEs 

that did not have demand for loans (54%) or did now want to incur debts (23%). The 

reasons for that stemmed from the banks (high-interest rate (8.6%); difficult 

application procedure (8.9%)) as well as from the firms themselves (inadequate 

collaboration (4.6%); excessive debt (1.5%)). 

The survey of 695 firms had a sample with a 56.69% proportion of SMEs. For 

the firms without bank credit, except for those that did not have demand (64.14%) and 

those that did not want to incur debt (9.6%), the most important reason for 

inaccessibility includes high interest rate (15.15%), complicated application procedure 

(9.09%) and inadequate collateral (8.59%). 

The current demand for funding for SMEs is quite large, however, the capability of 

banks to meet them is heavily limited. For firms with demand for capital, only about 50% 

could secure funding from a commercial bank, the remaining 50% of SMEs had to rely on 

non-bank credit institutions or unofficial channels including friends and relatives or the 

black market. Even for firms who could secure fundings from banks, it hardly the case that 

the loans can meet 100% of their demand, the firms still had to utilize informal sources. In 

the survey of 695 firms, there were about 156 SMEs with demand for both formal and 

informal fundings, accounted for 79.63% of SMEs and about 22.45% of the total sample. 

The cause of this fact could be because over 97% of SMEs are small and micro 

enterprises (Le, 2018). They had very limited access to the bank channel. For example, 

the Guaranteed credit funds for SME had only been established in 18 provinces with 

limit guarantee value (only a very small proportion of SMEs had access to this source). 

In in-depth interviews, representatives from SMEs stated that the main difficulties in 
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participating in the program were from complicated procedures and high requirements, 

some even responded that they had no information on the fund‘s existent (World Bank, 

2015). Besides, most SMEs showed some ―apprehension‖ with a large number of 

bureaucratic procedures that they encountered in the process of a loan application. 

4.3. The current state of bank credit accessibility 

According to the WB‘s Doing Business Report in 2018, Vietnam ranked 68th out 

of 190 economies in the business environment, up 14 places compared to 2017. In 

particular, for the ease of access to credit, Vietnam ranks 29/189, indicated that firms‗ 

access to credit in Vietnam was quite favorable (Figure 3). However, these results 

relied heavily on the WB survey methodology. 

Figure 3: Rankings in ease of access to credit 

 

Source: World Bank‘s annual Doing Business reports. 

According to World Bank (WB), the ease of access to credit was measured base 

on 4 criteria, mostly focusing on the adequacy of the legal framework in protecting the 

lenders and borrowers, as well as the coverage of credit information. 

In the survey of 695 enterprises, among those with credit demand, the proportion 

that started the application process to acquire loans was only 58.4%, with disbursement 

rate at only 47.3%. Only 58% of enterprises had ever borrowed from banks.  

These numbers did increase with the size of the business. While only 50% of 

SMEs had loan applications, the figure for large business was 70%. Among the SMEs 

who had loan applications, 39% stated that their applications were rejected; 16% were 

partly accepted; 30% were disbursed for all loan applications and 15% were still 

waiting for results. These statistics illustrate the high demand for the capital of SMEs. 
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However, the percentage of SMEs with some access to bank capital was only at about 

50%. This indicated an unbalance position in the demand and supply for capital. 

Figure 4: Results of loan application for SMEs 

 

Source: Statisitcs from the survey of 695 enterprises, conducted in 2017. 

The process of applying for loans at a bank required a large amount of paperwork, 

with the main difficulties lied in developing an efficient and credible business plan, this 

requirement was often beyond the capability of the enterprises, especially for SMEs. The 

2015 PCI survey by VCCI indicated that from 43% to 63% of interviewed SMEs faced 

issues in procedures and had to bribe the bank officials, while this ratio for larger 

enterprises was only at 30-32%. At the same time, the survey of 695 enterprises in 2017 

had the ratio of firms who stated that the administrative process to access bank credit was 

complicated and time-consuming had decreased to 35.5% for micro-enterprises; 29.7% 

for small enterprises; 42.4% for medium enterprises and 33.3% for large enterprises. 

Table 1: On the loan application procedure 

Size of 

business 

PCI Report 2015 Survey of 695  

enterprises 2017 

% of firm who stated 

that the procedure 

was a hassle 

% of firm who stated 

that bribing officials 

was common 

% of firm who stated that the 

process was complicated and 

time consuming 

Micro 

enterprises 

59 64 35.5 

Small 

enterprises 

50 56 29.7 

Medium 

enterprises 

43 49 42.4 

Large 

enterprises 

32 30 33.3 

Sources: PCI Report 2015; Survey of 695 enterprises 2017. 
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Another major barrier to access to credit was the requirements for collateral. The 

main bottleneck was that it was not possible for SMS to increase their collateral to 

improve credit accessibility; while it was also not possible to bank to remove or reduce 

the requirements on collateral. On the one hand, most SMEs did not have enough 

assets to support their demand for credit. The Likert rating for this issue was at 2.78 (in 

the survey of 695 enterprises in 2017). In the VCCI survey in 2015, nearly 90% of 

enterprises agreed that ―They could not borrow without collaterals‖. 

In the survey, the most common types of collateral for loan application were 

lands and houses owned by the firms (38.47%); machinery and equipment (26.46%); 

personal assets (24.51%) with the rest were receivables and inventory (10.55%) 

(Figure 5). This results again indicated why the firms, especially SMEs have 

difficulties in applying for loans. For those firms, most of the production premises, 

machinery, and equipment were rented, so they were not able to meet the requirements 

on collateral from the banks or other credit institutions. 

Figure 5: Proportions of common types of collateral 

 

Sources: PCI Report 2015; Survey of 695 enterprises 2017. 

 Another major constraint for enterprises was informal costs, the PCI report in 

2015 indicated that it was common for firms to incur informal cost such as bribing 

bank official, with 64% in micro firms, 56% in small firms, 49% for medium firms and 

30% for large firms stated that they had these costs. This unofficial expense alone 

could account for more than 10% of total revenue and tended to increase over time 

(11% in 2015, 1% higher than in 2014). 65% of firms stated that "The hassling from 

officials in dealing with businesses was still common" (Table 2). 
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Table 2: Informal costs for firms 

Size of 

business 

PCI Report 2015 
Survey of 695  

enterprises 2017 

% of firms 

who incur 

informal 

costs 

% of firms 

who incur 

more than 10% 

of total revenue 

on informal 

costs 

% of firms who 

agreed that ―The 

hasseling from 

officials in dealing 

with businesses was 

still common― 

% of firms who 

had to incur 

informal costs 

to secure the 

largest official 

loan 

% of 

informal 

cost to the 

value of the 

loan 

Micro 

enterprises 

62 11 65 3.6 3.2 

Small 

enterprises 

68 13 66 5.2 5.3 

Medium 

enterprises 

70 10 62 8.3 1.3 

Large 

enterprises 

69 7 60 2.4 2 

Total 65 11 65 6.4 3.8 

Sources: PCI Report 2015; Survey of 695 enterprises 2017. 

However, the Survey of 695 enterprises in 2017 indicated a significantly 

different result. The proportion of firms that had to pay for informal cost to obtain 

official loans was relatively small at 3.6% for micro firms, 5.2%, 8.3% and 2.4% for 

small, medium and large firms, respectively. The amount of informal cost accounted 

for 2.3%, 5.3%, 1.3% and 2% of total revenue for each size. This phenomenon could 

be explained by the differences in the research period. In the period from 2009 to 

2012, there were a interest rate race between commercial banks, banks could not 

mobilized fund with low cost, and they also could not meet the demand for loans in the 

market, giving rise to the informal costs (Nguyen, 2017) such as bribing. 

5. Regression results 
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Table 3: Regression Results 

Factor Variable name Model 1 Model 2 Model 3 Model 4 

 Coef AME Coef AME Coef AME Coef AME 

Business environment and institution PCI 0.1412*** 0.1226*** 0.1672*** 0.1596*** 0.2331*** 0.1586*** 0.2001*** 0.2950*** 

Financial Markets FM 0.747*** 0.051***
 

2.151* 0.0162*
 

1.394* 0.053*
 

0.0760**
 

0.116**
 

Financial Intermediaries FI -0.455* -0.013*
 

-1.024* -0.013*
 

-1.081** -0.008**
 

-1.321 -0.033
 

Characteristics of the loan Time 1.978** 0.027**
 

1.128** 0.024**
 

1.072* 0.018*
 

0.692 0.127
 

Official and unofficial cost Uno cost 0.751* 0.1429* 0.284* 0.1356*
 

0.597** 0.143**
 

3.849 0.265
 

INT -0.343*** -0.015**
 

-0.718** -0.020**
 

-0.367 -0.044
 

-0.840* -0.086*
 

Characteristics of the firm owner Gender 0.893 0.004
 

0.671 0.029
 

0.747* 0.084*
 

0.174* 0.0110*
 

CFO 0.71 0.055
 

2.236** 0.1234**
 

0.779* 0.1508*
 

0.125
 

0.169
 

EDU 15.78 0.1403
 

0.922* 0.0286*
 

0.279*** 0.1297***
 

2.776 0.0626
 

Characteristics of the firm Invest -0.204 -0.184 0.0263 -0.253 1.164*** 0.1983*** 2.123*** 0.1855*** 

Employee 0.702* 0.126* 0.188 0.324 0.233 0.0586 0.200 0.295 

Deblt -0.210 -0.0791 -0.0155 -0.0153 -0.0528* -0.1321* -0.640* -0.1440** 

State 0.858 0.024
 

1.601 0.025
 

1.562** 0.073**
 

3.885*** 0.203***
 

AGE 0.0157 0.024
 

-0.212 0.016
 

0.0673 0.087
 

0.0238 0.112
 

Firm performance ROA 1.025*** 0.388***
 

1.078 0.265
 

1.95* 0.189*
 

1.053** 0.087**
 

REV 1.694 0.237 0.153** 0.1408** 0.702 23.34 1.922* 0.289* 

Assets 0.660 0.031
 

0.305* 0.233*
 

0.885** 0.101**
 

2.644** 0.389**
 

Geography DIST -1.569 -0.008
 

-0.660 -0.007
 

-1.570 -0.007
 

-1.160 -0.067
 

Credit trustworthiness HIS 0.190* 0.016*
 

0.657** 0.083**
 

2.545*** 0.293***
 

0.966* 0.177*
 

Networking REL 0.977*** 0.008***
 

1.307 0.003
 

1.564* 0.025*
 

1.716** 0.036**
 

Constant 1.284*** 1.206*** 1.150*** 1.314*** 

Province dummies NO NO YES YES 

Sector dummies NO NO YES YES 

Number of observations 228 

Adjusted R
2
 0.5691 

Prob > Chi2 0.0000 

LR value 10475.93 

Note: *** p<0.01, ** p<0.05, * p<0.1 
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Because the interpretation of the coefficients in the Multilogistic model is not the 

same as the linear regression models such as Ordinary least squares (OLS) regression, 

in this study the average marginal effect at mean (AME) of the independent variables 

would be calculated and utilized to analyze the impact of the determinant of SMEs‘ 

credit accessibility.  

The regression results show that: 

The coefficient for the variable FM, which proxied for the development of the 

financial market, was statistically significant in all models. The fact that a firm was 

listed would increase the probability that they got easy access to bank credit by up to 

11.6 percentage points. This result agreed with Tran and To (2008) when the authors 

stated that as the firm was listed in the stock market, they need to be financially 

transparent. Therefore, accessibility to finance would be improved. 

The variable that reflected the complicatedness of the loan application procedures 

(FI) had almost no effect on the dependent variable. However, the PCI 2015 survey 

still showed that a large proportion of firms consider the administrative procedure as 

troublesome (43%-64%).  

The variable for the duration of the loan (Time) did have positive coefficients in 

the model, however, they were some and do not have statistical significance. 

The variable that reflected the informal cost in accessing the loan such as bribes 

and gifts (Uno cost) did have a positive and statistically significant coefficient as 

expected. When Uno cost increase by 1%, the dependent variable increased by 14.29-

26.5 percentage points, giving other things constant. The PCI 2015 survey showed that 

39-64% of SMEs considered bribing banks official to be commonplace. In reality, it 

was not necessarily so, the firms that were willing to pay for informal costs were 

mostly those with problems in financial capacity, collaterals and loan applications. On 

the other hand, for ―good‖ firms that meet all requirements, the payment of informal 

costs did not significantly affect the lending decisions. 

For the firms that had successful loan applications, the dependent variable would 

decrease for up to 8.6 percentage points when the interest payment expense increased 

by 1%, giving other variables constant. For SMEs and private enterprises, where 

financial resources were limited, paying high-interest rates to gain access to 

commercial bank loans was a major constraint to development. 
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The group of variables concerning firm performance: the ratios from the firm‘s 

financial statement were the basis to alleviate the issues of asymmetric information 

and the risks of adverse selection. From the banks‘ perspective, these were the factors 

that were used to determine the capability of the firm and whether or not the loan 

should be granted? Other things remained constant; the dependent variable increased 

by up to 38.8 percent when ROA increased by 1 unit. Additionally, the firm‘s revenue 

also had a positive influence on credit accessibility. For the variable Assets, the 

estimated coefficients showed that total assets also had a positive impact on the 

dependent variable, as collateral was an important factor in accessing bank credit. 

Businesses with a large number of assets would be more likely to meet the 

requirements of collateral. 

 Coefficient for the variable represented the distance from the firm‘s location to 

the bank (DIST) was negative but without statistical significance in all models. This 

showed that the geographical distance did not impact on the loan decision. In the 

current digital age, the bank‘s decision heavily depended on their ability to understand, 

monitor and control the operation of the firm. In recent years, the network of 

commercial bank branches had developed rapidly throughout the country. This, 

combined with the innovation in digital banking helped reduced the barriers between 

the banks and their clients, improving credit accessibility. 

Credit history of the firm also had positive impact on the dependent variable in 

all the model specifications with the coefficient as high as 29.3 percentage points. This 

result agreed with those from Cole et al. (2004) who assess that firms that previously 

had a loan from a bank and successfully fulfilled its obligation would have a higher 

chance of obtaining the next. 

Regarding the impact of networking, regression results showed that the fact that 

the firm had a relationship with the bank only make the application procedure more 

convenient, rather than a decisive factor in the success of the loan application. This 

was in contrast with Le and Nguyen (2009), Rand et al. (2007) who found that official 

networks, relationship with government or bank official to have a strong and positive 

impact on credit accessibility.  

The group of the variable representing the characteristics of the firm‘s owner or 

manager included sex, education level, dedicated CFO,… all had a certain impact on 

the dependent variable. 
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Regression results showed that if the owner was male, the dependent variable 

would increase from 8.4-11 percentage point, giving other things constant. Among the 

group, the variable reflecting education level and having the position of a dedicated 

CFO were expected to be important as these variables proxied for the management 

capability of the firm‘s owner. If the owner or manager had a university‘s degree or 

higher and more than three years of experience, then the dependent variable would 

increase by up to 12.97 percentage points. However, the results rejected the view of 

Rand (2007) and Coleman (2004) who suggested that the higher the qualifications of 

the firm‘s owner, the lesser the firm would rely on external sources of fundings. The 

reasons for the conflicting results might stem from the differences in research periods. 

After controlling for the other factors, the characteristics of the enterprises 

(including the size, age, previous year investment, leverage) had the following 

impacts: 

Firms with investment in the previous year had a higher value of the dependent 

variable. This was confirmed by the positive coefficient with statistical significance 

even at the 1% level of the variable Invest in all model specifications. This agreed with 

the assessment from Le (2012), Trinh and Nguyen (2018) that firms with investment 

projects will have easier access to finance. 

The variable employee had a positive coefficient with statistical significance at 

the 1% level, indicating that the dependent variable increased with the labor size of the 

firm. The negative sign of the coefficient for deblt showed that firms with higher 

leverage would also lower their chances of obtaining an official loan. Firms with State 

ownership would increase their chance of accessing credit by an average of 14.4 

percentage points. However, after the issuance of Circulars No. 39/2016/TT-NHNN 

and 43/2016/TT-NHNN, a new legal framework for borrowing has been established, 

in which firms with different ownership structure should be more equal in their 

relationship with banks. All business clients of banks should have access to credit as 

long as they had good credit ratings and adhered to the principles. Previously, 

discrimination had been a huge constraint to development for SMEs. 

Regarding the age of the firm (AGE), there was no evidence to indicate that older 

firms would have a higher probability of obtaining the loan. This was similar to the 

results of Le and Nguyen (2009). This did not necessarily imply that the experience of 

the firm did now help in the loan application process. The phenomenon might be 

explained by the higher rate of exit and changing ownership of SMEs, which made 

banks do not rely on experience as an important criterion in making decisions. 
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6. Conclusions and recommendations 

Regression results from the Multilogistic model showed that: the size of the firms 

was one of the most important factors to credit accessibility; the main internal 

constraints for firms were mostly inadequate collateral, especially for SMEs with 

renting premises and equipment; as well as lower efficiency in utilizing and managing 

assets. Additionally, the informal cost in the application process was also one of the 

deciding factors; along with the institutional aspects. 

Therefore, the study proposed several solutions to improve on the credit 

accessibility of enterprises, especially SMEs: 

On the side of the government: Offering legal support to the firms through the 

provision of training services and legal counseling, helping the firms to understand 

correctly about the need of abiding by the government laws and policies. Improving 

and enhancing the support services for businesses, focus on communication so the 

private enterprises can take advantage of the favorable funding from the government 

or various international organizations. Building an official digital portal with regular 

updates to inform the enterprises on policies, laws, information on business 

management, on the transparency of financial activities and business stimulus 

packages from the government. 

On the side of the banks and other credit institutions: First, they should improve 

on the legal framework and the information infrastructure to reduce transaction costs, 

thereby creating a more level playing ground between different types of businesses in 

accessing bank capital. Second, encourage the development of non-bank financial 

institutions to better meet the capital demand of SMEs. This could help increase the 

level of competitiveness in the finance sector, as well as reduce the dependence of the 

current financial system on commercial banks. However, this process did have many 

challenges for the government, namely: the development of the informal financial 

markets with a lower level of regulation might create an explosion in credit that 

contained the risk of instability. To mitigate those issues, the government should 

introduce regulations on the behavior of non-bank financial institutions in the private 

sector; as well as develop an efficient monitoring and management system for this 

sector. Third, effort should be made on the development of the corporate bond market 

to relieve the burden on the banking sector. However, the process should follow a clear 

roadmap, which starts with the larger enterprises and then gradually extends to a 

certain group of SMEs. Fourth, relax certain constraints on collateral requirements in 

making decisions to lend. Banks and other financial institutions should instead focus 
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on the future cash flow and the profitability of the business plan as these were the main 

sources for repayment. Banks should also expand some forms of unsecured lending by 

accepting intangible assets and intellectual properties as collateral for the loans. At the 

same time, the valuation of collateral should be as close to the market value as 

possible, while improving the ratio of the loan to the value of the collateral. Another 

thing to consider is that the government should avoid the criminalization of disputes in 

this area, to create a more favorable environment for both banks and businesses. 

On the side of the businesses: First, firms should improve on their management 

capacity to increase their efficiency in allocating resources, promoting business 

activities and performance. Only then could they minimize the risks and avoiding 

financial fraud. Better management could also help alleviate the issue of asymmetric 

information, improve the confidence of the investors, through which ease the access to 

finance, not only through the domestic market but also through international funding. 

Second, improving the transparency in financial activities: this is a mandatory 

requirement for large and listed enterprises. However, there are still firms with the not 

timely and incomplete financial statement; or with different between data provided to 

shareholders and to the tax authorities. 

Due to the limitation of the available data, in the future, the research could be 

improved by expanding the sample size. At the same time, further investigation on the 

part of the bank could also give a more comprehensive assessment with insight from 

both the supply and the demand of banking credit. 
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Abstract: 

In answering to the oil spill incidents, an International Maritime Organization (IMO, 2011, 

2012) has authorized a principal apprehension with maritime safety, espoused an extensive range 

of dimension in preventing and controlling pollution caused by the ship and mitigate the effects of 

any damage happened as a result of maritime operations and accidents. In addition, an 

International Convention on Oil Pollution Preparedness, Response and Cooperation (ORPC) 

1990, delivers a framework for easing an international cooperation and shared assistance in 

responding to major oil pollution incidents. This paper aims to review the oil spill incidents in 

Malaysia water by concentrating on the sources of the oil spill incidents, levels of the spills and 

related agencies integrated in the management of the oil spill incidents. The data was regained 

from Department of Environment (DOE) and Marine Department from 2012 to 2016 of the oil 

spill incidents. It originates that, 43.13% or 22 from 51 of the oil spill incidents in Malaysia wáter 

was due to oil spill discharged from the vessels.  

Keywords: Department of Environment, Marine Department, Oil Spill Incidents 

 

1. Background of the Research 

Oil pollution of the sea and the public consciousness of it have augmented speedily 

in recent years (Blumer, M., & Sass, J., 1972). The oil spill is demarcated as a release of a 

liquid petroleum hydrocarbon hooked on the atmosphere, particularly in marine zones due 

to human activities or natural disasters (Li, P., Cai, Q., Lin, W., Chen, B., & Zhang, B., 

2016). It is also defined as the removal of hydrocarbons in a marine environment caused 

by human activity, natural disasters and can cause a lot of effects on the environment and 

economy (Lin & Schnitzer, 2016). The oil slicks are the enormous wellsprings of 

hydrocarbons inflowing in the tolerant seagoing disorder (Doshi, Repo, Heiskanen, Sirviö, 
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and Sillanpää, 2017). It has happened due to the extensive diversity of possible effects on 

the marine environment from oil spill, it is clearly specified the consequences of oil spills 

either for risk perception or framing policy for preparedness can be hard to poise as 

compare further conflicting necessities in an oil spill (Moller, T. H., Molloy, F., & 

Thomas, H. M., 2003). In addition, the oil spill is a significant source of hydrocarbons 

entering into the receiving aquatic environment (Worthington, M. J., Shearer, C. J., 

Esdaile, L. J., Campbell, J. A., Gibson, C. T., Legg, S. K., & Chapter, J. G., 2017). The oil 

spill is comprehensive as conventional contaminants include heavy metals, persistent 

organic substances, and radionuclides. The oil spill is perceived as less significant 

associated to added agents of environmental weakening but created few long-term 

problems (GESAMP, 2011). Moreover, the oil spills have anticipated to focus concerning 

additional on the hazard of climate alteration and, the larger possessions of sewage, 

eutrophication, declining fish stocks, and habitat destructions (GESAMP, 2011). The oil 

spills are the substantial causes of hydrocarbons ingoing the reception aquatic 

environment (Doshi, B., Repo, E., Heiskanen, J. P., Sirviö, J. A., & Sillanpää, M., 2017). 

Finally, the oil spill is also known as slightly varieties of form of pollution that is initiate 

in an ecology subsequent devastating injurious influence to the organisms in the precise 

ecology and interjecting the evolution degree and plant or animal imitation or by intrusive 

with human comfort, health, property standards, and features (Buist, I. A., Potter, S. G., 

2013). As a summary, due to the important of the impact from the oil spill incidents which 

has occurred since 1960s, therefore this research focuses to analyze on the sources of the 

oil spill incidents happened in Malaysia. The data of the oil spill incidents from 2014 to 

2016 were received from Department DOE as a reference. 

2. Sources of Oil Spill 

In the belongings of the oil spill occurrences based from the previous research 

has summarized the sources of the oil spill can be characterized as human errors, 

technical errors, natural errors or sometime due to unknown sources. With all these 

sources, it caused hazard and affect the marine life, marine ecosystem, marine, coastal, 

marine economy, marine tourism, social and as well as our human life. The oil spill 

incidents are known as a serious issue, which can lead to the devastation of nature and 

also the organism instantly or in a long-term. The effects of oil spills comprise of 

environments, and economy and these environmental and economic indemnities can 

remain for decades (Farrington, 2014). In addition, the marine resource will also be 

demolished due to harmfulness from the oil spills as the marine culture is a 

manufacturing varieties fish in cages for food. (Verma, 2016). 
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2.1. Human Errors 

In the event of the oil spill incidents, the human errors cover several reasons for 

instance an accidental leak from ships and offshore oil platforms and it habitually 

results in excessive financial expenses and disturbing marine biological ruin and 

human (Shi, Wang, Luo, & Zhang, 2019). Vessel collisions at sea or incidents 

concerning to an oil spill at oil terminals (Speth, J. G., 1988; García-Olivares, A., 

García-Ladona, E., & Jiménez Madrid, J. A., 2014; Salako, 2012). It was also due to 

human factors, human error, unsafe behavior (Theophilus Stephen, et al, 2017; 

Haghighi, M., Taghdisi, M. H., Nadrian, H., Moghaddam, H. R., Mahmoodi, H., & 

Alimohammadi, I., 2017; W.Y. Liu, Chen, Chen, & Shu, 2017; Mistra, 2015; Fingas, 

2011; Jukes, P., & Singh, B, 2017). It was also triggered by the human error of poor 

emergency planning, response (Weber, M., 2006), and also due to human activities or 

natural disasters (X. Liu &Wirtz, 2006). Lastly, it was also caused due to both direct 

and indirect human factor failings (Venart, 2004). 

2.2. Technical Errors 

Meanwhile, for the technical errors cover such as the vessel condition, ocean/ 

coast atmosphere, human influences and backup devices (Kang, Zhang & Bai, 2016). 

The pollution comes from a vessel is causing form oil discharge from ships, tanker 

collides, wastewater discharge, garbage, and solid waste discharge and marine 

machinery exhaust. When accidents occurred involves of a vessel, the vessel also 

discharges the pollutants like oily water, noxious liquids, sewage, garbage and 

contaminated ballast water released to the marine environment (UmoIduk and Nitonye 

Samson, 2015). 

2.3. Natural Disaster 

Finally, some of the oil spill incidents occurred resulting from natural processes 

of the earth like floods, hurricanes, tornadoes, tsunami, an earthquake and it occurred 

with unexpected where the place, what the time and when the disaster occurred. The 

oil spills hooked on the oceans and watercourses from apparatus conveying petroleum-

like pipelines and oil tanker vessels remain due to natural disasters. Substantial 

hurricanes in the deep-sea and earthquake caused to shake off the seafloor and resulted 

in oil spills (Agbasi, M. N., 2019). 

Table 1, 2 and 3 showed about the oil spill incidents happened in Malaysia water, 

which comprised of the incident date, location, time, source, level of the incident and 

related agencies involve during the cleanup activities. 
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Table 1: The oil spill incidents from 2014  

No Date Locations Time Sources Tier 
Agencies 

Involvement 

1 2.1.2014 Kuantan Port 
1717 

hrs 

Fuel Oil discharged from the 

ship 

2 DOE, Kuantan 

Port 

2 6.1.2014 

Sungai Kampung 

Belungkor,  

Kota Tinggi, Johor 

1635 

hrs 

Diesel oil discharged from 

Mohamed Long Jetty, 

Tanjung Belungkor 

 

1 

DOE, Mohamed 

Long Jetty 

3 20.1.2014 

Fishing jetty, 

Tanjung Belungkor, 

Kota Tinggi, Johor 

0945 

hrs 

Crude oil discharged from 

MTO from an unknown 

source 

 

- 

DOE, Fishermen 

4 4.2.2014 
Kemaman, 

Terenggganu 

0745 

hrs 

Oil discharge at Liquid 

Chemical Berth 

1 DOE, Kemaman 

Port 

5 22.2.2014 
Teluk Cempedak 

Beach, Pahang 

1840 

hrs 

Tarball spill at Teluk 

Cempedak coastal beach 

 

- 

DOE 

6 19.5.2014 Teluk Batik, Perak 

1200 

hrs 

Spill oil at Teluk Batik 

beach from an unknown 

source 

 

- 

DOE 

7 10.6.2014 
Sepanggar ,  

Kota Kinabalu, Sabah 

1140 

hrs 

Spill oil at Perairan 

Sepangar, Kota Kinabalu 

from unknown source 

 

- 

DOE 

8 3.7.2014 Pulau Pinang Port 
1630 

hrs 

Drum oil fall into the ocean 2 DOE, Penang 

Port 

9 4.7.2014 Tanjung Pelepas Port 
0245 

hrs 

Oil spill from ship collision 1 DOE, PTP PORT 

10 7.9.2014 

Kampung Tanjung 

Buai Kota Tinggi, 

Johor 

1610 

hrs 

Oil sheen at fish nets from 

unknown source 

 

- 

DOE 

11 9.9.2014 Labuan 
0900 

hrs 

Oil spill from ship collision 1 DOE, Port 

Operator 

12 6.10.2014 Sg Buntu Pengerang 

1200 

hrs 

Tar Ball at Sg Buntu, 

Pengerang, Johor from 

unknown source 

 

- 

DOE 

13 18.10.2014 Labuan 
1200 

hrs 

Oil spill from the ship 1 DOE, Port 

Operator 

14 30.10.2014 
Tanjung Gelang,  

Kuantan Pahang 

1743 

hrs 

Collision of tank ship and 

bot tunda 

2 DOE, Marine 

Department 

15 3.11.2014 
Pengerang, Kota 

Tinggi, Johor 

1155 

hrs 

Oil spill at Pengerang Jetty 

from unknown source 

 

- 

DOE 

16 19.11.2014 Lumut, Perak 
1600 

hrs 

Oil spill from sank vessel 2 DOE, Marine 

Department 

 

Table 1 showed that in 2014, most of the oil spill incidents occurred due to fuel 

discharge from the ship, unknown sources, crude oil discharged, tarball spill, ship 

collision, discharged spill oil from unknown sources and spill oil from sinking vessel. 
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Table 2. The oil spill incidents from 2015 

No Date Location Time Sources Tier 
Agencies 

Involvement 

1 2.1. 2015 
Horsburgh,  

Pulau Batu Putih, Johor 
1215 hrs 

Oil spill from ship 

collision 

VLCC 

 

2 

DOE, Navy, 

MMEA, 

Marine 

Department 

2 23.1.2015 
Kemaman Supply Base, 

Terengganu 
1829 hrs 

Oil spill from the 

ship 
2 

DOE, Port 

Operator,  

Marine 

Department 

3 15.2.2.2015  Tanjung Bin Jetty, Johor 1430 hrs 
Oil spill from the 

ship 
1 

DOE, Port 

Operator 

4 15.3.2015 

Teluk Cempedak Beach 

and 

Tembeling Resort, 

Pahang 

  1015 hrs 

Discharge oil at the 

beach from an 

unknown source 

- DOE 

5 18.3.2015 

Kemasik Beach, 

Kemaman, 

Terengganu 

  1045 hrs 

Discharge oil at the 

beach from an 

unknown source 

- DOE 

6 18.3.2015 
SepatBeach, Kuantan, 

Pahang 
0900 hrs 

Discharge oil at the 

beach from an 

unknown source 

- DOE 

7 19.3.2015 
Tenggol Island, Dungun. 

Trengganu 
0820 hrs 

Discharge oil at the 

beach from an 

unknown source 

- DOE 

8 25.4.2015 
Lang Tengah Island, 

Setiu Terengganu 
1500 hrs 

Discharge oil at the 

beach from an 

unknown source 

- DOE 

9 30.4.2015 
Tenggol Island, Dungun, 

Terengganu 
1045 hrs 

Discharge oil at the 

beach from an 

unknown source 

- DOE 

10 31.7.2015 

Pengerang Terminal, 

Pengerang, Kota Tinggi, 

Johor 

1445 hrs 
Discharge oil from 

an unknown source 
- DOE 

11 3.8.2015 
Tanjung Piai, Pontian, 

Johor 
  1400 hrs 

Discharge oil from 

an unknown source 
- DOE 

12 1.8.2015 Teluk Brunei, Sabah 0800 hrs 
Discharge oil from 

an unknown source 
- DOE 

13 27.11.2015 
Asian Supply Base Jetty, 

Labuan 
1200 hrs 

Discharge oil from 

an unknown source 
- DOE 

14 15.12.2015 

Cendera Mata Village, 

Jalan Batu Api , 

Sandakan Sabah 

1630 hrs 
Fire vessel from 

engine problem 
- DOE 

15 31.12.2015 Bintulu, Sabah 0900 hrs 
Discharge oil from 

pipe leakage 
 

1 
DOE 

 

Meanwhile, Table 2 showed that in 2015 the oil spill incidents occurred due to 

ship collision, fuel oil discharge from the ship, discharge oil at beach from unknown 

sources, fire vessels of engine problem and pipe leakage. 
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Table 3. The oil spill incidents from 2016 

No Date Location Time Sources Tier 
Agencies 

Involvement 

1 31.1.2016 

Tg Leman Beach 

Resort, Mersing, 

Johor 

1220 hrs 
Tarball from an 

unknown source 
- DOE 

2 15.3.2016 
Tanjung Pelepas 

Port, Johor 
1829 hrs 

Discharge oil from the 

vessel 
1 

DOE, Port 

Operator 

 

3 
 

18.3.2016 

 

Desaru Beach, Kota 

Tinggi 

1637 hrs 

Spill oil patch at the 

coastal area from an 

unknown source 

 

- 
 

DOE 

4 23.3.2016 
Sapura Kencana 

Terengganu 
1000 hrs 

Pipeline leakage at 

platform 
1 DOE 

5 10.4.2016 
Lang Tengah 

Island, Terengganu 
1000 hrs 

Tarball from an 

unknown source 
- DOE 

 

6 
 

20.4.2016 

Beserah Beach, 

Kuantan Pahang 
1250 hrs 

Spill oil patch at the 

coastal area from an 

unknown source 

 

- 
DOE 

 

7 
 

27.5.2016 

 

Pinang Strait 

Coastal, 

Pulau Pinang 

1800 hrs 
 

Fuel oil discharged 
 

2 

DOE, 

MMEA, Port 

Operator, 

Marine 

Department, 

Police Royal 

Malaysia 

 

8 
 

20.6.2016 

South China Sea 

Coastal, Bandar 

Penawar, Kota 

Tinggi, Johor 

1345 hrs 

Oil spill patch at the 

ocean from an unknown 

source 

 

- 
 

DOE, MMEA 

 

9 
 

17.7.2016 

South China Sea 

Coastal, Bandar 

Penawar, Kota 

Tinggi, Johor 

 

0900 hrs 

Oil spill patch at the 

ocean from an unknown 

source 

 

- 
 

DOE 

10 26.7.2016 

Tanjung Piai 

Coastal, Pontian 

Johor 

1940 hrs 
Overboard discharge 

leakage from ship 
2 

DOE, Marine 

Department, 

MMEA 

 

11 
 

26.7.2016 

Mukut Village, 

Tioman Island, 

Pahang 

1950 hrs 
Oil spill from an 

unknown source 
 

- 
DOE 

 

12 
 

26.7.2016 

 

Tanjung Pelepas 

Port, Johor 

1940 hrs 
Oil spill from an 

unknown source 
 

- 
 

DOE 

 

13 

 

23.8.2016 

Tanjung Batu 

Coastal, Tawau, 

Sabah 

0800 hrs 
Oil spill from an 

unknown source 
 

- 
 

DOE 

 

14 
 

24.8.2016 

ATB Terminal, Sg 

Pulai, Johor 
0923 hrs 

Oil spill from an 

unknown source 
 

- 
 

DOE 

 

15 
 

28.8.2016 

Morib Beach, 

Selangor 
 

1515 hrs 

Oil spill from an 

unknown source 
 

- 
 

DOE 

 

16 
 

8.9.2016 

Pangkor Jetty, 

Perak 
 

1315 hrs 

Oil spill from an 

unknown source 
 

- 
 

DOE 

17 5.11.2016 Gaya Island, Sabah 1350 hrs 
Tarball discharge from 

an unknown source 
- DOE 
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No Date Location Time Sources Tier 
Agencies 

Involvement 

 

18 
 

16.11.2016 

Tengah Island, 

Mersing Johor 
 

1645 hrs 

Oil spill from an 

unknown source 
 

- 
 

DOE 

 

19 
 

2.12.2016 

Port Dickson Port, 

Negeri Sembilan 
 

1800 hrs 

Oil spill from Single 

Bouy Mooring (SBM) 
 

1 
 

DOE, Port 

 

20 
 

16.12.2016 

LKIM Sg. Linggi, 

Kuala Linggi, 

Melaka 

2245 hrs Oil spill from the ship 
 

2 

DOE, Marine 

Department, 

MMEA 

Source: MMEA- Malaysian Marine Enforcement Agency 

However, Table 3 showed that in 2016 the oil spill incidents happened due to oil 

discharged from vessels, ship collision, pipeline leakage, overboard discharge leakage, 

unknown sources, and tarball discharge. 

Table 4 showed the summary of the sources of the oil spills since 2014 to 2016. 

It was originated that the most of the oil spill cases in Malaysia water were discharged 

from the vessels at 43.14% and followed by from the unknown sources at 39.22%. It is 

supported by Kang, J., Zhang, J., & Bai, Y. (2016), which have shown that on the 

global evaluation index system for OSERC was based on several factors which have 

remained scrutinized and classified to create a global appraisal index arrangement-

assessing feature indexes. It were deriving from: a) vessel condition: (age, types, 

tonnage, automation), b) ocean/ coast environment: (hydrological, meteorological, 

channel, wharf), c) human factors: (personnel, quality, monitoring system, accident 

handling, management system) and, d) emergency devices: (oil containment, 

skimming boat, dispersing agent, oil absorption material. In addition, the marine 

environment either intentionally or unintentionally is affecting most of the incidents 

were from the human error. From these examples of the famous oil spill incidents 

happened in the world that have entirely been considered also initiate to be a 

consequence of both direct and indirect human factor weaknesses (Fingas, M., 2011). 

Table 4. The Summary of Sources of The Spill Oils 

Sources of Oil Spills 
Years Frequent 

2014 2015 2016  

Unknown sources   


 
20 

Oil discharge from vessel  


 
 22 

Pipeline leakage    3 

Ship collision    4 

Sank vessel    1 

Engine problem    1 

Total 16 15 20 51 
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3. Tier Response 

The oil risk and response is classified according to the magnitude of the spill and 

its immediacy to a company operating facility (IPIECA, 2008). It leads to the concept 

of a Tiered Response to the oil spill. The contingency plan must cover each Tier and 

be directly linked to the company‘s potential spill scenarios. Figure 1 shows the tiered 

response with the amount of spill. General, Tier 1 refers to a small spill, Tier 2 refers 

to medium spill and Tier 3 refers to a large spill. 

Figure 1. The Tier Response (IPIECA, 2008) 

 

Based on the data of the oil spill incidents in Malaysia, it showed that the oil spill 

incidents only have been declared for Tier 1 and Tier 2. None of the incidents occurred 

involving the Tier 3 level. Nevertheless, it is important for Malaysia to concern about 

the oil spill incident management in order to avoid the oil spill incidents reach at Tier 

3. When the oil spill incidents have occurred, the quality of situational awareness, 

decision making, communication, and leadership need to be integrated among the 

related agencies (Crichton, Lauche, & Flin, 2005).  

4. Collaboration Efforts  

In responding to the oil spill incidents, a joint effort collaboration from related 

agencies are crucial and needed. In Malaysia, there are about 19 related agencies 

involved in the oil spill response management such as DOE, Marine Department, 

Fisheries Department, Meteorological Services Department, Royal Malaysia Navy, 

Royal Malaysia Air Force, Royal Malaysia Police, Royal Custom & Excise, 
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Immigration Department, Foreign Office, National Security Council, Malaysian 

Marine Enforcement Agency (MMEA), Petroleum Nasional Berhad (PETRONAS), 

Fire & Rescue Department, Police Air Wing, Petroleum Industry of Malaysia Mutual 

Aid Group (PIMMAG), Marine Park Department, ESSCOM and NADM. These 

involvements of the related agencies is known as a National Oil Spill Control 

Committee (NOSCC) as shown in Figure 2. 

Figure 2: NOSCC 

 

 

Table 1 to Table 3 showed the collaboration efforts mostly were from DOE, 

Marine Department, MMEA and Port operators who have responded in the oil spill 

responses in Malaysia (Norazaimah, A, 2019). 

5. Conclusion 

As a conclusion, it can concluded that the oil spill discharged from vessels was 

the most significant contributing source of the oil spills incidents in Malaysia water 

from 2014 to 2016 cases at 43.13% or 22 from 51 of the oil spill incidents from the oil 

discharge from vessel. The main reated agencies involved in the oil spill incidents in 

Malaysia were from DOE, Marine Department, MMEA and Port operators. 
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Abstract: 

Nghe An implements the National target program to build a new countryside in arduous 

conditions: large areas, many mountainous areas, complex terrain, low starting point, etc., after 

10 years of implementation for National target program to build new rural area, the rural 

appearance of the province is increasingly prospered. Specifically, the whole province has 3 

district units which have been recognized as meeting new rural standards of 218 communes, 

accounting for 50.58%; the average number of criteria/communes in the whole province is 15.37 

criteria/commune, no more communes with less than 5 criteria. However, besides the 

achievements, there are several shortcomings in the mobilization and use of financial resources to 

build the new rural area in Nghe An such as, the resources for investing in building the new rural 

area for communes have not met demands, mainly depending on the budget allocations, 

outstanding debts of basic construction of new rural areas in Nghe An are large, the progress of 

contents implementation and disbursement of supported capital sources is still slow. The paper is 

based on the study of the situation of mobilizing financial resources for building new rural areas 

in Nghe An and referring to experiences of some countries in the world and the local in the 

country, drawing lessons in mobilizing financial resources for new rural construction in Nghe An. 

Keywords: Resource mobilization, Financial resources, Resource using. 

 

1. Theoretical foundations of mobilizing financial resources for new rural 

construction 

1.1. New rural areas and building new rural areas  

- New rural areas: The new rural model is a total of characteristics and structures 

that creates a rural organization according to the new criteria, which meets the new 

requirements for the countryside in the current conditions. The new rural model is built in 

comparison with the old rural model in the advanced manner in all aspects. The new 
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countryside has a comprehensive and sustainable economic development with a 

synchronous and modern infrastructure, developed according to planning and rational 

connection between agriculture, industry and services. Besides, it is a stable and diverse 

cultural area with protected ecological environment, which contribute to strengthening the 

power of the treatment system, ensuring political security and social order. 

- Building the new rural areas is a comprehensive program on socio-economic 

development, politics and national security and defense of Vietnam. A comprehensive 

target is to build the rural socio-economic infrastructure, step by step modernize, build 

the economic structure and forms of organized production, combine agriculture with 

development of industry and service. Building the new rural areas is based on four 

principles:     

Firstly, building a new countryside follows the motto that promotes the key role 

of the local population community. The state plays an important part in guiding, 

promulgating criteria and standards, setting policies, supporting mechanisms and 

guidelines. Specific activities are democratically discussed by the community of 

people in the hamlets and communes to decide and organize the implementation. 

Secondly, the program is implemented based on inheriting and integrating 

national target programs, other programs and projects being implemented in rural 

areas. New rural construction adopts mechanisms and policies to strongly encourage 

investment of all economic sectors, to mobilize contributions from many people. 

Thirdly, new rural construction must be carried out in association with long-term 

socio-economic development plans, ensuring national defense security in accordance 

with practical conditions of each local area. 

Fourthly, building the new rural area is the task of both the political system and 

the whole society. The Party Committees at all levels and the government play a 

leading and managing role in the process of establishing planning, plans and 

organizing implementation, forming a campaign for the entire people to build the new 

rural area, which is presided by the Fatherland Front and socio-political organizations 

to mobilize all classes of citizens to participate in responding.  

1.2. Mobilizing and using financial resources to build new rural areas 

- Financial resources: Financial resources of a country are all types of resources 

such as: resources from the state budget, resources from enterprises, resources from 

credit institutions and resources from the citizens, which can mobilize for socio-economic 
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development of that country. In other words, a country's financial resources are all its 

wealth and assets which can be converted into money. 

- Mobilizing the financial resources to build the new rural area: is a content in the 

process of building the new rural area carried out through policies, measures and forms 

introduced and applied by the State and social organizations to change resources from 

the potential form into funds to be used for building the new rural area. Mobilizing the 

financial resources to implement the Program to build the new rural area ensures the 

following principles:  

(i) It is necessary to develop a plan to mobilize the financial resources in order to 

implement the long-term program because this is the long-term program for socio-

economic development at the commune level;  

(ii) Mobilizing the financial resources to build the new rural area must be 

combined with the socio-economic development target of each locality and the 

national common target;  

(iii) Maximum mobilization of all local resources (local budgets, sources of 

credit and investment of local enterprises, people‘s contributions); (iv) Integrating the 

capital sources from ongoing programs in localities to implement in order to use the 

most efficient and most economical sources.     

2. Research results and discussion 

2.1. A number of policies of Nghe An province on the National Target Program on 

building new rural areas 

Decision No. 3875/QĐ-UBND-NN dated August 21, 2010 on the Plan for the 

Implementation of the New Rural Construction Program in Nghe An Province, 2010-2015; 

On October 15, 2013, the Provincial People's Committee issued Plan No. 539 / 

UBND-KH on the implementation plan of Direction No. 16-CT/TU dated July 24, 

2013 of the Provincial Standing Committee continuing to promote the implementation 

of Resolution No. 03-NQ / TU of the Provincial Party Executive Committee (XVII 

term) on the Program of New Countryside Construction period 2011-2020. 

Decision No. 6076/QĐ-UBND dated December 2, 2016, promulgating the Plan for 

implementation of Nghe An New Rural Construction Program in the 2016-2020 period; 

Decision No. 1010/QĐ-UBND dated March 16, 2017 approving the Propaganda 

plan for the implementation of the National Target Program on New Rural 

Construction in Nghe An Province for the period of 2017-2020; 
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Decision No. 789/QĐ-UBND dated March 3, 2017, promulgating the Plan to 

organize the implementation of the emulation movement "Nghe An to build a new 

countryside" in the 2016-2020 period; 

Decision No. 58/2017/QĐ-UBND dated September 22, 2017 of the Provincial 

People's Committee, promulgating regulations, management and implementation of 

national target programs in Nghe An province. 

Decision No. 2533/QĐ-UBND dated October 8, 2018 on the process of 

organizing the implementation of Nghe An New Rural Standard Garden in the period 

of 2018-2020; 

Decision No. 3706/QĐ-UBND dated September 20, 2019, promulgating the set 

of criteria for building a new model Rural Residential Area in Nghe An province in the 

period of 2019-2020. 

2.2. Situation of mobilizing financial resources for new rural construction in Nghe An 

2.2.1. Results of new rural construction in Nghe An 

- Degree of accomplishing some basic objectives of the Program: By December 

2018, the whole province had 3 district-level units that had been recognized as meeting 

the New Rural standards, of which: Thai Hoa town achieved the New Countryside 

standard (February 2016), Vinh City (February 2017), Nam Dan district (May 2018). 

The total number of communes meeting the New Rural standards recognized by the 

Provincial People's Committee as of December 2018 is 218 communes, accounting for 

50.58% (higher than the current national average of 3,993 communes meeting the New 

Rural standard, accounting for 44.75%). The average number of criteria/communes in 

the province is currently 15.37 criteria/commune with an increase of 3.1 

criteria/commune compared to the end of 2015. There are 56 communes meeting 15 to 

18 criteria, accounting for 13%; 95 communes met 10 to 14 criteria, accounting for 

22.72%; 72 communes achieved 5 to 9 criteria, accounting for 16.7% (of which 18 

communes under 7 criteria); no communes meet less than 5 criteria. 
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Table 1:  Results of meeting the criteria for building new rural areas in 

Nghe An in the 2016-2018 period 

Results of meeting the criteria 

 for building new rural areas 

2016 2017 2018 

Number 
Rate 

(%) 
Number 

Rate 

(%) 
Number 

Rate 

(%) 

Total 431 100 431 100 431 100 

The number of communes meeting 

19 criteria 
152 35,3 181 42,0 208 48,3 

The number of communes meeting 

15-18 criteria 
43 10,0 55 12,8 56 13,0 

The number of communes meeting 

10-14 criteria 
131 30,4 106 24,6 95 22,0 

The number of communes meeting 

5-9 criteria 
104 24,1 89 20,6 72 16,7 

The number of communes meeting 

less than 5 criteria 
1,0 0,2 0,0 0,0 0,0 0,0 

The number of communes meeting 

0 criteria 
0  0  0  0  0  0  

Source: Coordination Committee of the National Target Program on building new rural 

areas of Nghe An province 

- In terms of the planning on building new rural areas: Based on the approved 

plan and project of the new rural commune, to meet the requirements of socio-

economic development and the construction of the new rural area in the new period, 

districts, cities and towns have instructed communes to review construction plans and 

schemes of new rural communes appropriately. Accordingly, up to now, all communes 

of 20 districts, cities and towns, especially in 03 modeled communes, have completed 

the review, adjustment and supplementation of the planning. The content of 

adjustment and supplementation is mainly the land use planning; adjust the time and 

roadmap for the implementation of New Rural Area criteria in the approved scheme to 

suit the practical capabilities and requirements of the communes.  

- Infrastructure, socio-economic development: In 2015, the rate of poor 

households was 10.28%, which decreased to 7.54% in 2017 and 5.54% by the end of 

2018. 431/431 communes completed primary education universalization, lower 

secondary education universalization, preschool education for 5-year-old children and 

illiteracy eradication. In rural areas of the province, over 90.00% of health stations 

have doctors, midwives, obstetrician-pediatrician; 100% of village health workers 
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have been trained. Health insurance coverage in 2018 reached 88.00%. In addition, 

community activities have been interested in implementing and gradually entered a 

routine, 302/431 communes have reached the criteria of culture, accounting for 70% 

(December 2018).  

Table 2.  Results of meeting the criteria for building new rural areas  

in Nghe An in the 2015-2018 period 

Infrastructure Number Unit Funding (VND million) 

Traffic road 2.087,2 Km 2.174,700 

Canals 271,0 Km 555,817 

Electric line 1.553,5 Km 348,943 

Schools 90 National- standard schools 894,376 

Culture houses 242 Culture houses 698,492 

Source: Coordination Committee of the National Target Program on building new rural 

areas of Nghe An province 

2.2.2. The results of mobilizing financial resources for building new rural areas in Nghe An 

The total mobilized capital in the 2016-2018 period is VND 9,930.7 billion, of 

which: the direct capital for program implementation is VND 2,698.2 billion, 

accounting for 27.20% (including the central budget of VND 1,219.5 billion, local 

budget 1,478.7 billion); integral capital is VND 2,151.1 billion, accounting for 21.7%; 

credit capital is VND 2,455.2 billion, accounting for 24.7%; enterprise capital is VND 

883.4 billion, accounting for 8.9%; capital contributed by people is VND 1,742.9 

billion, accounting for 17.5% (Cash contribution is VND 1,059.8 billion; land 

donation: 742,763 m2 of land, converted into cash VND 315,039 billion; working 

days: 711,279 days,  converted into money VND 346,995 billion).  

Accumulated from 2011 to now, the total mobilized capital reached VND 

30,843.3 billion. Specifically, state budget capital supporting direct investment for 

the program is VND 5,362.8 billion, accounting for 17.4%; integrated capital from 

programs and projects: VND 9,505.6 billion, accounting for 30.8%; credit capital is 

VND 5,104.7 billion, accounting for 16.6%; enterprise capital is VND 2,624.6 

billion, accounting for 8.5%; capital contributed by the people is VND 8,255.7 

billion, accounting for 26.7% (of which: cash contribution is VND 5,242.5 billion; 

land donation: 5,960,682 m2 of land, converted into money of VND 1,880.4 

billion; working days: 4,953,163 days, converted into money VND 771,183 

billion). 
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2.2.3. Capital from the state budget 

Sources of support from the Central government budget: In 2016, total central 

budget capital directly supported for localities to implement the program was VND 

348,400 million, of which: Non-business capital: VND 73,300 million, Development 

investment capital with VND 275,100 million (including capital of government 

bonds). In 2017, the total central budget capital directly supported for localities to 

implement the program was VND 428,180 million, of which: Non-business capital 

VND 128,700 million, Development investment capital with VND 299,480 million 

(including government bond capital). In 2018, the total central budget capital directly 

supported to localities to implement the program was 442,900 million VND, of which: 

non-business capital is VND 123,500 million, development investment capital with 

VND 319,400 million. 

Local government budget source: In 2016, the local government budget directly 

supporting the implementation of program was VND 566,950 million; this figure 

decreased to VND 477,727 million in 2017 and was VND 433,950 million in 2018. 

Table 3. The results of mobilizing financial resources from the state budget for building 

new rural areas in Nghe An in the 2016-2018 period (Unit: million VND) 

 
Indicators  2016  2017 2018 

1 Central government budget 348,400 428,180 442,900 

1.1 Government bonds 217,000        31,000               -    

1.2 Investment & Development 58,100      268,480     319,400  

1.3 Expenditure on socioeconomics 73,300      128,700     123,500  

2 Local government budget 566,950 477,727 433,950 

2.1 Province 187,190 149,591 116,250 

2.2 District 191,929 170,779 171,070 

2.3 Commune 187,831      157,357     146,630  

  Total 3666,481 3194,395 3069,789 

Source: Coordination Committee of the National Target Program on building new rural 

areas of Nghe An province 

Non-state budget capital: In 2016, the integrated capital from programs and 

projects was VND 779,937 million; enterprise capital was VND 452,235 million; 

credit capital was VND 733,331 million; people contributed VND 785,628 million. In 

2017, the integrated capital from programs and projects was VND 856,439 million; 

enterprise capital was VND 193,645 million; credit capital was 763,898 million; people 

contributed 474,506 million VND. In 2018, integrated capital from programs and projects 
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was VND 514,712 million; corporate capital was VND 237,545 million; credit capital was 

VND 957,935 million dong; people contributed VND 482,747 million.  

Table 4. Results of mobilizing financial resources from non-state budget for building 

new rural areas in Nghe An in the 2016-2018 period (Unit: VND million) 

 
Indicators 2016 2017 2018 

1 Integrated capital 779,937 856,439 514,712 

2 Credit capital 733,331 763,898 957,935 

3 Enterprise capital 452,235 193,645 237,545 

4 Capital of citizens community 785,628 474,506 482,747 

4.1 Cash 609,438 119,725    330,616  

4.2 
Working days (days) 363,867 90,757    256,655  

Converted into money 55,667 224,722      66,606  

4.3 
Land donation (m

2
) 542,117 68,533    132,113  

Converted into money 120,523 130,059      64,457  

4.4 Materials (Converted into money) 0 0      21,068  

 Total 2.751.131 2.288.488 2.192.939 

Source: Coordination Committee of the National Target Program on building new rural 

areas of Nghe An province, 2019 

2.3. Experience of some countries in the world 

2.3.1. Experience of Korea 

In the 1960s, the Korean society faced many difficulties. President Park Chung-

hee launched a new village movement to encourage people to cooperate and help each 

other, in addition to the support of the State and good policies. The total investment 

fund mobilized for the new village movement in the period 1971-1980 is about 3 

billion USD, of which the government contributes 27.8% and the people contribute 

72.2%. The real way of mobilizing resources to implement the Program is as follows: 

In order to build infrastructure, in the first year, the Government played a leading 

role, supporting each village with over 80 tons of cement and 2.6 tons of iron and 

steel, equivalent to about 2,000 USD / village (exchange rate in 1974), the remainder 

contributed by the people to expand and straighten roads, rebuild kitchen roofs and 

fences, build public wells and public laundry areas. In the second year, the 

Government prescribed to continue helping 16.6 thousand villages to mobilize and 

implement more, by providing each village 500 bags of cement and 1 ton of iron and 
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steel. In the third year, the Government stipulated to divide 35,000 villages into 3 

types of villages: basic, self-reliance and independence. 

Table 5. The next level of support enjoyed by village types 

Order Type of 

village 
Results achieved Next support  

1 Basic village There has been almost no 

significant participation of 

citizens 

Projects improve the environment and 

need to raise people's awareness 

2 Self-reliance 

village 

The percentage of participants 

about 50% 

Environmental project and income 

generation 

3 Independent 

village 

100% participant rate Project on raising incomes, projects 

on cultural welfare 

          Source: Nguyen Hoang Ha (2014) 

Citizens decide to select the list of projects that need investment priority and take 

full responsibility for the entire implementation process. The capital contributed to 

constructions is determined according to the following principle: The state spends 1, 

people spend from 5 to 10. People also decide and vote for the level of contribution and 

compensation (land, assets, etc.,) for affected individuals (Nguyen Hoang Ha, 2014). 

Table 6. Average investment for 1 village in the new village movement 

Order Village classification 
Number of 

participants 

Government 

support 

(USD) 

People 

contribute 

themselves 

(USD) 

Cash from 

other 

sources 

(USD) 

Number 

projected 

judgment 

 Medium 1.948 1.247,5 5.525 642,5 31 

1 Village participated in 

phase 1  

2.266 1.035 1.035 615 38 

2 Participating villages 

phase 2  

1.471 692,5 692,5 450 23 

3 Participating villages 

phase 3  

2.288 6.115 6.115 1.675 33 

                                                                       Source: Nguyen Hoang Ha (2014) 

2.3.2. Experience of Japanese 

In the 1980s, Japan began to explore its agricultural development path, which 

divided the process into stages. Their implementation process is divided into 4 stages. At 

each stage, the Japanese Government actively participated and invested large amounts of 

money. Phase 1, Stage 2 and Stage 4 all had the orientation and support of the 

Government's capital. Particularly phase 3 was implemented spontaneously, but still had 
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the support from the Government. For the first time, to solve the problem related to 

financial resources for agricultural development, the Government of Japan formulated 

policies to support agriculture such as subsidizing agricultural products, setting up a risk 

fund for agricultural product prices, in which farmers spent 30%, the Government spent 

70%. In the later period, due to limited budget, Japan was aware that it would be 

difficult for the rural development to rely on the Government alone, requiring the active 

participation of farmers - the team who benefited in this work. Therefore, the Japanese 

Government promotes the spirit of promoting creativity, dare to think dare to do. From 

the formulation and implementation of planning to the selection of products in the 

movement "one village for one product", these are all based on the needs of local people 

to propose and implement (Nguyen Thanh Loi, 2012). 

2.3.3. Experience of Taiwan 

The development of agriculture and urban agriculture in Taiwan is a successful 

process. The mobilization and use of capital for this process are as follows: 

In the first decades, the State implemented the capital mobilization strategy 

through: strictly implementing the tax regime to accumulate; mobilizing the savings 

from domestic citizens; applying for foreign aid; encouraging foreign investment in 

Taiwan. The Government has clearly defined the tax regime for each type and 

subjects entitled to tax exemption or reduction. However, depending on each stage, 

the state has still made appropriate adjustments to encourage and help each object. 

The state also mobilized very high idle capital from the country through the people's 

savings, by the way of both the issuance of bonds and the direct investment of traders 

in enterprises, leading to an increase in domestic savings.  The State only maintains a 

level of savings for a certain period of time and implements the policy of stimulating 

demand. The Government attaches great importance to aid money and its effective 

use. In agriculture, the state establishes a steering committee for agricultural 

development, one third of its members are from aid countries; The Board helps the 

Government to direct the development of agricultural production and is the agency to 

consider investing in aid money, this review is very thorough with the purpose of 

using the money effectively. Most of the aid money has spent on building 

infrastructure. In addition, Taiwan has attached great importance to foreign 

investment. The Investment Law was enacted, and the Government did not have a 

heavy opinion on taxation but encouraged them to come in so that they could build 

facilities, bring machinery and equipment and use the country‘s surplus labor force 

(Nguyen The Binh, 2014). 
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2.4. Experience of some localities in the country 

2.4.1. Experience Quang Ninh 

On December 10, 2010, Resolution No. 39/2010 / NQ-HDND, on building a new 

countryside in Quang Ninh province in the 2010-2020 period, elaborates the capital 

mobilization plan to implement the program's contents. In order to have resources to 

help communes implement the program, Quang Ninh has established a fund "Joining 

hands to build a new countryside" and opened an account at the Quang Ninh State 

Treasury to receive supports from all subjects. After establishing the fund, a lot of 

agencies, units, businesses, business households, etc., contributed to it. 

Quang Ninh did not choose to pilot when implementing the Program but 

implemented simultaneously. In order to determine the support capital for new rural 

construction in each commune, on December 26, 2011, the The People's Committee of 

Quang Ninh Province issued Decision No. 4159/2011/QD-UBND stipulating the 

criteria and norms of capital allocation for development investment support from the 

provincial budget under the New Rural Construction Program for the period of 2012-

2015. The allocation of capital to communes is based on the score of each commune, 

the score of each commune is determined based on the criteria (all communes, 

communes with difficult conditions, key communes and good performing communes). 

Thank to changing the direction measures towards decentralization for localities 

to actively mobilize and use capital, the province has reduced the proportion of 

investment from the state budget. In detail, capital from the state budget for the 

program reached over VND 57,704,342 million, equaling 11.62% (the plan is 40%), 

credit capital reached 66.12% and socialization was 22.26% (People's Committee of 

Quang Ninh Province, 2015). 

2.4.2. Experience of Nam Dinh province 

To mobilize and utilize financial resources to build new rural areas, Nam Dinh 

province has followed the motto "Citizens do, the State supports". Drawing on 

experience from the implementation process in the pilot commune of Hai Duong (Hai 

Hau district), which has been implemented since 2009, it was expected that the Central 

Government would provide funding. Therefore, the first stage has not paid attention to 

mobilizing the population, leading to the delay in implementation due to lack of 

capital. Learning from the limitations, the province has launched a movement to build 

a new countryside with the spirit of self-reliance and promotion of internal resources. 

In the construction of new rural areas, the communes and villages must be proactive, 
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not expecting and relying on the support of the State, and especially should not rush to 

the achievement. The contents of new rural construction must ensure the consensus of 

the people. In order to have a high consensus and active participation of the people, 

each citizen must understand their ideas and support. Specifically, the provincial 

budget has provided 10 billion VND for each pilot commune and 8 billion VND for 

each commune to participate in the construction of new rural areas during 2010-2015. 

In addition to the central reward mechanism, the province rewarded the commune to 

meet the new rural standard such as in 2013: 2 billion VND/commune, 2014: 1.5 

billion VND/commune, 2015 - 2018: 1 billion VND/commune; new rural district 

would reach the new rural standard of 3 billion VND, etc. More specifically, the 

method of raising capital to implement infrastructure works is as follows: 

Mobilizing resources to build cultural houses: First, meetings with the people to 

disseminate the meaning of the construction of cultural houses, setting standards and 

construction sites for people to discuss and decide. After estimating the 

implementation cost, capital has been mobilized: 50% of construction costs would be 

shared equally per person of working age in the hamlets and villages and voluntary 

contributions (except for policy families and economically disadvantaged households); 

the remaining 50% of the budget would be supported by the state budget (50 million 

VND/culture house) and mobilizing organizations, businesses and citizens who have 

conditions contribute. 

Mobilizing and using resources to build rural roads: 

- For inter-commune roads: To define the tasks of each level and district in term 

of allocating budget for road surface construction; The commune carried out ground 

clearance in the form of mobilizing people to donate land and hand over the ground to 

the construction units. 

- For roads and canals in the field: Inland roads are given land to open by 

citizens; The state budget would support 50% of the cost of hard materials, the 

households benefiting from roads and canals would be mobilized to contribute the rest. 

- For inter-village rural transport: To mobilize households having access roads 

through their land to donate land and build fences and gates (Dan Viet ― Nam Dinh 

new rural area: Creativity in thinking and action‖, December 17, 2015) 

2.4.3. Experience of Bac Giang province 

The national target program on new rural construction in Bac Giang province has 

been implemented in a focused, methodical and drastic manner from the beginning 

http://www.vca.org.vn/hop-tac-xa/nong-thon-moi/13473-nong-thon-moi-nam-dinh-sang-tao-trong-cach-nghi-cach-lam.html
http://www.vca.org.vn/hop-tac-xa/nong-thon-moi/13473-nong-thon-moi-nam-dinh-sang-tao-trong-cach-nghi-cach-lam.html
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with the motto "Economic development - prosperous life - civilized village - stable 

security - democratic management‖. The program has mobilized the participation of 

both the political system and citizens with many practical activities to bring a new face 

to the province. 

In order for the funding to support the implementation of the national target 

program on building new rural areas in 2016 to be implemented consistently, 

effectively and in accordance with regulations, the Chairman of the Provincial People's 

Committee requested the relevant departments and agencies, The People's Committees 

of districts, city and communes assigned to investors must strictly comply with the 

provisions of Document No. 1445/UBND-TH of May 30, 2014 of the provincial 

People's Committees on implement the national target program on new rural 

construction in the period of 2014-2016, specifically as follows:  

(i) The works are only supported for investment when they are in line with the 

commune's new rural construction planning which is included in the investment 

portfolio of the commune's new rural construction scheme and in the annual capital 

allocation plan;  

(ii) (ii) Government bonds and central budget are not allocated to support waste 

collection points in villages, cemeteries and sports areas;  

(iii) (iii) The provincial budget which supports the localities after completing the 

installation of waste treatment technology is tested and put into operation, and has 

sufficient dossiers as prescribed (the support level is 70% of the funding but the 

maximum is not more than 1.5 billion VND/incinerator);  

(iv) (iv) Developing bonus funds to encourage communes to reach new rural 

standards.  

In the process of implementing,  a number of criteria on transportation 

infrastructure, physical and cultural facilities are difficult to achieve due to the limited 

ability to mobilize construction investment resources; Bac Giang province has focused 

on building many solutions, such as allocating budgets at all levels, assisting 

communes with the ability to meet the new rural standards by 2020. The province 

promotes the development of production in association with the agricultural 

restructuring project in the direction of improving productivity, quality, efficiency and 

sustainable development while maximizing and effectively using capital, focusing on 

building rural socio-economic infrastructure. To get funding, the Provincial People's 

Committee has allowed some localities to auction land use rights. 
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3. Lesson for Nghe An  

First, it is necessary to develop mechanisms and policies on financial 

mobilization and use suitable to the socio-economic conditions of each district in the 

province. The criteria and norms for capital allocation must be established and 

publicized, ensuring publicity and transparency, and at the same time, ensuring the 

plans and target set in accordance with orientation of the Government and conditions 

as well as the situation of localities in the province for financial resources to be 

allocated and used in order to get the highest efficiency. There should be policies to 

prioritize the capital allocation for contents of production development.  

Second, enhancing the implementation of measures to attract the investment 

capital from enterprises into the rural areas, especially remote areas in Western 

districts of Nghe An; well implementing the policies to encourage the enterprises to 

invest in agriculture and rural areas, especially investing in new production methods in 

order to complete the criteria group for the production development.  

Third, it is important to encourage and create the most favorable conditions for 

the people and economic organizations to borrow credit capital in the field of 

agriculture and rural areas. Propagating and disseminating for the community and 

organizations in the province to take initiative in using the credit capital sources.    

Fourth, one solution would be for local governments to research in order to 

establish funds of building the new rural area in all villages and communes so that they 

can be proactive the contents implementation of building the new rural area. The 

establishment of this fund must ensure the publicity and transparency in the 

management and use of fund, it is necessary to assign specifically to prestigious 

officials to monitor and take charge of households using capital from borrowed capital 

to timely guide or help.  

Moreover, focusing on the guidance, inspection and supervision of the 

management and use of financial resources for building the new rural area, ensuring 

the efficient and focused investment according to the set plan. At the same time, 

implementing publicly and transparently in the process of mobilizing and using the 

financial resources for building new rural areas.   

Last but not least, local government at all levels in Nghe An need to do a good 

job of propagandizing and raising the awareness of the whole community on the 

program to build the new rural area, thereby promoting ownership of the people, 
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attracting people‘s participation in all contents of the program to build new rural area, 

including mobilization and use of financial resources. 

4. Conclusion 

 Besides successes, the process of mobilizing financial resources for new rural 

construction in Nghe An still faces many limitations and challenges. For the National 

Target Program to build a new countryside in Nghe An, in the coming time, the local 

government needs to learn and apply successfully lessons from some localities in the 

country and countries in the world. Since then, contributing to the rural areas in Nghe 

An in particular and the rural in Vietnam in general for sustainable development. 
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Abstract 

This study aims at investigating the impact of globalization on CO2 emission in 

Vietnam. Empirical analysis is done by employing autoregressed distributed lag approach on 

time series data for the period of 1990 to 2016. The paper tested the stationary, cointegration 

of time series data and utilized autoregressed distributed lag modeling technique to determine 

the short run and long run relationship among CO2 emission, globalization, foreign direct 

investment, exports, coal consumption per capita and fossil fuels electricity generation. The 

results show that globalization increases CO2 emission in Vietnam and thus globalization is 

not beneficial for the long-term environmental health. Exports lowers CO2 emissions in both 

short run and long run whereas coal consumption per capita and fossil fuels electricity 

generation raise CO2 emissions. The study further showed that foreign direct investment did 

not affect CO2 emissions directly in short run as well as in long run.  

Keywords: globalization, CO2 emissions, exports, coal consumption, cointegration. 

 

1. Introduction 

Globalization reflects an ongoing process of greater interdependence among 

countries and their citizens (Fischer, 2003). It has spurred a growing degree of 

interdependence among economies and societies through transboundary flows of 

information, ideas, technologies, goods, services, capital, and people. As a 

multidimensional concept, globalization expresses the extension process of economic, 

political and social activities across national borders. 

Globalization process is one of the main reasons behind global environmental 

changes. The globalization process may affect the environment in three ways, i.e., 

income effect, technique effect, and composition effect. Globalization encourages 

economic activity through trade and production of the impulse of goods, which 

damages the environment thereby inducing carbon dioxide emissions globally. This 

phenomenon is known as income effect. Through globalization, countries use energy-
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efficient technologies by accessing international markets. These technologies can be 

used to increase the domestic production with the minimal energy usage, which 

reduces the carbon dioxide emission level and improve environmental quality. This 

phenomenon is called technique effect. The composition effect happens when the 

structure of production and capital-labor ratio changes due to the globalization, which 

ultimately affects the environmental quality. Composition effect has a direct link with 

economic activities and carbon emissions due to agricultural, industrial, and service 

sector pollution intensity. As the economy moves from agriculture to the industrial 

sector, carbon dioxide emissions increases, and when it advances from the industrial 

sector to service sector, it begins to decline (Shahbaz et al. 2017c). Hence, 

globalization may have a significant impact on carbon dioxide emissions (environment 

degradation).  

Vietnam has followed the globalization trend since early 1990s. Globalization 

has helped developing countries such as Vietnam increase international trade growth 

and accelerate financial flows. It raised economic growth (Nguyen et al. (2018)) and 

industrial development substantially (Nguyen (2019)), leading to a drastic shift of 

production activities to the country. The developing economies including Vietnam 

want to improve economic growth by increasing economic activities, trading, foreign 

and domestic investment, production level, and industrialization. The increased 

economic activities have led to increase in energy consumption. High consumption of 

energy in developing economies leads towards more carbon dioxide emissions. In 

Vietnam, carbon dioxide emissions have grown dramatically from 17.39 thousands of 

tonnes in 1990 to 187.1 thousands of tonnes in 2016 with rapid pace of globalization in 

the past nearly three decades.  

Globalization is a global process, and its effects will broaden and deepen over 

time. The impact globalization on environment has drawn much interest of researchers 

and policy makers in recent times due to increased awareness of greenhouse emissions 

and its impact on air quality. An interesting trend observed in the impact of 

globalization on environmental quality, in particular the carbon dioxide emissions, has 

attracted studies on the subjects of globalization. However, the results of these studies 

show that environmental consequences of globalization remain controversial. 

Moreover, the relationship between globalization and environmental in Vietnam has 

not been deeply evaluated by previous researchers and there is apparently a need to fill 

this research gap.  
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This paper aims to empirically examine impact globalization on environmental 

quality, measured by carbon dioxide emissions, in Vietnam spanning the period 1990-

2016. Unlike previous empirical studies, which had employed various proxies for 

globalization such as FDI, openness, etc., this study uses the composite KOF 

globalization index that encompasses different dimensions of globalization and 

prevents excessive oversimplification of complexities involved in understanding the 

ongoing process of globalization. The current study is hoped to contribute to the 

existing literature of globalization by answering research question: How does 

globalization affect the CO2 emissions in Vietnam? The findings of the study provide 

policy directions to policy makers to give effective environmental policy, and in 

addition serve as reference material to researchers interested in the current topic. 

The rest of the paper is structured as follow: section 2 summarizes the related 

literature; section 3 briefly presents the estimation strategy; section 4 discusses the 

results; finally, the conclusion and policy suggestions are provided in section 5.       

2. Literature review 

The relationship between globalization and environment is a heated and highly 

debated topic in the development literature. Theoretical studies report a contradictory 

discussion on the relationship between globalization and environmental quality. Some of 

the studies found positive the effect of globalization on environment, others argued that 

globalization has harmful effect on environment. Despite the conflicting theoretical 

views, many studies have been empirically examined the impact of the globalization on 

environment in developed countries as well as developing ones. The result of these 

studies has been somewhat divergent, so that globalization has been described as a two-

edged sword that has brought benefits to some and misery to others. 

Most of the empirical studies have placed their efforts on understanding the impacts 

of traditional and modern globalization indicators on environmental quality, measured by 

various environmental indicators such as CO2 emissions, SO2 emissions and NO2 

emissions… in developed countries as well as developing ones, (Machado, 2000; 

Antweiler et al., 2001; Christmann and Taylor, 2001; Shin, 2004; Managi, 2004, 2008; 

Chang, 2012; Shahbaz et al., 2012; Kanzilal and Ghosh, 2013; Shahbaz et al., 2013; 

Tiwari et al., 2013; Ling et al., 2015; Lee and Min, 2014; Shahbaz et al., 2015a, b).  

Many of these studies have mainly used trade openness as a narrowly defined 

indicator of globalization with less attention paid to its other aspects, i.e., socio-

economic and political globalization.  Results of these studies show that trade 
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openness can affect environmental quality in both positive and negative ways. Jena 

and Ulrike (2008) report that though the impact of trade liberalization is not unique 

across pollutants, it improves environmental quality by lowering CO2 and NO2 

emissions for industrial cities in the Indian economy. Shin (2004) also reports that 

trade openness is not harmful to the domestic environment in Chinese cities by using 

survey data. Shahbaz et al. (2012) reveal that trade openness reduces CO2 emissions in 

Pakistan. Shahbaz et al. (2013) also report that trade openness reduces CO2 emissions 

in Indonesia. Similarly, Kanzilal and Ghosh (2013) find that trade openness reduces 

CO2 emissions in India. Ling et al. (2015) report that trade openness improves 

environmental quality in Malaysia by lowering CO2 emissions.  

On the contrary, Neumayer (2000) critically assesses three ways in which trade 

might harm the environment. First, trade liberalization might exacerbate existing levels 

of resource depletion and environmental pollution; second, open borders might allow 

companies to migrate to ―pollution havens,‖ thus undermining high environmental 

standards in host countries; and third, the dispute settlement system of the World 

Trade Organization (WTO) might favor trade over environmental interests in case of 

conflict. It is shown that while trade liberalization can lead to an increase in 

environmental degradation, pollution havens are not a statistically significant 

phenomenon.  Saboori et al. (2012) conclude that trade openness is not the major 

contributing factor to the environment in Malaysia. Tiwari et al. (2013) reinvestigate 

the dynamic causal relationship between trade openness and CO2 emissions for India 

and find that trade openness significantly increases CO2 emissions. However, while 

examining the environmental consequences of trade liberalization on the quality of the 

environment for 50 developed and developing countries over the data period of 1960–

2000, Baek et al. (2009) find that trade liberalization improves environmental quality 

by lowering SO2 emissions in developed economies, whereas it has a detrimental 

effect on the quality of environment in most developing economies.  

Managi (2004) explores the environmental consequences of trade liberalization 

by using panel data over the period of 1960–1999 for 63 developed and developing 

countries and finds that trade openness increases CO2 emissions. Moreover, Grossman 

and Krueger (1991) argue that the environmental effects of international trade depend 

on policies implemented in domestic economies, irrespective of their size and 

development levels. The proponents of trade openness suggest that trade openness 

results in production efficiency of the trade-participating countries by allocating scarce 

resources among them. Trade openness lowers CO2 emissions by using standard and 
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cleaner technologies in production and consumption activities (Runge, 1994; 

Helpman, 1998). Antweiler et al. (2001) examine the effect of trade on environmental 

quality by introducing composition, scale and technological effects through 

decomposing a trade model. Their study concludes that trade openness is beneficial to 

the environment if the technological effect is greater than both the composition and 

scale effects. Copeland and Taylor (2003, 2004), through their pollution haven 

hypothesis that refers to the relocation of heavy industries from developed countries 

with stringent environmental policies to countries with lax environmental regulations, 

also support international trade as highly beneficial to environmental quality through 

the enforcement of strong environmental regulations. They document that free trade 

reduces CO2 emissions in developed countries because it shifts the production of 

pollution-intensive goods from developed countries to developing nations. McCarney 

and Adamowicz (2006) also assert that trade openness improves the quality of the 

environment, depending on government policies. Managi et al. (2008) find that 

environmental quality is improved if the effect of environmental regulations is 

stronger than the capital-labor effect. 

The second group of studies has attempted to investigate the impact of FDI on 

the environment in developing countries. The impact on environment could be direct 

through the shifting of dirty industries from the advanced countries to the developing 

countries and due the comparatively lower levels of pollution norms (Pollution Heaven 

Hypothesis). Empirical studies on impact of FDI on environment are still relatively 

sparse and has been rather mixed both in the developed and developing countries. For 

instance, Jie He (2006) has explored the relationship between FDI and the 

environment in China and found that an increase in FDI inflows results in deterioration 

of environmental quality. However, these studies implicitly assume a one-way 

causality from measures of environmental quality (SO2 and CO2 emissions) and adopt 

a structural model (i.e., reduced form equations) to estimate the impacts of FDI based 

on such causality. Baek and Koo (2009), using cointegration analysis and a Vector 

Error Correction model (VECM), have examined the short and long run relationships 

among foreign direct investment (FDI), economic growth and the environment in 

China and India. The results show that a FDI inflow in both countries was found to 

have a detrimental effect on environmental quality in both the short-run and long-run. 

Also, they found that, in the short run, there exists a unidirectional causality from FDI 

inflows to the environment in China and India a change in FDI inflows causes a 

change in environmental quality, but the obverse does not hold. 
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Some new studies in the existing literature have survey the impact of 

globalization on CO2 emissions by using the newly developed globalization index and 

time series and panel frameworks. Christmann and Taylor (2001) examine the linkage 

between globalization and the environment and confirm that globalization is not 

detrimental to environmental quality in China. They also claim that Chinese firms‘ 

international linkages largely contribute to environmental quality through the effective 

implementation of environmental regulations. They further argue that environmental 

quality is achieved because of the self-regulation of Chinese firms.  

Subsequently, Lee and Min (2014) examine the effect of globalization on CO2 

emissions for a larger annual panel data set of both developed and developing 

countries in a panel framework and find that globalization significantly reduces CO2 

emissions. Shahbaz et al. (2015b) also investigate the impact of globalization on CO2 

emissions for the Australian economy and find a role for globalization in lowering 

CO2 emissions, highlighting that environmental quality in Australia is achieved in the 

presence of globalization. In contrast, Shahbaz et al. (2015a) investigate the impact of 

globalization on environmental quality for India and find a positive effect of 

globalization on CO2 emissions, indicating that globalization weakens environmental 

quality in India. Shahbaz et al. (2017a) investigates the relationship between 

globalization and CO2 emissions by using a panel of 25 developed countries in period 

of 1970–2014. The empirical results reveal that globalization increases carbon 

emissions, and thus the globalization-driven carbon emissions hypothesis is valid.  

Shahbaz et al. (2017b) examine the effects of globalization on CO2 emissions in 

Japan by using annual data from 1970 to 2014 and an asymmetric threshold version of 

the ARDL model. They conclude that globalization significantly increase carbon 

emissions in Japan in the short run. Khan et al. (2019) employ modern econometric 

techniques such as Johansen co-integration, ARDL bound testing approach, and 

variance decomposition analysis to test the relationship between globalization and 

carbon dioxide emissions in case of Pakistan in the period of 1975–2014. Results show 

that there is a significant long-run relationship between carbon dioxide emissions and 

globalization. They find that a 1% increase in economic globalization, political 

globalization, and social globalization will increase carbon dioxide emissions by 0.38, 

0.19, and 0.11%, respectively. Economic, political, and social globalization are 

contributing significantly to carbon dioxide emissions in Pakistan.  

Destek (2019) investigate the impact of different dimensions of globalization 

(i.e., overall globalization index, economic globalization index, social globalization 
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index, and political globalization index) on environmental pollution in Central and 

Eastern European Countries from 1995 to 2015. The findings show that increasing 

overall globalization, economic globalization, and social globalization increases the 

carbon emissions while increasing political globalization reduces the environmental 

pollution. In addition, it is also found that Environmental Kuznets Curve (EKC) 

hypothesis is confirmed. 

As studies mentioned above, impact globalization on environment is not only 

positive but also negative. The positive impact of the process of globalization on the 

environment exists to some extent. Among the significant positive impacts of 

globalization on the environment, the progress in the use of resources, increased 

environmental awareness, and the development of environmental technology are worth 

mentioning. The positive impact is reflected in increased awareness of environmental 

issues and encouraging of multinational companies to take steps to protect the 

environment. Improved use of resources and preservation of the environment are 

achieved by promoting growth through sustainable development, improving education 

and income. Many multinational companies have focused on the creation of 

technology that reduces the impact of humans on the environment. Globalization has 

brought significant conceptual change in the way of thinking about the environment. 

Many of us now see environmental problems as problems of international significance, 

not only as a national interest in terms of protection of the oceans and the atmosphere 

from warming.  

However, the negative impacts of globalization on the environment outweigh the 

positive ones. The main causes of environmental problems are industrial production, 

growth of energy production, development of traffic, uncontrolled exploitation of 

natural resources, development of techniques and technology, and chemical 

contamination of agriculture (Ilić et al., 2015). With the development of society and 

the increasing population, due to which the demand for products necessary for life 

increases, it has become necessary to shift to the industrial mode of production. 

Industrial production certainly has positive sides, in terms of increased production, but, 

on the other hand, it endangers environment through the emission of harmful gases 

into the air, water, and soil. Energy production pollutes the air with dust, changes 

climate. The main pollutants resulting from the increased energy production are flue 

gases, fly ash, slag, and waste water. The development of technics and technology 

leads to industry concentration, which negatively affects the environment. The 

application of modern technology greatly contributes to global warming and increased 
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emission of harmful gases. In addition, globalization has led to the development of 

traffic, another cause of environmental degradation. Increasingly developed transport 

infrastructure has brought a series of environmental problems such as increased air 

pollution, uncontrolled release of harmful and hazardous substances. The 

consequences are common in areas with the developed road traffic. Global warming is 

brought by greenhouse effect, caused by growing industrialization of developing 

countries and heavy reliance on fossil fuels. The carbon released into the atmosphere 

in this way causes global warming, which results in ice and glacier melting and 

consequent sea level rise. Thus, negative impacts are mainly based on export-oriented 

destruction, as well as on carbon and harmful gases emissions. 

So there is vast literature available on relationship between globalization and 

carbon emission in different countries. From a critical perspective, the use of trade 

openness or foreign direct investment as an indicator of globalization only covers trade 

or foreign direct investment intensity. This may lead to mixed and inconclusive 

empirical findings. However, the emergence of mixed and inconclusive findings will 

also misguide policy makers in the process of designing policies towards improving 

environmental quality. To address this issue, this study employs the overall 

globalization index developed by Dreher (2006), which has been constructed based on 

sub-indices such as economic globalization, political globalization and social 

globalization. Next section addresses the methodology used in this study. 

3. Methodology and data 

3.1. Data 

In the current study, we employ annual data from 1990 to 2016 in order to 

achieve targeted research objectives, including CO2 emissions, globalization, exports, 

foreign direct investment, coal consumption per capita, and fossil fuels electricity 

generation series. The time range is limited by the availability of the data. Specific 

description of the variables is listed in Table 1. We convert all the raw data of 

globalization, exports, foreign direct investment, coal consumption per capita into 

natural logarithm to effectively address the percentage change of coefficient estimates. 

The descriptive statistics of variables are shown in Table 2.  
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Table 1. Variable description and sources 

Variable Description Measure Data source 

     Carbon dioxide emissions produced 

during consumption of solid, liquid, 

gas fuels and gas flaring 

Thousands of 

tonnes 

World 

development 

indicators 

KOF Overall globalization index includes 

economic, political and social 

globalization 

KOF index 

from 0 to 100 

KOF index of 

globalization 

FDI Foreign direct investment Billion dollars World 

development 

indicators 

EX Exports of goods and services Billion dollars World 

development 

indicators 

COAL Coal consumption (anthracite, 

subanthracite, bituminous, 

subbituminous, lignite, brown coal, 

oil shale, and net imports of 

metallurgical coke) per capita 

Kilogram per 

capita  

World 

development 

indicators 

FOSSIL Fossil fuels electricity generation is 

electricity generated from fossil fuels 

Billion 

kilowatt-hours   

World 

development 

indicators 

Source: Author‘s collection 

Table 2. Descriptive statistics of variables 

Variables Mean  SD Max Min 

CO2 75.01259  49.95466 187.1 17.08 

Log(KOF) 3.822898  0.245128 4.163092 3.33367 

Log(FDI) 0.937449  1.12724 2.533697 -1.7148 

Log(EX) 3.236016  1.357967 5.258484 0.845868 

Log(COAL) 5.081061  0.723425 6.39515 3.926526 

FOSSIL 31.43222  29.3322 94.44 2.27 

Source: Author‘s calculation. 

3.2. Econometric Methodology  

3.2.1. Model specification  

The current study aims to investigate the effect of globalization on environment 

quality in Vietnam. To follow the objective, we apply the empirical model specified in 

the form: 

                                                            

              (1) 
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Where     represents carbon dioxide emission; KOF is overall globalization 

index; FDI refers to foreign direct investment; EX denotes exports; COAL stands for 

coal consumption per capita; FOSSIL indicates fossil fuels electricity generation; t 

illustrates year;    designates the white noise error term; and    is constant;    (  

   ̅̅ ̅̅ ) are parameters.  

3.2.2. Unit root test  

As spurious regression arises in case of nonstationary data, it is significant that 

all variables are subjected to a unit root test to determine the stationarity properties 

(i.e., unchanged mean and covariance) of time series.  The Augmented Dickey-Fuller 

(ADF) unit root test is a common tool employed on all variables to check the 

stationarity and the order of integration. The testing procedure for ADF test is applied 

to the model: 

               ∑       
 
       (2) 

In this model of equation,   is the difference operator,   is a constant,   is the 

coefficient of time trend, p is autoregressive order of lag,    is white noise. The null 

hypothesis of ADF test is that a unit root is present in a time series (i.e.     or the 

time series is non-stationary) whereas the alternative hypothesis assumes stationarity 

(i.e.    ). A series is said to be integrated of order t, denoted by I(t), if one can 

obtain a stationary series by differencing the series t times. The notations I(0) and I(1) 

refer to the stationary series at level form or first difference level. 

3.2.3. Cointegration and autoregressive distributed lag model  

Cointegration involves a certain stationary linear combination of variables which 

are individually non-stationary but integrated to an order, I(d). Cointegration is an 

econometric concept that mimics the existence of a long-run equilibrium among 

underlying economic time series that converges over time. Thus, cointegration 

establishes a stronger statistical and economic basis for empirical error correction 

model, which brings together short and long-run information in modeling variables. 

Testing for cointegration is a necessary step to establish if a model empirically exhibits 

meaningful long run relationships. Engle and Granger (1987) were the first to 

formalize the idea of cointegration, providing tests and estimation procedure to 

evaluate the existence of long-run relationship between set of variables within a 

dynamic specification framework. Cointegration test examines how time series, which 

though may be individually non-stationery and drift extensively away from 

equilibrium can be paired such that the workings of equilibrium forces will ensure they 
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do not drift too far apart. There are several tests of cointegration, other than Engle and 

Granger (1987) procedure, among them is Autoregressive Distributed Lag 

cointegration technique or bound cointegration testing technique. Unlike the Engle-

Granger and Johansen Juselius cointegration procedures, which require the respective 

time series be integrated of order one, the ARDL approach to cointegration does not 

require the variables to be integrated of the same order. 

Pesaran and Shin (1999) proposed Autoregressive Distributed Lag (ARDL) 

approach to cointegration or bound procedure for a longrun relationship, irrespective 

of whether the underlying variables are I(0), I(1) or a combination of both. Bounds test 

approach can be applied in two steps. Existence of a long run relationship between the 

variables in the model is searched in the first step, and the short-term and long-term 

coefficients of the model are estimated in the second step. At the first step, the 

existence of the long-run relation between the variables under investigation is tested by 

computing the Bound F-statistic (bound test for cointegration) in order to establish a 

long run relationship among the variables. The ARDL unrestricted error correction 

model approach to cointegration testing is of the form: 

        ∑           

 

   

 ∑                 

  

   

 ∑                 

  

   

 ∑                

  

   

 ∑                  

  

   

 ∑              

  

   

         
                                            

                                

Where   is the first difference operator,    is the drift component and     are the 

random errors. 

The null hypothesis of no cointegration (  ):                     

is tested against the alternative hypothesis of cointegration (  ):               

                . However, as discussed by Pesaran et al. (2001), the 

asymptotic distribution of the F-statistic is non-standard, regardless of whether the 

variables are I(0) or I(1). Pesaran et al. (2001) provide lower and upper bound critical 

values, where the lower bound critical values assume all variables are I(0) while the 

upper bound critical values assume all variables are I(1). If the calculated F-statistic is 

above the upper critical value, the null hypothesis of no cointegration can be rejected 
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irrespective of the orders of integration of the variables. If the calculated F-statistic is 

below the lower critical value, the null hypothesis of no cointegration cannot be 

rejected. However, if the calculated F-statistic falls between the lower and upper 

critical values, the result is inconclusive.  

After estimating ARDL model for identifying cointegration, it is essential to 

confirm the stability of ARDL model in terms of serial correlation, heteroskedasticity, 

model misspecification, normality. First, serial correlation can be verified by the 

Breusch-Godfrey Lagrange multiplier test of Breusch and Godfrey (1978). Second, 

heteroscedasticity is inspected by the Breusch and Pagan test (Breusch and Pagan, 

1979). Third, model misspecification can be detected through the Ramsey‘s RESET 

test (Ramsey, 1969). Fourth, the normality is checked by the Jarque-Bera test (Gujarati 

and Porter, 2009). Finally, Cumulative Sum of Recursive Residuals (CUSUM) and 

cumulative sum of square of recursive residuals (CUSUMSQ) tests are utilized to 

ensure the stability of the coefficients. When the stability of the ARDL model is 

acknowledged, short-run and long-run estimations can be initiated.  

If cointegration is established, the following conditional ARDL model to 

investigate the effects of the independents variables on the dependent variable is 

estimated for the purpose of determining the values of the coefficients of the 

independent variables in the long run. 

Pesaran, M.H., Shin, Y., Smith, R.J. (2001), Bounds testing approaches to  

the analysis of level relationships. Journal of Applied Econometrics,  

16(3), 289-326 

Pesaran, M.H., Shin, Y., Smith, R.J. (2001), Bounds testing approaches to  

the analysis of level relationships. Journal of Applied Econometrics,  

16(3), 289-326 
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The short-run dynamic parameters are obtained by estimating an error correction 

model associated with the long-run estimates: 
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Where residuals    is independently and normally distributed with zero mean and 

constant variance,        is the error correction term,   is a parameter that indicates 

the speed of adjustment to the equilibrium level after a shock. It shows how quickly 

variables converge to equilibrum and it must have a statistically significant coefficient 

with a negative sign. 

4. Results and discussion 

Vietnam experienced an increase in the globalization level during 1990 – 2016. 

In 2016, Vietnam sat at the 82
nd

 position with the overall globalization index (KOF) of 

64.27. In the three globalization components, Vietnam is ranked 92
nd

 in terms of 

economic globalization, 75
th

 in political globalization, and 129
th

 in social globalization 

in the world. It is apparent that the country gave the priority on the political aspect as 

compared to economic and social aspects.  

Figure 1. Development of globalization in Vietnam 

 

During the rapidly globalized period 1990 – 2016, Vietnam witnessed a sharp 

rise in exports of goods and services from 2.33 billion dollars to 192.19 billion dollars 

and in foreign direct investment from 0.18 billion dollars to 12.6 billion dollars. 

Energy demand represented by coal consumption per capita and fossil fuels electricity 
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generation dramatically soared from 67.1 kg to 598.8 per head and 3.14 billion 

kilowatt-hours to 94.4 billion kilowatt-hours, respectively during 1990 – 2016. 

Vietnam, therefore, had to deal with the diminishing environmental quality as 

evidenced by the substantial increase of carbon dioxide emission from 17.4 thousands 

of tonnes in 1990 to 187.1 thousands of tonnes in 2016. Expressly, globalization could 

pose a major threat to the environment. 

To understand the effect of globalization on the extent of carbon dioxide 

emissions in Vietnam, we follow the steps as pointed out in the methodology section. 

4.1. Unit root test results 

First, Augmented-Dickey Fuller unit root test is employed for level of all 

variables of interest followed by on the first difference. The results in table 3 show that 

CO2 emissions, log(KOF), log(FDI), log(EX) and  fossil fuels electricity generation 

are non-stationary at level while log(COAL) is stationary at level. The table also 

indicates all variables except log(COAL) are stationary at the first difference and 

integrated of order 1. Thus, all considered variables are not integrated at second level 

of difference. This suggests that the application of ARDL model is appropriate. 

Table 3. ADF Unit root test results 

Variables 
Level 1

st
 Difference 

Results 
t-statistic Prob. t-statistic Prob. 

CO2 -0.974116 0.9275 -5.614958 0.0009 I(1) 

Log(KOF) -2.079221 0.5327 -5.985979 0.0003 I(1) 

Log(FDI) -2.431943 0.3557 -3.659567 0.0447 I(1) 

Log(EX) -1.983751 0.5826 -4.745794 0.0044 I(1) 

Log(COAL) -5.038816 0.0023   I(0) 

FOSSIL -1.216684 0.8857 -5.477060 0.0008 I(1) 

Source: Author‘s calculation. 

4.2. Bound test result for cointegration 

The result of ARDL bound test for the presence of cointegration shown in the 

table 4 suggests the rejection of null hypothesis of no long-run relationship at 5% level 

of significance when CO2 is treated as dependent variable and log(KOF), log(FDI), 

log(EX), log(COAL), FOSSILGE are independent variables. That means, there is a 

long-run equilibrium relationship between CO2 emissions and its determinants as the 

calculated F-statistic value 4.006816 is evidently greater than the upper bound critical 

value of 3.79. 
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Table 4. Result of ARDL Bound test for cointegration 

Null Hypothesis: No long-run relationships exist 

     
     Test Statistic Value K   

     
     F-statistic  4.006816 5   

     
          

Critical Value Bounds   

     
     Significance I(0) Bound I(1) Bound   

     
     10% 2.26 3.35   

5% 2.62 3.79   

2.5% 2.96 4.18   

1% 3.41 4.68   

     
     

Source: Author‘s calculation 

4.3. Autoregressive distributed lag model estimates 

The ARDL model is estimated from a recursive search of optimal number of lags 

through the Akaike information criterion (AIC) and from the diagnostic statics. Given 

the yearly data available for estimation, we set the maximum lag order of the various 

variables in the model equal to two. The optimal model can be selected by using the 

selection criteria like Akaike Information Criteria (AIC). Table 5 presents the optimal 

model ARDL(1,1,0,0,1,1) estimates.  

Table 5. Autoregressive distributed lag model estimation results 

Variable Coefficient Std. Error t-Statistic Prob. 

CO2(-1) 0.4173 0.2170 1.9227 0.0725 

Log(KOF) 49.2811 26.6897 1.8464 0.0834 

Log(KOF)(-1) 58.9391 21.5562 2.7342 0.0147 

Log(FDI) -1.1010 1.5165 -0.7260 0.4783 

Log(EX) -21.3397 6.1945 -3.4449 0.0033 

Log(COAL) 14.3446 5.6162 2.5542 0.0212 

Log(COAL)(-1) -11.4283 5.2660 -2.1702 0.0454 

FOSSIL 0.8233 0.1182 6.9634 0.0000 

FOSSIL(-1) 0.3012 0.2682 1.1232 0.2779 

C -345.3739 76.0884 -4.5391 0.0003 

R-squared 0.998688     F-statistic 1353.017 

Adjusted R-squared  0.997950     Prob(F-statistic) 0.0000 

S.E of regression 2.244640     Durbin-Watson stat 2.110245 

Dependent variable: CO2 

Source: Author‘s calculation 
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The obtained results show that the overall globalization index significantly and 

positively influenced the CO2 emissions in Vietnam. The estimated results of the ARDL 

model indicate that an increase of overall globalization index level as big as 1 percent will 

increase CO2 emissions by 0.49281 thousands of tonnes, ceteris paribus. This result is not 

in line with the study by Le et. al (2018) that found the negative and significant impact of 

overall globalization index on CO2 emissions in Vietnam during 1980 – 2015.  

Exports was found to influence significantly and negatively the CO2 emissions with 

coefficient score of -21.33972. This implies an increase in the export level of 1 percent 

will lead to the decrease of CO2 emissions by 0.213 thousands of tonnes, ceteris paribus.  

The estimated results show the positive effects (14.34463 and 0.823331, 

respectively) of coal consumption per capita and fossil fuels electricity generation on CO2 

emissions. Energy consumption positively influenced the CO2 emissions as it is one of 

the major inputs for economic growth in Vietnam. In literature, energy consumption is the 

major source of greenhouse gas emissions. The positive influence of energy consumption 

on CO2 emissions is in accordance with theoretical expectation.  

Foreign direct investment has negative effect on CO2 emissions in Vietnam but 

the estimated coefficient is statistically insignificant. That means that foreign direct 

investment has insignificant impact on CO2 emissions in long run. 

Moreover, the lag of CO2 positively affects CO2 emissions. Notably, the lag of 

log(KOF) has a considerable positive impact on the change in CO2 emissions. The 

coefficient of the lag of log(COAL) is -11.4283, which is statistically significant at the 5 

percent level. 

The R2 adjusted result reveals that more than 99% of the total variation of CO2 

emissions can be explained by changes in the level of globalization and remaining 

explanatory variables. Also, the F-statistic results show that the simultaneous 

interaction of globalization levels and other variables have significant effects on CO2 

emissions in Vietnam during the review period. 

To ensure the goodness of fit of the model, diagnostic and stability tests are 

conducted. The results of diagnostic tests are represented in table 6. The ARDL model 

passes the Ramsey test for functional form misspecification (p-value of Ramsey test is 

0.6110). To identify the problem of heteroskedasticity, the Breusch-Pagan-Godfrey 

test shows that the variance of unobserved error was constant (p-value of the test is 

0.6310). Also, the Breusch-Godfrey Serial correlation LM test used to find out 

whether the model is free from autocorrelation problem shows that the residuals are 

serially uncorrelated (p-value of this test is 0.1490) and model do not have the problem 
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of autocorrelation. The normality test indicates the score of Jarque-Bera probability 

was (0.757781) larger from      and it can be concluded that the model (1) would 

distribute normally. Thus, four components of diagnostic tests as presented in table 6 

show that there is no issue with our ARDL model. This evidence indicates that the 

relationship between CO2 and the explanatory variables is verified. 

Table 6. Diagnostic test results 

Types of test Test statistic P_value 

Serial correlation F-statistic = 2.187944 0.1490 

Heteroscedasticity F-statistic = 0.788621 0.6310 

Functional form F-statistic = 0.269837 0.6110 

Normality Jarque-Bera = 0.554722 0.757781 

Source: Author‘s calculation 

The stability test is conducted by employing the cumulative sum of recursive 

residuals CUSUM) and the cumulative sum of squares of recursive residuals 

(CUSUMSQ). The figures 2 and 3 plot the results for CUSUM and CUSUMSQ tests 

for the stability of the model. The results indicate the absence of any instability of the 

coefficients because the plot of the CUSUM and CUSUMSQ statistic fall inside the 

critical bands of the 5% confidence interval of parameter stability. The null hypothesis 

of all coefficients in the given regression is stable cannot be rejected, thus short-run 

and long-run coefficient estimations is reliable at 5% significance level. 

Figure 2. Plot of cumulative sum of recursive residuals 
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Figure 3. Plot of cumulative sum of squares of recursive residuals 
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4.4. Estimated long run coefficients 

Table 7 presents the solved static long run coefficients of the ARDL model. The 

estimated coefficient of 185.7176 shows that globalization has positive and significant 

effect on CO2 emissions in long run. This means that an increase in overall 

globalization index as big as 1 percent is associated with an increase of CO2 emissions 

by 1.857 thousands of tonnes, ceteris paribus. The long run test statistics reveal that 

globalization is the key determinant of the CO2 emissions. Our finding completely 

contradicts the earlier findings reported by Le et al. (2018). 

In addition, exports significantly and negatively affected CO2 emissions on the 

degree of 10 percent with the coefficient of – 36.6213. Fossil fuels electricity 

generation was found to exert positive impact on CO2 emissions in Vietnam. Foreign 

direct investment and coal consumption per capita have statistically insignificant effect 

on CO2 emissions in long run. 

Table 7. Estimated long run coefficients of the ARDL approach 

Variable Coefficient Std. Error t-Statistic Prob. 

Log(KOF) 185.7176 79.1257 2.3471 0.0321 

Log(FDI) -1.8894 2.4571 -0.7689 0.4531 

Log(EX) -36.6213 20.2578 -1.8078 0.0895 

Log(COAL) 5.0048 10.8463 0.4614 0.6507 

FOSSIL 1.9298 0.3095 6.2350 0.0000 

C -592.6991 255.6362 -2.3185 0.0340 

Source: Author‘s calculation 
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4.5. Estimated short run coefficients of error correction model  

With the acceptance of long run coefficients of CO2 emissions equation, the 

short run coefficients are estimated. The results are presented in table 8.  

Table 8. Error correction representation for ARDL model 

Variable Coefficient Std. Error t-Statistic Prob. 

D(Log(KOF)) 49.2811 26.6897 1.8464 0.0834 

D(Log(FDI)) -1.1010 1.5165 -0.7260 0.4783 

D(Log(EX)) -21.3397 6.1945 -3.4449 0.0033 

D(Log(COAL)) 14.3446 5.6162 2.5542 0.0212 

D(FOSSIL) 0.8233 0.1182 6.9634 0.0000 

ECM(-1) -0.5827 0.2170 -2.6849 0.0163 

Source: Author‘s calculation 

Estimation results show that the short run coefficients of all the regressors are 

statistically significant, except the coefficient of foreign direct investment variable is 

statistically insignificant. The estimated coefficient of globalization indicates that 

globalization has positive effect on CO2 emissions in short run. This implies that a 

change in the globalization (D(log(KOF)) is positively associated with a change in the 

CO2 emissions in the short run. 

Similarly, a change in the coal consumption per capita (D(Log(COAL))) and 

fossil fuels electricity generation (D(FOSSIL)) have a statistically significant positive 

effect on the change in CO2 emissions. Thus, energy consumption positively 

influenced the CO2 emissions in short run. The estimated results also show that a 

change in exports (D(log(EX))) is negatively associated with CO2 emissions and its 

estimated coefficient is statistically significant at 1%.  

The results in table 8 clearly show that the error correction variable (ECM) was 

significant validating the error correction model specification. The coefficient of error 

correction term has negative sign (-0.582714) as expected and it is significant at 5% 

level. Error correction term shows how fast the model returns to stability at any 

disturbance or shock. The speed of adjustment between short run dynamics and long 

run equilibrium value is 58% meaning about 58% of the discrepancy between long 

term and short-term CO2 emissions is corrected within a year (yearly data). The 
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significance of the coefficient of ECM connotes the existence of a long run 

equilibrium relationship between CO2 emissions and the explanatory variables. 

5. Conclusions and Recommendations 

This study empirically examined the impact of globalization on CO2 emissions 

in Vietnam in the period 1990–2016 by employing autoregressive distributed lag 

approach to cointegration analysis. The absence of I(2) variables was ensured by 

utilizing the ADF test, which validates the appropriate use of the ARDL model for 

further analysis. The results based on the bounds testing procedure confirm that a 

stable, long run relationship exists between CO2 emissions and its determinants: 

globalization, exports, foreign direct investment, coal consumption per capita and 

fossil fuels electricity generation. After confirming the long run equilibrium among 

variables, the short run coefficients are estimated by an error correction model 

developed within an ARDL framework.  

In terms of key empirical findings, we conclude that globalization increases 

carbon emissions in Vietnam and globalization is not beneficial for the long-term 

environmental health. This finding is consistent with the result of Dinda (2006) that 

globalization increases CO2 emissions, which is the main culprit of global warming. 

This result is also in line with the finding of Shahzadi et al. (2019). Thus, the findings 

of this paper support previous literature on the positive impact of globalization on 

environmental degradation. However, our findings contradict the conclusion of Le et 

al. (2018) about the negative and significant impact of globalization on CO2 emissions 

in Vietnam during 1980 – 2015. The study further showed that exports lowers CO2 

emissions in both short run and long run whereas coal consumption per capita and 

fossil fuels electricity generation raise CO2 emissions. Moreover, there is no evidence 

to prove that foreign direct investment has direct effect on CO2 emissions in Vietnam 

in short run as well as in long run. 

In terms of key policy implications, we suggest that government may use proper 

and effective policy coordination to minimize the environmental cost caused by 

globalization. Given the harmful environmental consequences of globalization, we 

suggest that policy makers should not underestimate the role of globalization in the 

dynamics of carbon emissions in Vietnam when designing comprehensive and long-

term environmental policy framework. We further suggest that policy makers in 

Vietnam should consider ―globalization‖ as a key economic tool in our environmental 

policy framework to improve the quality of environmental health in the long run. In 

addition, Vietnam needs to enhance our energy-related research and consider the wider 
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role of globalization in energy demand and emissions functions. The use of cleaner 

and alternative technologies through innovation, investment and international 

collaborations can also play a vital role in achieving low carbon-driven sustainable 

environment-friendly economic growth in the long run.  
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Abstract:  

The purpose of this study is to examine the relationship between environmental disclosure 

and firm value of 110 non-financial companies listed on the Vietnamese stock market from 2016 

to 2018 with 330 observations by the panel data regression model (the fixed effects model - FEM 

and the random-effects model - REM). We use a content analysis method according to global 

reporting initiative (GRI) guidelines and Circular 155/2015/TT-BTC to measure the level of the 

environmental responsibility practice and employ Ohlson‘s (1995) model to estimate share price. 

The research results show that there is a positive relationship with statistical significance between 

the environmental disclosure and share price of listed companies in Vietnam. The findings 

suggest that environmental practices can reduce information asymmetry between investors and 

managers. 

Keywords: Environmental disclosure, firm value, share price, Vietnam. 

 

1. Introduction 

The recent progress of the socially responsible investment movement around the 

world indicates that stakeholders are interested in social and environmental information to 

supplement traditional financial information for making investment decisions. Corporate 

social responsibility is understood as the way companies integrate social, environmental 

and economic concerns into their values, culture, strategy, decision making and operations 

in a transparent and responsible. The four most important aspects of social responsibility 

are environment, workers, the community and products/ customers (Gray et al., 1995). 

The situation of environmental pollution in Vietnam has become more and more complex 

and the pressure from public tends to increase over time. Under this situation, the Ministry 

of Finance issued Circular 155/2015/TT-BTC guiding the listed companies that they have 

to be environmental and social disclosure (non-financial information). The regulation on 

environmental and social disclosure in Circular 155 marks an important step forward for 
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Vietnam towards a sustainable financial market. Appendix 4 of this Circular stated that on 

environmental issues, companies need to exchange information related to the management 

of raw materials, energy consumption and water consumption during the year, from which 

to divide share initiatives to save energy. 

According to Gray et al. (1995), social and environmental disclosure is considered 

as a mechanism that organizations use to enhance their status, provide information to 

stakeholders and implement social contracts between organizations and related 

stakeholders. Thus, environmental disclosure is considered as a tool to provide 

information about policies, strategies, goals, costs, environmental liabilities,... to the 

stakeholders involuntarily or mandatory to support decision making. At the same time, 

environmental disclosure also reflects the company‘s interest in environmental and social 

issues, which is reflected in the annual report or sustainable development report. 

There are many empirical studies which were conducted in developed economies, 

emerging economies as well as developing economies including Vietnam recently on the 

benefits of environmental disclosure and the effects of environmental disclosure to 

financial performance, capital expenditures, cash flow, risk... of the company. Most of 

these studies suggest that environmental and social disclosure will help companies save 

cost of equity, increase revenue, improve the image and reputation of the company, reduce 

risks, and increase corporate value (Plumlee et al., 2015; Clarkson et al., 2013; Tien et al., 

2017; Bich et al., 2015). However, studies in Vietnam (such as Tien et al., 2017; Bich et al., 

2015) only focused on voluntary environmental and social disclosure. Therefore, this study 

measures the environmental disclosure index including voluntary and mandatory disclosure 

and compares the level of impact of these indexes on stock prices. Besides, we use the 

following modified Ohlson (1995) model that relates market capitalization to book value 

and earnings as the basis to evaluate the value relevance of accounting information while 

Tien et al. (2017) and Bich et al. (2015) employed Tobin‘s Q. 

The rest of the paper is organized as follows. Section 1 presents the definition of 

environmental disclosure, the role of environmental disclosure and the need to research 

the relationship between environmental disclosure and firm value. Section 2 reviews the 

literature review and develops the research hypothesis. In this section, we examine the 

relationship between environmental disclosure and firm value, and then we develop a 

hypothesis to test the relationship between environmental disclosure and firm value. 

Section 3 is the research method in which we describe the sample and build a regression 

model. Section 4 reports the results. Finally, section 5 discusses the main findings of this 

article and the conclusion. 
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2. Literature review and hypotheses development 

2.1. Literature review 

Early studies examining the link between environmental disclosures and firm value 

frequently focus on the associations between specific environmental issues or events and 

stock price or stock price changes (Plumlee et al., 2015; Reverter, 2014). Some studies 

focus on environmental performance while others focus on environmental disclosure by 

companies. 

Dowell et al. (2000) found that firms adhering to environmental standards in 

countries with strict environmental regulations have a higher Tobin‘s Q than other 

companies or operations in countries with lax environmental regulations. This result was 

discovered when the authors studied the relationship between environmental standards 

and the business value of 107 multinational corporations in the United States (US) 

operating in many different countries from 1994 to 1997 by group average regression 

method and random factor model (REM). Based on the toxics release inventory (TRI) 

index, the authors formulated environmental indicators. 

Using the residual income valuation model, Hassel et al. (2005) indicate that 

environmental performance has a negative influence on the market value of listed 

Swedish companies because environmental investments represent only increased costs, 

resulting in decreased earnings and lower market values. Their findings supported the 

cost-concerned perspective, which attributes a decrease in market value to increased costs 

associated with the increase in disclosure. 

Both Clarkson et al. (2013) and Plumlee et al. (2015) examine the effect of 

voluntary environmental claims on corporate value. Use the environmental report or 

website of 92 companies in 2003 and 103 companies in 2006 (with 195 observations per 

year) from the five most polluting industries in the US (including: pulp and paper, 

chemicals , oil and gas, metals and minerals and utility services), Clarkson et al. (2013) 

conclude that environmental reporting helps improve stock prices and provides useful 

information for future but found no evidence of a correlation between environmental 

claims and the cost of equity component of firm value. Plumlee et al. (2015) show that the 

quality of voluntary environmental disclosure will increase corporate value by reducing 

the estimated cost of equity and increasing future expected cash flows of 474 companies 

of five industries (oil, chemicals, food/beverage, pharmaceuticals, and electricity) in the 

United States from 2002 to 2005. Besides using an index consistent with the GRI 

framework (2006), the authors also use the type of published information (hard/soft) and 
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the nature of the published information (positive/negative/neutral) to build the quality of 

voluntary environmental disclosure index when examining complex relationships. 

Using multinational analysis, Cormier and Magan (2007) investigate the impact of 

environmental reporting on the relationship between corporate earnings and stock market 

value. To assess how the context of each country can affect the impact of environmental 

reporting, they focused on the three countries using different reporting and governance 

regimes such as Canada and France and Germany. The results suggest that decisions to 

report environmental information have a moderating impact on the market valuation of a 

German firm‘s earnings. In contrast, environmental reporting does not significantly 

influence the stock market valuation of Canadian and French firm‘s earnings. 

In Vietnam, research related to environmental disclosure often focuses on two 

directions: The first direction is to study the factors affecting the environmental disclosure 

with typical research of Trinh (2010), Hoang (2013), Linh (2017). Research by Hoang 

(2013) found out that companies with environmental disclosure are companies operating 

in areas with environmental impacts such as tourism, construction, aquatic product, 

chemical production. The companies operating in the field of less impact on the 

environment do not publish this information. According to the author, the reasons that 

corporate management does not support environmental disclosure are the fear of losing 

credibility and costly (Linh, 2017). The second direction is research studying the impact 

of environmental disclosure on financial performance and firm value. Typical studies of 

this direction are Bich et al. (2015), Tien et al. (2017) and La and Dung (2019). Both 

studies found the positive impact of environmental disclosure on financial performance 

and firm value. 

2.2. Hypotheses development 

Asymmetric information between managers and shareholders is often argued to 

justify voluntary disclosure (Dhaliwal et al., 2011). According to agency theory, 

information asymmetry exists when there is a separation of ownership and control 

between shareholders and managers. In this case, voluntary disclosure is viewed as a 

linkage and monitoring tool to reduce conflicts between managers and shareholders 

(Jensen and Meckling 1976). Non-financial information can reduce the information 

asymmetry that exists between companies and their investors and reduce uncertainty 

about the company‘s future benefits and economic risks (Healy and Palepu, 2001). 

Investors can use the information to better estimate the stock price they are willing to buy. 

Increasing transparency and making more accurate estimates of future earnings results 
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make it possible for investors to more accurately determine stock prices for the company 

(Cormier and Magnan, 2007). 

Therefore, the environmental disclosure will provide more useful information 

besides traditional financial information for investors. By providing additional 

environmental disclosures, companies can reduce the information asymmetry between the 

company and external shareholders. This benefits companies because it can lead to a 

reduced risk of adverse selection by investors and increased stock liquidity (Dhaliwal et 

al., 2011). 

Based on these arguments, our hypothesis is as follows:  

H1: Environmental disclosure is positively and significantly associated with firm value. 

3. Research methodology 

3.1. Sample data 

This study collected data from 110 companies listed on the Vietnam stock market 

for a period of 3 years (from 2016 to 2018). The official sample was represented by table 

data with 330 observations. The 110 listed companies studied in this paper were the ones 

that publish the Sustainability Report or in the Annual Report on Sustainable Content. 

3.2. Empirical models 

They use the following modified Ohlson‘s (1995) model that relates market 

capitalization to book value and earnings as a basis to evaluate the firm value (Plumlee et 

al., 2015; Clarkson et al., 2014; Reverte, 2014): 

                                     

Where Pit is the average share price of the company i after the date publishing the 

annual report or annually sustainable development report of year t; BVit equals book value 

of equity per share of firm i at time t; EPSit is earnings per share of firm i for period t and 

CEDit is the environmental disclosures of firm i for period t. However, with data 

limitations, the content analysis method is more commonly used in developing countries 

to extract information about environmental initiatives. Consistent with previous studies, 

with each environmental information which is published in the annual report of the 

company, the point received is 1. In contrast, the point is 0.  

                                     
∑     
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mtit: equals 1 if the i
th
 company has t

th 
environmental disclosure and equals 0 

otherwise; 

nit: the number of expected questions about t
th
 environmental disclosure for the i

th
 

company; 

4. Results 

The descriptive statistics for research variables are presented in Table 1. 

Table 1: Descriptive statistics 

 Mean Std. Dev. Minimum Maximum 

P 32117.25 33773.07 1925 257213 

CED_GRI 0.257213 0.2206559 0 1 

CED_TT155 0.3379119 0.2701371 0 1 

BV 20614.92 11632.04 1712 80894 

EPS 3130.065 3413.265 -6159 24076 

The descriptive statistics in Table 1 shows that the average share price of listed 

companies in the Vietnamese stock market 32117.25, the maximum price is 257213, the 

minimum price is 1925. The average voluntary environmental disclosure index 

(CED_GRI) is 0.257213 while the average mandatory environmental disclosure index 

(CED_TT155) is 0.3379119. This shows that the listed companies in Vietnam publish 

environmental disclosure to meet the requirements of the state. 

4.1. Correlation analysis 

Table 2: Correlation coefficients 

 P CED_GRI CED_TT155 BV EPS 

P 1.0000     

CED_GRI 0.1289
***

 1.0000    

CED_TT155 0.1311
***

 0.9001
***

 1.0000   

BV 0.2436
***

 -0.0314 -0.0109 1.0000  

EPS 0.3870
***

 0.0007 0.0219 0.6466
***

 1.0000 

Notes: (
*
) 10% significance level, (

**
) 5% significance level and (

***
) 1% significance level. 

The table of correlation coefficients matrix Pearson (see Table 2) shows that 

there are 3 variables affecting the firm value at the 10% significance level. In 

particular, the independent variable - environmental disclosure index (CED) positively 

affects the share price. Control variables including BV and EPS. EPS has positive 

impacts on share and BV does not affect share prices. 
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4.2. Regression results 

We used the Hausman test to select the most suitable model, which is the FEM 

model. Then, multicollinearity (employing Wooldridge test), heteroscedasticity 

(employing Modified Wald test) and chain correlation test were performed to ensure that 

the model had no defects. 

Table 3: Regression results 

 P 

 GRI TT155 

C 20442.99
***

 20925.66
***

 

CED 16051.87
***

 10601.94
***

 

BV 0.1614611 0.165997 

EPS 1.34674
***

 1.337688
***

 

Observations 330 330 

R-squared 0.0846 0.0804 

P_value 0.0000 0.0000 

Notes: (
*
) 10% significance level, (

**
) 5% significance level and (

***
) 1% significance level. 

As expected by the authors, there is a positive relationship between environmental 

disclosure and firm value with a 1% significance level, consisting of Plumlee et al. (2015), 

Clarkson et al. (2013). Thus, environmental disclosure provides value-related information 

to stakeholders in addition to traditional financial accounting information. Voluntary 

environmental disclosure (CED_GRI) is a stronger impact than mandatory disclosure 

(CED_TT155). For example, mandatory environmental declaration, the share price only 

increased by 10601.94 Vietnamese Dong (VND) but according to GRI, the share price 

increased to 16051.87. This result once again confirms that the voluntary disclosure of the 

environment could bring greater benefits to stakeholders and improve agency relations. 

Therefore, hypothesis H1 is accepted. The adjusted R2 for the model is 0.0846 and 

0.0804. For controlling variables, only EPS has a positive impact on share prices, similar 

to Reverter (2014). 

5. Discussion and conclusions 

Based on many previous studies and the theoretical framework on the relationship 

between environmental disclosure and firm value, this study has analyzed and evaluated 

the impact of environmental disclosure on the share price of listed companies on the 

Vietnamese stock market according to Ohlson (1995) model. 
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This research has contributed significantly to providing more empirical evidence for 

the positive impact of environmental disclosure and firm value of listed companies on the 

Vietnamese stock market. This study result is consistent with many previous studies that 

we found a statistically significant positive impact between environmental disclosure and 

firm value in developed and developing countries. 

The results in the article are meant to not only managers and investors but also the 

government and other regulatory agencies in helping them to issue policies related to 

implementation environmental responsibility. This contributes to improving the liquidity 

of share price, improving value for listed companies and investors. 

Any studies will exist some certain limitations and our study is the same. First, the 

sample size is small (n = 110) and is not highly representative of the whole market. 

Secondly, this study only considers the relationship between environmental disclosure and 

firm value according to industry. Finally, this study only measures stock prices at a time 

without adjusting to market performance. Therefore, future studies need to overcome 

these limitations. 
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Abstract: 

Vietnam has about 13 million people living in coastal areas (calculated by the boundaries 

of coastal districts and cities), 28 coastal provinces with superior potentials compared to the rest 

of the country. However, the economic development and per capita income in coastal areas are 

still low, not commensurate with their potentials and strengths. From the analysis of the situation 

of coastal development in Thanh Hoa province (including 6 districts and cities with the sea), from 

the viewpoint of modernization, the author draws some lessons that are important for the 

development in the modern direction. For coastal areas of Vietnam, there is more information for 

other localities to consult to develop more effectively and more sustainably than coastal areas in 

our country. 

Keywords: Coastal areas, efficiency, modernization, sustainable development. 

 

1. Introduction 

Thanh Hoa has 5 districts and 1 coastal city with great potential and strength for 

socio-economic development, including industrial development and commodity economy. 

With large-scale marine based on seaports and sea strengths, Thanh Hoa has great 

potential for developing marine tourism and developing marine eco-systems with many 

added values, contributing significantly to the prosperity of the province and the country. 

Significant economic growth for the locality, however, in the past time, the development 

of the coastal area has not been as effective as the desires and contributions of the coastal 

area for the prosperity of Thanh Hoa province. Worthy of potentials and strengths, why is 

that situation and where is the cause? Through analyzing the situation of development in 

the coastal areas of Thanh Hoa province, from the viewpoint of modernization, the author 

draws some lessons for the localities with the sea. 
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2. Overview of research and development of coastal areas in Vietnam 

There have been some researches on coastal development in Vietnam, but they are 

generally stopped at raising issues or making general orientations that have not been 

quantified to prove the judgments. On February 9
th
, 2007, the Communist Party of 

Vietnam promulgated the Vietnam Marine Strategy until 2020, which clearly defined six 

key development areas for Vietnam to strengthen and ensure territorial integrity. On 

October 27
th
, 2018, after more than 10 years, the Central Committee of the Communist 

Party of Vietnam issued Resolution No. 36-NQ/TW on sustainable development of 

Vietnam's marine and marine economy by 2030. In particular, it has shown that for 

Vietnam, in the process of implementing the Vietnam Marine Strategy to 2020, the 

sustainable development of the marine economy is still limited, weak and facing many 

difficulties and challenges. Marine economic development has not been harmoniously 

linked with social development and environmental protection. 

The work of security, safety, and coordination in search and rescue to incidents at 

sea is still inadequate. Sea pollutions in many places are still serious. Science and 

technology, basic investigation, development of marine human resources have not become 

a key factor in the sustainable development of the marine economy. The Development 

Strategy Institute of the Ministry of Planning and Investment has developed a socio-

economic development planning project in the North and South Central Coast to 2020 but 

there is no quantitative calculation for coastal development. Thanh Hoa Provincial 

People's Committee issued a master development plan socio-economy to 2020 and vision 

to 2030 of the province; at the same time direct coastal districts and cities to formulate a 

scheme on socio-economic development planning for the 2011-2020 period but also lack 

a lot of quantitative calculations and have not mentioned the problem of modernizing 

coastal areas. The Development Strategy Institute, Ministry of Planning and Investment 

has implemented a state-level scientific project entitled "Scientific basis for socio-

economic development of Vietnam's coastal strip, proposed development model for some 

key areas - KC.09.11 code under the Program "Basic survey and research and application 

of marine technology in the 2001-2005 period" (code KC.09) conducted to assess the 

situation developing coastal strip but only mentioning the development situation of 

agriculture, industry and seaports and having general calculations on per capita income, 

growth rate of agricultural and industrial output value and the volume of goods 

transported by sea through Vietnamese ports. In fact, new modernization is an effective 

and sustainable way of development. But in general, studies on coastal and marine 

development have not mentioned modernization. 
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In general, up to now, the above projects have not fully assessed the current situation 

of the development of the coastal areas of our country, nor have any specific solutions to 

develop quickly and sustainably the coastal areas with great potential.  

3. Current situation of coastal area development in Thanh Hoa province  

3.1. Potentials, strengths and comparative advantages of coastal areas in Thanh 

Hoa province 

In 2018, the coastal area accounts for about 11% of the areas and host 31% of the 

province‘s population. The outstanding feature is 102 km of coastline, about 17 thousand 

km
2
 of sea area and 6 islands in the province. At Nghi Son, a deep-water seaport can be 

built to accommodate large vessels over 100,000 tons with a capacity of 40 million 

tons/year. At Hon Me island which is 10 km away from the mainland, a deep-water port 

can also be built. Land resources are favorable for non-agricultural development without 

having to dispute with agricultural development (about 4 thousand hectares, accounting 

for about 2.6% of the total natural area of coastal areas); in coastal areas, there are 20,246 

ha of sand and sand dunes (17.2% of natural area); 21,047 ha of saline soil (accounting for 

about 17.8% of natural land area); 11,800 ha of low yielding rice land, often saline 

intrusion and infertility can be transferred for other uses, especially non-agricultural 

purposes. In the coastal area of Thanh Hoa province, forestry land is about 19 thousand 

hectares, accounting for 16.7% of the natural land area (of which natural forests are 4,000 

ha and planted forests are 15,000 ha). 

Mineral resources in the coastal areas of the province have small reserves. There are 

iron ores at Hau Ke, Hoang Hoa but have not been investigated and explored; titanium ore 

is available in Sam Son, Quang Xuong, Tinh Gia and has an output of about 75,000 tons; 

Fenpast ore has appeared in Hoang Hoa; Limestone for cement is available in Tinh Gia 

with reserves of 200 million tons; clay makes cement in Tinh Gia with reserves of about 

59 million tons; Glass sand is available in Hoang Hoa with a reserve of 570 thousand m
3
, 

construction sand is in many places, with a reserve of 1100 thousand m
3
 in Tinh Gia, 800 

thousand m3 in Nga Son; Granit stone in Sam Son with reserves of over 60 thousand m
3
. 

The highlight of Thanh Hoa province is 5 gates with the capability to build fishing 

and cargo ports. These gates are Lach Sung, Lach Truong, Lach Hoi, Lach Ghep, and 

Lach Bang. Moreover, there are about 8000 hectares of brackish water (of which 4,000 

hectares can be used to raise black and white shrimp), and 5,000 hectares of saline water 

that can be used for aquaculture (of which about 1,000 hectares can be used to raise clam). 

There are fish grounds floating across Hon Ne to Lach the cross gate with reserves of 
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about 15-20 thousand tons; fishing grounds at Hon Ne to Lach Hoi with reserves of 10-15 

thousand tons; Hon Ne - Lach Ghep and Lach Bang - Lach Quen shrimp farms with an 

output of about 3-5 thousand tons. Overall, the source of benefits is scattered and has 

reserves of about 5-7 thousand tons. 

In addition, there is about 2000 ha of low-lying fields and wasteland in the coastal 

area, where 286 ha of freshwater of 56 lakes can be converted to freshwater aquaculture, 

and 892 hectares can be converted to brackishwater aquaculture. 

In the coastal area, there are many beautiful beaches, fine sand, with large open seas 

such as Sam Son, Quang Vinh, Hai Tien, Hai Hoa and Nghi Son, which can be developed 

into attractive beaches and resorts. Tourists can come for many activities such as 

swimming, surfing, sailing, and fishing. Sam Son has been open for a long time; other 

beaches are in the development process. There are also many monuments for sightseeing 

and worshiping such as Mai An Tiem temple (Nga Son), An Duong Vuong temple 

(Quang Chau - Quang Xuong), Ba Trieu temple (Hau Loc), Doc Cuoc temple and Co 

Tien temple (Sam Son); Ba Dinh war zone (Nga Son) with many unique traditional 

festivals. 

To the west of the province has other natural tourism areas such as Ben En, Cuc 

Phuong national parks, and Pu Hu nature reserve; other historical places such as Lam Son 

relics and Ho Dynasty Citadel. 

3.2. Current situation of coastal development in the view of modernization 

The author has used different methods, including statistical analysis, multi-criteria 

analysis, and comparative analysis and using experts to conduct an assessment of the 

situation of coastal development in Thanh Hoa province. The analytical results produce 

many interesting issues not only for Thanh Hoa province but also for other coastal 

provinces. In general, the socio-economic status in Thanh Hoa coastal area has relatively 

good development. Over 8 years from 2010 to 2018, the Gross regional domestic product 

(GRDP) per capita has significantly increased to 2.6 times; the rate of poor households 

reduced by 10.8 point percentage (about 1% per year); the rate of contribution to the 

provincial economy rose from 26.5% to 30.9%. However, due to low labor productivity, 

the development is still slow, not modernized, and therefore the efficiency is only higher 

than the average of the province and people still maintained a limited living standard. The 

technical infrastructure has not met the demand for rapid and large-scale development. At 

the same time, the development lacks a long-term vision, especially in the context of 
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globalization with industrial automation, intellectualization, and the development of the 

knowledge economy. 

Despite the growth rate of 10-11% per year, due to the low starting point, the coastal 

areas still need a long way to develop proportionally to their potential. The value-added 

ratio in gross output is about 44.5-45%. In the last 10 years, the economy has slowly 

grown. Exports make an important contribution to economic growth (about 47%: taking 

the increase in export value in 10 years divided by the total GRDP increase multiplied by 

100 percent. Specifically: 19211/40849). That is an important point to consider in order to 

make decisions for the coming period. 

Table 1: General indicators on Thanh Hoa coastal areas 

Indicators Unit 2010 2015 2018 

1. Gross Output (GO), price in 2010 Billion Vietnamese Dong (VND) 33196 48118 83991 

2. GRDP, current price Billion VND 13345 30247 54195 

3. GRDP, price in 2010 Billion VND 13345 21605 37376 

% GO % 40.2 44.9 44.5 

4. GRDP growth rate 5-year period %  10.1 10.6 

5. Export value Million USD 100.2 522.8 1015 

% of that of Thanh Hoa province % 20.3 34.3 40.4 

Source: Provincial Statistics Department. 

In the period of 2010-2018, the average annual industrial growth increased by 

12.6%, services increased by 12.2% and agriculture increased by 2.8%; thus the 

contribution of coastal areas to economic growth is also increasing. The industry 

contributes about 58.8%, service contributes about 37.3%, and agriculture only 

contributes 3.9%. Therefore, if the quality of industrial growth increases, the contribution 

of the industry to the overall growth of the coastal economy will also increase. However, 

the service sector's contribution to economic growth is not commensurate with the 

potential and strength of the coastal region. An integral question to propose is how to 

increase the contribution of the service sector to the economic growth of Thanh Hoa‘s 

coastal areas. Therefore, it is necessary to improve high-quality tourism, bring added 

value; a suggestion whether the Nghi Son port area should be a free trade zone.  

The most remarkable thing for the coastal area in Thanh Hoa province is that the 

industry structure is not modern. With the political determination of the provincial leaders 

in forming Nghi Son economic zone and building Nghi Son seaport, the coastal area is 

supplemented by the maritime economy, the appearance of a thermal power plant, truck 

assembly, and new petrochemical refinery. These industries have contributed to the 
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economic development of the coastal area. However, the industry structure has not 

changed significantly in the direction of modernization as expected. In the 2010-2018 

period, the proportion of non-agricultural sectors increased by 3.7% while the economic 

growth rate was only about 0.5%. In other words, for every 1% increase in non-

agricultural proportion in GRDP, 0.13 percentage points of economic growth are 

generated. This is a low effective level because if a 1% increase of GRDP growth, at least 

4-5% of non-agricultural sectors must grow in the GRDP of the economy. 

Table 2: Industry and sector structure of coastal areas in Thanh Hoa province 

Indicator Unit 2010 2015 2018 

1. GRDP, price in 2010 billion VND 13345 21605 37376 

% of GO % 40.2 42.9 44.5 

GRDP growth rate in 5-year period %  10.1 11.6 

2. GRDP by sectors     

Agriculture billion VND 2989 3068 3924 

% of gross value % 22.4 14.2 10.5 

Industry billion VND 6192 10845 20333 

% of gross value % 46.4 50.2 54.4 

Service  billion VND 4164 7692 13119 

% of gross value % 31.2 35.6 35.1 

3. High-tech sectors billion VND 1054 3414 6167 

% of coastal areas GRDP % 7.9 15.8 16.5 

Source: Provincial Statistics Department and Statistics Division of districts and cities. 

The new service sector accounts for 35% of GRDP (the provincial level and the 

national average of 38%). The corresponding undeveloped service shows that the 

production of the goods in the coastal area of Thanh Hoa province has not developed as 

expected, which leads to the population‘s limited income and a low number of people 

coming to these areas. The factor of modernization is not yet clear. The rate in the high-

tech sectors was little changed from 2016 to 2018 (in 2015, it was 15.8%, in 2018 it was 

only 16.5%). All of these figures show that the economy of the coastal area has not 

developed in a highly effective way. However, the most outstanding feature is Nghi Son 

port which has been developed relatively quickly. There are currently 2 main ports 

including Le Mon port and Nghi Son port in the coastal area. 

Nghi Son port: According to the construction planning, Nghi Son port is among 

national hubs of grade I ports in the northern Central Vietnam coastal area. The port 

consists of 3 main port areas, Nghi Son general port and Petrochemical Complex port and 

specialized ports for cement plants and thermal power plants. Up to now, in addition to 
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specialized ports for cement factories, the construction of berth number 1 and number 2 of 

Nghi Son port has been completed and many technical infrastructures of the port ensure 

the reception of ships of up to 30,000 deadweight tonnage (DWT), future ship 

accommodation can be up to 50,000 DWT. The capacity of goods through the new port is 

only about 20 million tons per year, mainly meeting the demand of goods transport of the 

province, contributing little to the transportation of big regions.  

Le Mon port: With a capacity of 0.3-0.5 million tons per year, this local general port 

is capable of receiving ships of 500-1,000 tons, a 16km-long access channel to mainly in 

service of the Le Mon Industrial Park (Thanh Hoa City). It is expected to dredge and 

repair the channel so that the port can receive ships of 2000 DWT. The progress of port 

construction is slow; an important reason is the lack of investment capital. It is difficult to 

attract domestic corporations as well as foreign direct investment (FDI) investors.  

Industrial development  

Significant changes in the maritime industry and economy are the economic 

highlights of the coastal area of Thanh Hoa province. 

- Thanks to Nghi Son Economic Zone, 2 industrial parks and 13 industrial clusters, 

the industrial development in Thanh Hoa is relatively good.  

Nghi Son Economic Zone was established in 2006 with an area of  18611 ha. By 

2018, it has had multiple economic plants such as a seaport with a capacity of 20 million 

tons, Nghi Son 1 and Nghi Son 2 industrial parks (each industrial zone has an area of 

about 150-180 hectares); Nghi Son 1 and 2 thermal power plants and Cong Thanh 

thermoelectric plants with a total capacity of 2,400 MW; a steel mill with a total capacity 

of 750 thousand tons; Nghi Son cement factory and Cong Thanh cement factory have a 

total capacity of 10 million tons; the petrochemical refinery with an estimated capacity of 

10 million tons of petroleum has been put into operation in the first phase starting from 

2018 with an output of about 6 million tons and a new pile plant, repairing ships of 200 

units per year. However, only 60-65 percentages of factories have met the planned 

expectation. 

Industrial zones such as Hoang Long industrial park (400 ha) and Hau Loc industrial 

park (120 ha) were built. They have reached full capacity. Most factories in these two 

industrial parks have average technology.  

In the coastal area, there are 13 industrial clusters distributed in 6 districts and Sam 

Son city, including Sam Son 1 city (Quang Tien); Nga Son 3 (cluster town, Tu Sy; Tam 
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Ninh); Hau Loc 2 (Hoa Loc, town); Hoang Hoa 4 (Cao Xuyen, Hoang Phu; Nam Thai 

Thang); Quang Xuong 3 (Tien Trang, Quang Nam - Quang Trach; North Ghep). 

With a growth rate of 12-12.5% per year, the industry in the coastal area of Thanh 

Hoa province has a relatively good development. However, there are only a few large-

scale projects with medium-advanced technology. While Hai Phong seaport approves 

from 45 to 50 million tons, the new Nghi Son port only passes 10-12 million tons. In other 

words, the development of industries is not commensurate with the seaport potential. 

Mechanical and electrical industry, automobile production, and assembly are the main 

components. The petrochemical refining industry has just come into operation, so it has 

not contributed much. In general, the industry is in the coastal area having not developed 

commensurately with its potential.  

Table 3: Indicators of industrial development in coastal areas in Thanh Hoa province 

Indicator Unit 2010 2015 2018 

Industry Value Added Billion VND 6192 11062 20333 

Including     

Metallurgical and mechanical industry Billion VND 693 1371 3355 

Proportion % 11.2 12.4 16.5 

Oil refinery industry Billion VND - 1555 5042 

Proportion % - 23.1 24.8 

 Power production Billion VND 873 1526 2826 

Proportion % 14.1 13.8 13.9 

Producing materials (ie cement) Billion VND 632 1460 3110 

Proportion % 10.2 13.2 15.3 

Car manufacture and assembly Billion VND 848 1604 3335 

Proportion % 13.7 14.5 16.4 

 Other industries Billion VND 3127 4148 2664 

Proportion % 50.8 37.5 13.1 

Source: Provincial Statistics Department and Statistics Division of districts and cities. 

Although high technology is promoted in the provincial plan, the province has not 

attracted many large high-tech industrial projects except for petrochemical products. It can 

be said that most products are of medium and low technology, primarily domestic 

commercial products. In the coming years, industrial products must be renovated towards 

high-tech use and export-oriented. The development of agricultural and aquatic product 

processing industries must pay special attention to waste treatment and environmental 

protection.  
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- Sea transport is currently about 10 million tons, but all are due to transport forces, 

not from Thanh Hoa. In addition to income from Nghi Son and Le Mon port service 

business; there is a considerable supply of food, supplies for sailors and jobs for thousands 

of people. 

Tourism development  

Thanh Hoa is one of the provinces with tremendous tourism potential. The potential 

comes from historical facts because 4 out of 6 feudal dynasties in Vietnam were started by 

Thanh Hoa kings. These people are Le Hoan, Le Quy Ly (Ho Quy Ly), Le Loi, Gia Long. 

Moreover, the two lords in Vietnam are also Thanh Hoa people (Trinh lord in the North 

and Lord Nguyen in the middle). Lam Kinh, Ho Citadel, and Sam Son city are famous 

historical sites and beach places domestically and abroad. However, in recent years, 

tourism of Thanh Hoa in general and in the coastal area has not had strong development 

due to a poor variety of tourism products. Thanh Hoa tourism in general and in coastal 

areas, in particular, does not have brands. In 2018, while Vietnam welcomed about 17-18 

million international visitors, the coastal area of Thanh Hoa province received about 

23,000 foreign tourists (i.e. only about 1.3%). It can be considered as a level to welcome 

international visitors to a low type among localities with great sea potential in our country. 

Table 4: Indicators on tourism development in coastal areas of Thanh Hoa province 

Indicator Unit 2010 2015 2018 

 Total number of tourists  1000 people 1750 3156 4570 

 International tourists  1000 people 20.5 95 230 

 Revenue Billion VND 653.8 1430 2258 

Average revenue from 1 tourist 1000.VND 373 453 494 

Source: Provincial Statistics Department. 

While the average expenditure of a domestic tourist in Vietnam is about 1.3 million, 

the level of visitor spending in Thanh Hoa coastal area is too low and although there is no 

adequate statistics But it is also possible to see the number of days of stay in Thanh Hoa 

and the amount of spending while staying is low (only about 48% of the national average: 

449/1270 thousand VND for a domestic tourist). In 2018, Hanoi welcomed about 15 

million tourists, of which nearly 4 million international visitors. If Thanh Hoa receives 

10% of this number thanks to its beaches, there are 400,000 international visitors (and if 

calculating an average of 200 United States dollar (USD)/tourist/3 days, there is an 

income of about 80 million USD. What should be considered to have a total solution for 

tourism development in the coastal area of Thanh Hoa province, Thanh Hoa coastal 

tourism has not developed strongly as expected, due to the lack of good service facilities. 
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Playing and entertainment for adults and children, the locality has not yet taken measures 

to attract big investors to build works to serve tourists in the region and the world. 

Agricultural development 

From the past period, agricultural land has been reduced by 1213 ha for building 

roads and industrial clusters. The land used for agricultural development is difficult to 

maintain and will continue to decline in the coming years as it must be for non-

agricultural development purposes. In the area of agricultural production, up to 53 

thousand hectares is not favorable for agricultural production, including 15-17 thousand 

hectares of sandy, saline soils, and more than 11 thousand hectares of sunken production. 

Such land conditions should greatly affect the efficiency of agricultural development in 

the coastal area of Thanh Hoa province. 

Although the value per hectare of agricultural land has increased, from VND 54.4 

million in 2015 to VND 70.3 million in 2018, the overall increase is slow. The increase is 

only about 3-3.5% / year. 

The agricultural structure has changed in the direction of reducing the proportion of 

cultivation and increasing the proportion of livestock and agricultural services. In 8 years, 

cultivation decreased by 11.8% (average reduction of 1.1% per year). In the structure of 

agriculture, new agricultural services account for about 4-5% (i.e., agricultural services 

are not yet strongly developed). In the changing climate condition and the changing 

market demand, if the traditional agricultural development method is used, the efficiency 

of agricultural land usage will be low to provide agricultural products for tourists. 

Therefore, it has to import from another place. 

Table 5: Agriculture production structure in Thanh Hoa coastal area 

Indicator Unit 2010 2015 2018 

Agriculture added value, price on 2010 Billion VND 2989 3068 3924 

Including:     

Harvesting crops Billion VND 2203 2072 2429 

Proportion % 73.7 67.5 61.9 

Livestock raising Billion VND 681 843 1283 

Proportion % 22.8 27.9 32.7 

Agricultural services Billion VND 105 153 212 

Proportion % 3.5 4.5 5.4 

Source: Provincial Statistics Department and Statistics Division of districts and cities 
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In general, both the productivity and quality of agricultural products are low and are 

providing the main demand. If this situation is prolonged, it is difficult for farmers to get 

rich. The average per capita level of nut food reaches 388 kg, which is in excess of the 

demand for food and livestock for local needs. Therefore if we shift the area of low-

yielding net food to high-quality rice, it will not only serve 4-5 million visitors to the 

beach but also be available for export. On the other hand, if calculating average meat per 

capita of about 35 kg/year, the meat production of the coastal area is also in excess of the 

local demand. Therefore, it is necessary to take measures to promote the development of 

clean and high-quality animal cultivation to serve not only Thanh Hoa residents but also 

to supply to the Hanoi market. The coastal area of Thanh Hoa province has rooms to 

develop marine ecological agriculture and use high technology. 

Situation of fisheries development 

Thanh Hoa is one of the localities with potentials and traditions to develop aquatic 

products, especially seafood exploitation. The coastal area of Thanh Hoa province has 

8000 hectares of brackish water area and 5,000 hectares of saltwater area that can be 

cultivated for aquaculture and potentially offshore fishing. In general, the potential has not 

been effectively promoted. However, the fisheries profession in recent years has not been 

developed strongly; farming is mainly extensive, mainly catching with small ships, so 

fisheries development has not been effective. Both the cultivated area and production have 

increased slowly and achieved low efficiency. The productivity of farming areas and 

fishing productivity at the beginning of boats and ships are low compared to many 

provinces in the North Central Region. The average value per 1 ton of new seafood is 

about VND 20-21 million (i.e., VND 20-21 thousand per 1 kg). 

Fishery production has not yet been organized. In general, developed fishermen are 

in spontaneity. Although the average output of aquatic products per capita is relatively 

good (about 94 kg/person, if compared with the average level of about 40-45 

kg/person/year, the output is still leftover), fishery production can be making goods for 

other places, especially for Hanoi city. For many years, the potential of fisheries has not 

been effectively exploited. There is not a big investor or an investment strategy to develop 

salty and brackish seafood. 
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Table 6: Indicators on coastal fisheries development in Thanh Hoa province 

Indicators Unit 2010 2015 2018 

Fisheries added value, price on 2010 Billion VND 1154 1731 2353 

Main product     

1. Quantity Ton 88995 103950 108500 

Commercial fishing Ton 73158 75750 80500 

 Aqua farming Ton 15837 28200 39500 

2. Farming area Ha 9888 10.400 10500 

Brackish water farming Ha 7400 7400 7400 

Fresh water farming Ha 2488 3000 3500 

Source: Provincial Statistics Department and Statistics Division of districts and towns 

3.3. General assessment 

The coastal area of Thanh Hoa province has great potential, surpassing many 

provinces in the northern coastal area of Vietnam. It has coastal areas, an island, and a 

deep-water seaport, a convenient connection with the North-South axis and international 

connection by sea, near the airport. However, there are many rooms for improvement on 

the contribution of the provincial socio-economic development. Many reasons have been 

indicated as the cause of this situation; especially that particular province has no clear 

guidelines and investment implementation in the modernization of coastal areas.  

4. Some lessons from the situation of coastal development in Thanh Hoa province 

From the above analysis, the author has some recommendations to develop coastal 

areas towards modernization. That is: 

To develop coastal areas, it is necessary to improve the management capacity and 

state management efficiency of all levels. It is necessary to have a coastal development 

planning project with a long-term vision and a strategic idea of modernization. More 

importantly, there should be a policy of developing a scientific basis for the overall 

development as well as on the development of industry, tourism, agriculture, fisheries and 

infrastructure towards modernization. High-tech utilization is a mandatory orientation for 

coastal development in the context of climate change. Besides, it is necessary to build e-

government, using modern management model based on promoting information 

technology, the value of the Internet, and using artificial intelligence.  

 The provincial government and coastal districts should have solutions to attract big 

enterprises to support the development of agriculture and fishery technology applications. 

Besides, the provincial, district and urban authorities need attractive policies to attract FDI 
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investors and large domestic economic groups to develop coastal areas in a clear direction. 

It is advisable not to attract low technology enterprises nor consume a lot of electricity and 

occupy a lot of lands. Appreciate the formation of value chains as well as national and 

global multidisciplinary assemblies. 

After having a master plan of socio-economic development, the provincial and local 

authorities in the coastal area need to coordinate in detailing the laws of the state, specifying 

the strategies of the Vietnamese sea. At the same time, to study and promulgate specific 

policies and measures for the development of coastal areas in the modern direction. 

Specifically, there must be policies to encourage the development of large projects, using 

modern, environmentally friendly technologies as well as policies to encourage the 

development of sustainable tourism and agricultural development and fisheries.  

In the process of developing the coastal areas, it must be closely associated with the 

development of the hinterland (the western plains and mountains). If only developing the 

coastal area without paying attention to the development of the inland area, there will be 

labor migration from the west to the coastal area, destabilizing the development of the 

region itself. At the same time, the development of coastal areas must take into account 

climate change and sea-level rise. 

It should not be easy for too many residents and workers to live permanently in 

coastal cities; doing so will cause excessive cramping for the coastal area, making the area 

too crowded, and losing the attraction of the living space. There should be a plan to attract 

seasonal workers to serve tourists instead of increasing the size of the population in 

coastal tourism cities. 

Developing coastal areas requires a lot of investment capital, so it is necessary to 

have a plan to attract strategic investors from developed countries such as Japan, Korea, 

The United States of America (USA), European Union (EU)...as well as entice the 

investors, participating in the investment of major economic groups in the country. 

5. Conclusion 

Vietnam has great potential for coastal and marine development. If there are a right 

policy and a reasonable and accurate solution as well as a good implementation of that 

policy, it will make coastal areas develop strongly, effectively and sustainably. Therefore, 

each locality should have proper guidelines and have effective solutions to quickly 

develop coastal areas in the modern direction. Provinces need to actively develop plans 

and plan to develop coastal areas scientifically, with a spirit of determination and with 

high determination. It is impossible to develop strong coastal areas but only by general 

exhortation and lack of measures. 
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Abtracts: 

This paper uses the projected gradient algorithm to find a general formula that allows 

economic restructuring aimed at minimization of carbon emission intensity and not 

confliction with targeted economic growth. The results show that the vectoral direction of 

economic restructuring is to increase the share of sectors that have lower carbon emission 

intensity and decrease the share of sectors that have higher carbon emission intensity 

compared to the average level of all sectors in the economy. A quantitative specific change in 

each sector is obtained by projected gradient algorithm. With data for 30 nations during 

1995-2009, the empirical study shows that if a nation follows the optimal restructuring 

solution, it may experience lower carbon emission intensity in comparison with their initial 

and, in most of the cases, actual scenario. This advanced formula is useful to (i)propose the 

direction and quantitative solutions of a low emission economic structure, (ii) continuously 

check the difference between the proposed and actual directions of economic structuring for 

adjudging economic and environmental policies.  

Keywords: Carbon emission intensity, economic growth, optimal economic structure, 

projected gradient method, environmental pollution. 

 

1. Introduction 

Human life is being endangered by environmental pollution and climate change. 

According to Olivier et al. (2016), ―air pollution already affects human health, 

agriculture, and leads to a range of other impacts‖. The research warns that decreasing 

labor productivity, increasing health expenditure, and loss in agricultural crop yields 

due to outdoor air pollution are the main costs that humankind will have to pay in the 

future. More severely, many other studies forecast that the social cost of pollution will 
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increase over each decade if pollution-limiting measures are absent (Tol 2009; 

Clarkson & Deyes, 2002; Watkiss & Downing, 2008). 

In the context of alarming escalation in negative impacts of pollution and climate 

change, reducing pollution while accelerating economic growth is a dual challenge in 

many countries. Mathematically speaking, an economy can reduce pollution, from a 

structural perspective, by decreasing the amount of emission from each industry and 

by lessening the share of highly polluted components. These changes may affect 

economic growth and result in different economic consequences. Sectors which 

contribute much to economic growth but severely degrade environment quality may be 

narrowed or replaced. Production cost may increase as enterprises have to follow strict 

environmental regulations. This will result in a trade-off between economic growth 

and environment protection. However, reducing the pollution may help to save the 

proportion of income that an economy spends for improving environment quality 

(Brock & Taylor, 2010). Besides, preserving and enriching natural capital, using 

modern green technology as well as green investments, not only can decrease emission 

from each industry but also can boost the economic growth by technological change 

and technical effect (The World Bank, 2012; Harris, 2013; Altenburg et al., 2017). 

Thus, there is a need for ways of economic restructuring that can improve 

environmental quality without the trade-off of economic growth. 

This research utilizes the projected gradient method – an optimal algorithm in 

mathematics - to find out a general formula for changing economic structure to reduce 

mission intensity per unit of GDP without confliction with economic growth in an 

economy. The solution of the optimal problem will answer two questions: To reduce 

emission intensity and no trade off with economic growth, how much the share of each 

sector should be; and how much emission intensity each industry should reduce in a 

certain period.  

2. Literature review 

The literature on economic restructuring for environment protection and 

economic growth reveals a variety of mathematical and statistical methods. Daniel 

Creamer in the early 1940s developed a method named Shift Share Analysis (SSA) 

(Creamer, 1943) that calculates within-sector effect and structural effect on economic 

and environmental results, such as economic growth, labor productivity, energy usage, 

carbon emission, and the intensity of emission. SSA method can be used to point out 

the key driver in the overall economic achievements. Thus, it helps to identify a group 

of industries that can most affect the economy and the national environment. 
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Another method which is popular to analyses and forecast economic and 

environmental consequences is Extended Input-Output (EIO). The EIO model - 

developed by Leontief (1970) - is based on the basic input–output model which was 

developed by Leontief (1951). The EIO technique calculates the amount of change in 

many economic indicators such as gross output, value-added, import, export, labor 

income, and environmental consequences (emission, emission intensity as examples) 

that resulted from a change in final demand of an industry. Thus, the EIO model can 

be a useful instrument for finding priority sectors and for making economic and 

environmental plan.  

Another class of models known as General Equilibrium (GE) is also popular in 

finding an optimal solution of the economy and predict results of exogenous impacts 

on the economy and environment (OECD, 2016; OECD, 2015; Tol, 2009; Clarkson & 

Deyes, 2002; Watkiss & Downing, 2008; Glomsrod et al., 1990).  

Econometric approach is also widely used to measure the effects of structural 

change on the economy and environment (Wang & Li, 2015; Abdul & Syed, 2009; Li 

& Zhou, 2012; Liu & Dong, 2012). Besides, some other models such as Stochastic 

Frontier Analysis, Data Envelopment Analysis (DEA), and DEA Malmquist Index, 

which focus on measuring technical efficiency, are also used in dealing with 

environmental problems (Lin & Liu, 2012; Lozano & Gutierez, 2008). 

Despite the diversification of methods of assessing the impact of structural 

change and finding priority sectors, none of them calculates a specific quantitative 

change as a requirement for each sector. Thus, when facing a sector that contributes 

much to economic growth but severely degrades the environment, it is difficult to 

scientifically decide whether it should be widened or narrowed, and to what extent. 

The amount of emission reduction in a certain period is another question unanswered.  

Vaninsky (2006, 2009, 2014, 2018) proposes to utilize the projected gradient 

method to deal with the problem of minimizing emission, minimizing energy 

consumption and maximize the size of GDP by changing the sectoral structure in gross 

output (GO) of the economy. The method is used to solve a series of constrained 

optimization in economic structural change. Other instruments comprising the input-

output model, factor analysis and multi-target optimal algorithms are also combined in 

the researches in addition to the projected gradient method.  

In comparison with the above-mentioned method, using the projected gradient 

method as in Vaninsky (2006, 2009, 2014, 2018) has some advantages. First, it can 
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find an optimal combination of economic and environmental targets. Second, it can 

recommend a specific quantitative economic structure by an optimal solution. Thus, it 

is useful in evaluating and making plan for economic restructuring. Third, despite 

requiring a quite detailed data at the sector level, the projected gradient method only 

needs data in one year for calculating the optimal structure of the economy. For this 

reason, it is easier to use this method as a reference for making plan regardless of the 

lack of time series in the database. 

From the perspective of algorithms in the projected gradient method which is due 

to Rosen (1960, 1961), the above-mentioned studies of Vaninsky have left a vast gap 

for follow-up research because of not completing the algorithm. The algorithm in the 

projected gradient method comprises a series of iterations with orthogonal zigzagging 

paths. There are three steps in each iteration: 

- Step 1: choosing an ―initial feasible point‖; 

- Step 2: finding ―searching direction‖ - find the gradient vector of the target 

function, then project the vector on the plane of constraints to get the projected vector, 

which directs to the optimal point of the constrained target function; 

- Step 3: finding a ―suitable travel step‖ along the ―search direction‖ of the 

projected vector from the ―initial feasible point‖ to get an improved solution which is 

nearer the optimal point than the initial feasible point. The value of ―suitable travel step‖ 

is acquired by using one of several one-dimensional line search techniques which are 

due to many researchers (Powell, 1964; Davidon, 1959; Kiefer, 1957; Walsh, 1975). 

The process may converge after some iterations of the three steps when the 

projected gradient vector is zero.  

Since Vaninsky‘s studies only found the ―searching direction‖ in the step 2, the 

first iteration has not completed. The algorithm requires more works to terminate. 

First, it is needed to choose an initial feasible point in Step 1. Second, a ―suitable step‖ 

to identify how far we should travel from the initial feasible point along the optimal 

direction to get to an improved solution is also required. Third, iterations must be 

conducted until the convergence condition is satisfied.  

Le and Bui (2016) replaced the target function in Vaninsky (2014) with 

minimizing carbon emissions per unit of gross domestic product (GDP). The research 

argues that using emission intensity as a target function will help to focus on the 

production efficiency instead of the gross of emission. Moreover, the structure 

mentioned by the share of each sector in GDP will be more convenient than that in GO 
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when discussing policy implications and when comparing with results from other 

researches. It also checks the robustness of the projected vector found by comparing it 

with the result from SSA. The research, however, merely deals with Step 2 of the first 

iteration in the algorithm of the projected gradient. It still does not cover all steps of 

the algorithm for finding the optimal solution.  

This paper extends the research idea shown by Le and Bui (2016). One more 

constraint of economic growth is included in the optimal problem and all the three 

steps of the first iteration in the algorithm are solved. The algorithm will be applied for 

the case of 30 nations from the database in the World Input-Output Table Database 

(available at http://www.wiod.org).  

3. Constructing the optimal problem 

Let Y and C are respectively the gross domestic product (GDP) and the aggregate 

amount of carbon emission from all industries in the economy. Yi and Ci are 

respectively the GDP and the amount of carbon emission of industry i. CY = C/Y and 

CYi = Ci/Yi are respectively the carbon emission intensity of the entire economy and of 

the industry i. Di = Yi/Y is the share of GDP of industry i in the GDP of the economy. 

Then: 
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From the period t = 0 to the period t, the GDP growth is x. Then, Y
t
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at the period t, the technical structure of the economy remains unchanged: 
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i CCDD  , then the carbon emission intensity of the whole economy which is 

calculated by the formula (1) is also unchanged although GDP increases. To reduce 

carbon emission intensity of the economy, CYi and Di need to change. So, the objective 
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The constraint (3*) becomes the constraint (3) by dividing the two sides of the 

equation by Y
t
. Then the problems (2)-(3)-(3*) becomes (2)-(3), and it has an 

important meaning. It proves that minimization of emission intensity basing on 

structural change of the economy does not depend on level of economic growth. It 

implies that an economy can find a solution to change its structure without conflicting 

with targets of economic growth.  

4. Problem solution 

4.1. Choosing “initial feasible point” and finding a vector of “searching direction” 

to the optimal solution 

The projected gradient is utilized to solve problem (2)-(3) as instruction in 

Snyman (2005). The three steps in each iteration of the projected gradient algorithm 

for solving problem (2)-(3) are detailed as follow: 

- Step 1: choose an ―initial feasible point‖ x‘; 

- Step 2: find the gradient projection vector for ―searching direction‖: According 

to Snyman (2005), )'(* xfPu   where P is the projection matrix: P = I – A
T
(AA

T
)
-

1
A where I is the identity matrix; A is the Jacobian matrix of the constraint (3); 

- Step 3: find the length of a ―suitable travel step‖ along the direction of the 

search vector from the initial feasible point to get an improved solution, which is 

nearer the optimal point than the initial feasible point. 

In this section, the first two steps are solved as follows: 

- Step 1: choose an ―initial feasible point‖ in which emission intensity and GDP 

share of each sector in gross GDP at the time t are the same as the base time 0. So, the 

―initial feasible point‖ is X
t
 = ),( t
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t

i CD  in which: ., 00
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- Step 2: find the gradient projection vector for ―searching direction‖. 

The problem has two variables ( t

iD , t

YiC ) which are ordered as ( t

iD , t

YiC ) in both the 

target function (2) and the constraint (3).   

The constraint (3) can be rewritten with the set of variables t

YiC included: 
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The A matrix is: 

A = [1  1 … 1  0  0 … 0](1x2n) 
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A has the dimension of (1 x 2n) with the elements from 1 to n are ones (with 

respect to the variable t

iD ) and the elements from n+1 to 2n are zeros (with respect to 

the variable t

YiC ). 

The projection matrix P is: 

P = I – A
T
(AA

T
)
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To find the gradient projection search vector, the next step is to find the gradient 
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This vector can be rewritten as: 
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Where 
t

YC is the mean of emission intensity of all sectors in the economy.  
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Vector u in (5) comprises 2n elements, in which the first n elements 
t

Yi

t

Y CC   (i = 1, 

2,…, n) are with respect to the variable 
t

iD ; the second n elements 
t

iD  (i = 1, 2, …, n) are 

with respect to the variable 
t

YiC . The first n elements can be positive or negative. If a 

certain element 
t

Yi

t

Y CC   get negative value (ie. 
t

Yi

t

Y CC  < 0), increasing the respective 

variable 
t

iD  will make the target function moving along an opposite direction of the vector 

u. This means that if a sector has emission intensity bigger than the mean of emission 

intensity in all sectors of the economy (
t

YiC  > 
t

YC ), increasing their share in GDP will lead 

to increasing the overall emission intensity of the economy. The second elements are 

always negative. Thus, increasing the respective variable 
t

YiC  will make the target function 

move along an opposite direction of the vector u and increase. In brief, to minimize the 

overall emission intensity, an economy has not only to reduce the share in GDP of sectors 

which have higher emission intensity than the mean of emission intensity in all sectors of 

the economy, but also to require sectors (especially the sectors that contribute a large 

share in GDP) to decrease their within-sector emission intensity.  

4.2. Finding the length of a “suitable travel step” to get improved solution 

For the first iteration, let X
t*

 = ),( ** t

Yi

t

i CD  is the first improved solution, and the 

length of the first ―travel step‖ is λ (λ > 0). Then: 

X
t*

 = X
t
 + λ*u 

Substituting X
t
 = ),( t

Yi

t

i CD  and  T
nx

t

i

t

Yi

t

Y DCCu
12

,   into X
t*

 to give: 

))(),((* t

i

t

Yi

t

Yi

t

Y

t

i

t DCCCDX    (6) 

The value of 
t

YC in target function (2) at the point X
t*

 is given by: 

min)]([*)]([
1
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Y DCDCCCCCDC
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22

1

* min)()())((   (7) 

Given that 00 , Yi

t

Yii

t

i CCDD  as in ―initial feasible point‖, the equation (7) is 

quadratic with respect to λ.  

So, we need to find the value of λ, which can minimize the target function 
*t

YC in 

(7) with the following three sign constraints: 

0* t

YC ; 0)(*  t

Yi

t

Y

t

i

t

i CCDD  ; 0)(*  t

i

t

Yi

t

i DCC    (8) 
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The value of λ, which satisfies the target function (7) and the sign of three above 

constraints in (8), is then substituted into (6) to calculate the components of the 

improved solution Xt* and end the first iteration. 

4.3. Convergence 

Since the general formula of the vector of search direction is 

 T
nx

t

i

t

Yi

t

Y DCCu
12

,  which is always different from zero vector (because the 

absolute values of the second block t

iD  , which represent the share of each sector in 

GDP, are always different from zero), the algorithm cannot be terminated if the 

convergence condition is u = 0. However, if a nation has a target of a specific level of 

decreasing carbon emission intensity, it can conduct a certain number of iterations and 

find out how much the change in each sector (including the share in GDP and sector 

emission intensity) should be reached to the target.  

The formula system (5)-(6)-(7)-(8) can be used to find out direction and optimal 

solution of low emission economic structure of an economy. Empirical test and 

comments on its advantages and limitations will be discussed in the next two sections.  

5. Empirical test 

This section uses the data from the Social Economic Accounts table (for data of 

GDP by each sector) and the Environment Accounts table (for data of carbon emission 

equivalent by each sector) of 30 nations from the website www.wiod.org, by 

European Commission, with the data from 1997 – 2009.  

A brief description of annual carbon emission intensity is shown in Figure 1: 

Figure 1: Annual carbon emission equivalent in each nation in the period 1997 - 2009 

 

Source: Author‘s calculation from the data in www.wiod.org 
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Figure 1 shows that four countries that have the highest carbon emission intensity 

are Romania (ROU), Turkey (TUR), Estonia (EST), Bulgaria (BGR). Nations that 

have lowest carbon emission intensity are Taiwan (TWN), Russia (RUS), Mexico 

(MEX), Korea (KOR), Japan (JPN), India (IND), Brazil (BRA), Czech Republic 

(CZE), Austria (AUT), Denmark (DNK), France (FRA).  

Carbon emission in the countries studied tends to decrease over the years, with 

the emission intensity line of the next year always below the one of the previous years. 

Romania and Turkey have reduced their emission intensity from a very high level in 

the 1990s to the popularity level of countries achieved in 2009. Estonia and Bulgaria 

have higher emission intensity compared to other countries during the period studied.  

In most countries studied, the sectors with highest emission intensity are Coke, 

refined petroleum and nuclear fuel; Chemicals and chemical products; Other non-

metallic minerals; Electricity and gas and water supply; Other water transport; Other 

air transport. Most of countries studied tends to sharply decrease the share of these 

sectors in GDP over the period 1995 - 2009. However, there are some exceptions that 

the sector ―Other water transport‖ increases their share in GDP of USA, Japan, 

Turkey; the sector ―Electricity and gas and water supply‖ increases their share in GDP 

of Portugal, Italy, Ireland; the sector ―Chemicals and chemical products‖ increases 

their share in GDP of Lithuania; the sectors ―Mining‖, ―Coke‖, ―Basic Metal‖ 

increases their share in GDP of India, Bulgaria and Estonia; the sector ―Other air 

transport‖ increases their share in Mexico, Japan. In addition, the within-sector 

emission intensity of these sectors has not decreased, even has increased in some 

countries during the studied period. 

To test the empirical results from the formula system (5)-(6)-(7)-(8), in this 

section, the research calculates the share and emission intensity of each sector for the 

improved solution, then compares the results of overall emission intensity of the 

economy in the improved solution with those in the initial and actual solutions. 

In the following empirical calculation, the gradient projection search vector u is 

annually calculated. The initial feasible solution (Di; CYi) is the Di and CYi of the year 

that vector u is calculated. So, we can understand that from the current Di and CYi, we 

find the vector u and travel from the current state along the vector u to another point of 

Di and CYi which give a smaller overall emission intensity than the current situation.  

Table 1 shows the comparison of overall emission intensity from the improved 

solutions and the one from the initial and the actual solutions. 
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Table 1: Overall emission intensity from the improved solution in 

comparison with the one from initial and actual solutions 

Note: 

(1) = Improved solution – Initial solution 

(2) = Improved solution – The actual overall emission intensity 

    1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

Australia 

(AUS) 

(1) -0.060 -0.045 -0.053 -0.052 -0.042 -0.060 -0.060 -0.076 -0.067 -0.061 -0.034 -0.032 

(2) -0.061 -0.026 -0.041 -0.035 -0.021 -0.028 -0.044 -0.063 -0.046 -0.023 -0.009 -0.009 

USA 
(1) -0.023 -0.023 -0.022 -0.031 -0.030 -0.023 -0.024 -0.020 -0.021 -0.026 -0.028 -0.029 

(2) -0.001 0.003 0.000 -0.011 -0.011 -0.002 0.000 0.007 0.004 -0.017 -0.010 -0.008 

Taiwan 

(TWN) 

(1) -0.001 -0.001 -0.001 -0.001 -0.002 -0.002 -0.004 -0.003 -0.004 -0.004 -0.003 -0.008 

(2) -0.001 -0.001 -0.002 -0.002 -0.002 -0.003 -0.004 -0.003 -0.004 -0.002 -0.002 -0.008 

Turkey 

(TUR) 

(1) -0.918 -0.650 -0.431 -0.198 -0.117 -0.062 -0.045 -0.038 -0.037 -0.031 -0.036 -0.106 

(2) 0.984 0.201 0.057 0.249 0.088 0.042 0.036 0.004 -0.017 -0.024 0.012 -0.103 

Slovak 

Republic 

(SVK) 

(1) -0.706 -0.408 -0.368 -0.432 -0.487 -0.240 -0.155 -0.009 0.000 -0.001 0.000 -0.003 

(2) -0.572 -0.274 -0.196 -0.339 -0.366 -0.185 -0.060 0.072 0.111 0.097 0.044 0.022 

Russia 

(RUS) 

(1) -0.195 -0.194 -0.095 -0.062 -0.065 -0.046 -0.037 -0.044 -0.025 -0.017 -0.012 -0.010 

(2) -0.064 0.456 0.153 0.046 0.003 0.006 0.020 0.001 0.014 0.018 0.015 -0.004 

Romania 

(ROU) 

(1) -0.497 -0.202 -0.062 -0.042 -0.523 -0.443 -0.316 -0.195 -0.074 -0.077 -0.036 -0.017 

(2) 1.247 1.026 0.441 0.279 -0.367 -0.317 -0.201 -0.116 -0.032 -0.023 0.033 0.008 

Portugal 

(PRT) 

(1) -0.035 -0.039 -0.031 -0.025 -0.025 -0.022 -0.024 -0.030 -0.047 -0.068 -0.035 -0.033 

(2) -0.041 -0.069 0.028 -0.009 -0.038 0.028 -0.027 -0.042 0.011 -0.025 -0.010 -0.031 

Poland 

(POL) 

(1) -0.032 0.000 -0.029 -0.011 -0.002 -0.018 -0.062 -0.039 -0.021 -0.018 -0.015 -0.011 

(2) 0.112 0.071 0.028 0.016 0.021 -0.019 -0.028 -0.021 -0.009 0.013 0.011 0.018 

Mexico 

(MEX) 

(1) -0.002 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 0.000 0.000 

(2) 0.008 0.011 0.006 0.001 0.003 0.003 0.005 0.000 0.003 0.001 0.003 -0.001 

Lithuani

a 

(LTU) 

(1) -0.077 -0.109 -0.075 -0.063 -0.063 -0.061 -0.055 -0.050 -0.042 -0.022 -0.009 -0.003 

(2) -0.065 -0.057 -0.028 -0.064 -0.047 -0.037 -0.043 -0.033 -0.018 -0.010 0.016 -0.007 

Korea, 

Rep. 

(KOR) 

(1) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

(2) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

Bulgaria 

(BGR) 

(1) -0.629 -0.253 -0.434 -0.118 -0.066 -0.169 -0.135 -0.058 -0.059 -0.038 -0.017 -0.021 

(2) 0.445 0.190 -0.215 -0.073 0.190 -0.227 0.040 0.057 0.071 0.060 0.169 0.121 

India 

(IND) 

(1) -0.008 -0.006 -0.005 -0.006 -0.005 -0.004 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

(2) -0.002 -0.003 -0.003 -0.003 -0.003 0.000 0.001 0.002 0.001 0.001 0.001 0.000 

Japan 

(JPN) 

(1) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

(2) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

Italy 

(ITA) 

(1) -0.032 -0.034 -0.050 -0.055 -0.042 -0.043 -0.045 -0.034 -0.031 -0.026 -0.018 -0.019 

(2) -0.025 -0.023 -0.039 -0.040 -0.032 -0.042 -0.035 -0.026 -0.022 -0.012 -0.006 0.009 

Ireland 

(IRL) 

(1) -0.245 -0.213 -0.193 -0.173 -0.171 -0.113 -0.119 -0.080 -0.057 -0.038 -0.036 -0.039 

(2) -0.186 -0.182 -0.162 -0.153 -0.127 -0.087 -0.107 -0.069 -0.032 -0.025 -0.041 -0.030 

Brazil 

(BRA) 

(1) -0.021 -0.020 -0.017 -0.011 -0.010 -0.007 -0.003 -0.002 -0.002 -0.002 -0.002 -0.002 

(2) -0.017 -0.013 0.000 0.003 0.015 0.019 0.006 0.009 0.010 0.005 0.004 0.014 

Czech 

Republic 

(CZE) 

(1) 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

(2) 0.010 0.005 -0.002 0.005 0.003 0.001 0.000 0.004 0.003 0.002 0.004 0.000 

Austria (1) -0.008 -0.008 -0.006 -0.002 -0.004 -0.004 -0.005 -0.003 -0.003 -0.003 -0.004 -0.006 
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    1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 

(AUT) (2) 0.013 0.007 0.003 -0.011 0.000 -0.019 0.003 0.000 0.014 0.018 0.001 0.011 

Belgium 

(BEL) 

(1) -0.012 -0.012 -0.017 -0.036 -0.015 -0.007 -0.011 -0.025 -0.025 -0.025 -0.024 -0.024 

(2) -0.024 0.025 0.001 -0.008 0.001 -0.006 0.006 -0.001 -0.001 0.002 -0.015 -0.012 

Germany 

(DEU) 

(1) -0.038 -0.061 -0.022 -0.080 -0.077 -0.075 -0.076 -0.065 -0.059 -0.058 -0.044 -0.021 

(2) -0.027 -0.046 -0.016 -0.074 -0.068 -0.073 -0.065 -0.057 -0.053 -0.044 -0.031 -0.008 

Denmark 

(DNK) 

(1) -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 

(2) 0.001 0.005 0.004 0.000 -0.001 -0.007 0.005 -0.002 -0.011 -0.001 0.000 0.011 

Spain 

(ESP) 

(1) -0.083 -0.079 -0.059 -0.102 -0.065 -0.073 -0.055 -0.057 -0.057 -0.050 -0.039 -0.036 

(2) -0.063 -0.094 -0.042 -0.072 -0.064 -0.048 -0.053 -0.048 -0.020 -0.036 0.003 -0.010 

Estonia 

(EST) 

(1) -0.288 -0.068 -0.122 -0.147 -0.140 -0.103 -0.104 -0.144 -0.179 -0.248 -0.360 -0.145 

(2) 0.612 0.428 0.301 0.121 0.174 -0.134 0.069 0.173 0.120 -0.279 -0.204 -0.225 

Finland 

(FIN) 

(1) -0.064 -0.073 -0.043 -0.074 -0.091 -0.069 -0.082 0.000 0.000 0.000 0.000 0.000 

(2) 0.014 -0.049 0.017 -0.086 -0.096 -0.124 -0.030 0.084 -0.061 0.052 0.061 -0.021 

France 

(FRA) 

(1) -0.012 -0.012 -0.010 -0.009 -0.012 -0.015 -0.012 -0.026 -0.028 -0.021 -0.023 -0.018 

(2) -0.016 0.005 0.004 0.004 -0.002 -0.013 -0.004 -0.022 -0.014 -0.010 -0.015 -0.014 

United 

Kingdo

m 

(GBR) 

(1) -0.077 -0.067 -0.058 -0.056 -0.054 -0.057 -0.080 -0.080 -0.075 -0.065 -0.059 -0.050 

(2) -0.046 -0.027 -0.043 -0.045 -0.010 -0.044 -0.057 -0.068 -0.046 -0.041 -0.038 -0.040 

Greece 

(GRC) 

(1) -0.247 -0.231 -0.178 -0.291 -0.268 -0.152 -0.153 -0.125 -0.110 -0.110 -0.084 -0.060 

(2) -0.213 -0.184 -0.168 -0.252 -0.208 -0.103 -0.112 -0.122 -0.065 -0.101 -0.042 -0.060 

Latvia 

(LVA) 

(1) -0.572 -0.345 -0.29 -0.27 -0.101 -0.792 -0.222 -0.211 -0.156 -0.091 -0.033 -0.029 

(2) -0.224 -0.009 0.096 -0.201 0.033 -0.693 -0.042 -0.039 -0.055 0.058 0.053 -0.08 

Source: Author‘s calculation from the data on www.wiod.org 

Table 1 shows that in most countries, the actual emission intensity is greater than 

the one from the improved solution. Thus, the intensity of emission in most countries 

during the study period can be further reduced by a reasonable structural shift 

accompanied by a reduction in the intensity of within-sector emissions. 

A few countries such as Turkey, Russia, and Romania, have an actual emission 

intensity which is smaller than the emission intensity under the improved solution. 

These countries have been more successful in reducing the intensity of within-sector 

emissions than suggested in the alternative one from an improved solution. The results 

of the difference between the optimal direction and the actual structural change in the 

study of Le and Bui (2016) also show that these are countries that follow the direction 

of the optimal vector in economic restructuring for many years (Turkey: 8/12 years; 

Russia: 11/12 years; Romania: 8/12 years). Therefore, the result of a reduction in 

emission intensity is not only due to the economic structural change towards the 

direction of reducing emission but also due to the great contribution of reducing the 

intensity of within-sector emissions.  

Notably, the four countries with higher emissions intensity in the early years of 

the sample period mentioned above include Turkey, Romania, Bulgaria, and Estonia. 



  

 

 

474 

Table 1 shows that Romania and Turkey (the two countries with highest emission 

intensity in the early years of the sample period but with the same level of emission 

intensity as other countries in the ending years of the sample period) had many years 

of actual overall emission intensity lower than the results obtained from the improved 

solutions. Besides, the study by Le and Bui (2016) shows that these countries still have 

economic structural changes that are quite suitable to the direction of emission 

reduction (both countries have 8/12 years of restructuring towards the direction of 

reducing emission intensity).  

Estonia and Bulgaria also have great efforts to reduce within-sector emissions, 

but research of Le and Bui (2016) shows that these countries have not had many years 

of restructuring towards the direction of reducing emissions, in which Bulgaria had 

5/12 years and Estonia had only 1/12 years that the economy followed the direction of 

reducing emission intensity. Therefore, efforts to reduce within-sector emission 

intensity are not reinforced by the impact of restructuring. That may be the reason why 

these countries do not reduce the intensity of the overall economy‘s emissions to the 

same level as other studied countries. The empirical results show that if one nation 

follows the solution of economic restructuring towards the direction of reducing 

emission intensity developed in this research, and at the same time have efforts in 

reducing within-sector emission intensity, the country will be able to reduce the 

overall intensity of emissions of the economy. 

6. Comments about the formula system (5)-(6)-(7)-(8) 

6.1. Advantages 

The formula system (5)-(6)-(7)-(8) can be applied in planning, analyzing, 

monitoring and evaluating economic and environmental results. The advantages of the 

formula system are: 

Firstly, it helps to continuously compare the actual economic structure with the 

optimal one. Therefore, if a country has a good statistical system, it can use this 

method to monitor economic structural change and gives information for the country 

to make relevant policies. 

Secondly, it helps to find out improved solutions which can be used for building 

socio-economic development targets. 

Thirdly, although not yet tested on experimental data, the approach of the 

formula system is so promising that it can be applied to other economic structures like 

laboral structure, capital structure, etc.  
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Fourthly, it is simple and easy from mathematic perspective and can be used 

without complicated software. 

6.2. Limitations 

There are some limitations of the formula system (5)-(6)-(7)-(8): 

Firstly, the formula system requires a database at the sector level. The improved 

solutions are usually only suitable for the movement of the economy in a short time 

(because the finding step is usually quite small). This is not easy to obtain in 

developing countries with weak statistical systems. 

Secondly, from the formula for calculating the components of the improvement 

plan, it can be seen: 

 ))(),((*

i

t

Yi

t

Yi

t

Y

t

i

t

i DsCCCsDX   

So, the sector with higher share in GDP is the sector that needs to drastically 

reduce the intensity of emissions even though the industry's emission intensity is 

currently either large or small (due to the component )(*

i

t

Yi

t

Yi DsCC  : the more 

share in GDP (Di), the more the sector i need to reduce emission). This is difficult to 

implement for industries with large share in GDP but with very small emissions 

intensity, for example of service sector like education, state agencies and offices, 

finance and banking, insurance, etc. 

Although there are certain limitations, the formula system (5)-(6)-(7)-(8) of 

optimal economic restructure derived in this research can still be well applied for 

making, monitoring and evaluating the environmental and economic plans of the 

economy. Specifically, it can (i) find specific quantitative solutions of a low emission 

economic structure, (ii) continuously check the difference between the proposed and 

the actual economic structure to have information for economic and environmental 

policies.  
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AGRICULTURAL PRODUCTION AND COMMERCIAL 

AGRICULTURE IN SAVANNAKHET PROVINCE, LAOS 

Phouthalath Xayyalath 

National Economics University 

Abstract: 

Lao People's Democratic Republic is located in the center of the mainland in Southeast Asia 

bordering Cambodia, Myanmar, The People's Republic of China, Thailand and Vietnam. The 

country's minimum population is about 7,061,507 people in 2018. The mountainous landscape limits 

the expansion of agricultural development only about 10% of the country's area used for agriculture. 

Furthermore, agricultural areas are dispersed, especially in the mountains in the north. About 50% of 

the arable land supports annual crops, or pastures and grasslands. There are only a few places 

located along the Mekong River and a branch river with large, continuous farmland, especially in the 

plains of Vientiane, in the central and southern river plains in Sayabouri, Khammouane, Savannakhet, 

and Champasak provinces. Although Savannakhet is a relatively flat area for agricultural production, 

most farmers grow crops for export to industrial factories such as rice, maize, cassava, and sugar 

cane. To create products for export, agricultural production is very important for creating income for 

farmers to develop the family economy and improve their lifestyles. However, there is a limit to the 

quantity and quality of production because the farmers lack knowledge and technology to help 

increase their agricultural productivity more. 

Keywords: Agricultural production, commercial agriculture, food production, issue, limited. 

 

1 .Introduction 

Agriculture represents an important development in human history, taking into 

account the agricultural interests and products the company has brought about since then, 

it is debatable whether we must develop into this stage without engaging in agricultural 

development. The most important aspect of agriculture for us today is how our ancestors 

started to do this to provide food to the people.  

Food is an important part of our society, a basic necessity of all living things, 

Agriculture is particularly important because it is our main source of the food supply. 

Besides, agriculture is an essential branch of the economy for most developing countries. 

Agricultural production is the main source of currency for developing countries and the 

currency is needed for the purchase of machinery and equipment for agricultural 

development.  

Agricultural production is the product of agricultural production, farmers can 

respond to food in the city and people in urban areas. Besides, if the farmer can harvest 
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more produce, it will become commercialized, agricultural production will generate 

income for the family. It will make their family development possible and investment in 

farming is increasing every year. The Lao People's Democratic Republic recognizes 

national, regional and international policies in solution to challenges. The country's 

comprehensive development goal has reduced the poverty of XI, achieve the Millennium 

Development Goals fairly to graduate from the national category by the year 2020. The 

main challenge has been recognized today five years of 7
th
 National Economic and Social 

Development Plan (2011-2015) including the need for ―More changeable‖ in farm 

occupation, into the non-farm sector, solving environmental problems and extenuating the 

effects of climate change. One of the seven ―directions‖ of the Plan addresses rural 

development and poverty eradication, the objective is to reduce rural-urban disparities 

between geographic areas and between rich and poor.  

Since 2011 the Ministry of Agriculture and Forestry accepted a strategy for 

agricultural development to 2020. It defines four development objectives: First Improving 

Livelihoods through agriculture and livestock with food security are paramount. Second 

modern agricultural production increased and ―pro-poor green value chains‖ It depends on 

the individual operator and cooperation with the private sector. Third sustainable 

production models include the stabilization of adaptation measures to the environment of 

the local ecology and Fourth Forest conservation to preserve biodiversity and increase 

forest areas for the benefit of rural communities, private and state enterprises.  
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Figure 1: Laos‟s country map 

 

2. Scope and subject of the study 

The study research will consider the agricultural productions of farmers to 

development of commercial agriculture in Laos generally and in Savannakhet 

province, in this research will educate information second data from website 

information related of agriculture in Laos and around the world, from agriculture 

and forest office, from department of agriculture and forest in province, ministry of 

agriculture and forest… particularly in the period of 2010-2018 (based on 

secondary data). Primary data will be collected by a deep interview from 

households who do the agriculture production for commerce. 

3. Overview of research situation 

At present, the area of agricultural production systems in the lowlands and along the 

river banks it is seen to be better than other areas because of the opportunity to access the 

market, and the market has been interlinked to infrastructure (communication and 

transport) there are higher than in upland areas. Agricultural land devoted to farming 

systems on a high in the farm on high ground in terms of soil abundance, ease of 

cultivation and access to technology and inputs right. The development of irrigation 

systems and water management has improved water management is still in the agricultural 

production system is still low. The availability of high-quality agricultural products 

includes; fertilizers, pesticides, seeds, etc., due to the easy access to markets in the 

vicinity, agricultural output is higher. Land production has been improved due to the 

increase in new machinery and equipment. However, working capital and investment 
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through rural banking services and loans have begun to expand. These changes of rural 

economies in lowland areas enable farmers' families to produce surplus agricultural 

products; maintain food security as well as to increase farmers' income by selling the 

surplus in local, provincial and regional markets. Conversely, upland areas in the Lao 

People's Democratic Republic have been disrupted due to poor infrastructure and 

underdeveloped infrastructure, resulting in lower access to markets and reduced access to 

technology. Access to credit markets, technology, inputs and irrigation systems are still 

very low in the combination of upland areas with traditional shear cultivation methods and 

widening of traditional agriculture, resulting in lower agricultural yields; This results in 

food insecurity, reduced farm income, and environmental problems that affect poverty in 

the area. Thus, specific development strategies in highland and lowland areas are needed 

to enhance the differentiation of their agricultural systems. Although the expansion and 

development of the market will be the main goal for both agricultural development, but 

the importance and activities in each area should be different according to the actual 

situation of each region 

 3.1. Research results of commercial agriculture in the world  

Today's trade in agricultural goods is inevitable throughout the world. There are 

many factors that affect the trade process in the agricultural sector. Some countries may 

see rapid economic growth in both developing and developed countries, the introduction 

of new technologies, market expansion, market liberalization, urbanization, fast food 

demand, agricultural population, free policies, and Economic liberalization, bilateral and 

multilateral (Mahaliyanaarachchi and Bandara, 2010). The comparative study is 

describing and analyzing agricultural participation in East Asian economies. Until now, 

the agriculture section is a little attention, which is the foundation of industrial and 

commercial development. Recently, this sector has become the focus of increasingly bitter 

economic disputes, especially over protection and the use of import tariffs (Boestel et al., 

2013). This article provides a brief overview of the major switches in rural development 

that took place in the last half-century. Including the existence is different narratives. The 

continued success of the performance of small farms has come a long way (Ellis and 

Biggs, 2001). It is seen that in the part of organic agriculture products are frequently 

promoted, which is a tourism destination for poverty reduction for small domestic 

producers in developing countries. However, without external support, adoption is slow 

and encouraging and researching sustainable technologies has little impact on its adoption. 

This book offers a common solution for all three aspects. The starting point is that all 
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three areas dealt with corporate, commercial law, corporate governance, and corporate law 

firms, so they were educated from a point of view (Maentysaari, 2012).  

3.2. Research results on commercial agriculture in Laos 

Agricultural production is a significant sector in Lao PDR. It is an important part of 

the total Gross domestic product (GDP) of the Lao population of more than 70-80% is 

involved in agriculture. Nevertheless, poverty is mainly in the agricultural sector because 

of the inefficient agricultural system, because most Lao farmers are knowledgeable about 

subsistence farming only because it is unsupported agricultural environments composite 

inadequate infrastructures (facilities, irrigation, road, etc.) 

However, the level of commercial agricultural production is still very limited in the 

agricultural sector as a commodity, which is the main reason for lower-income for 

farming families and poverty incidence. Therefore, the Party and the Government have 

adopted agriculture as the first priority for development and poverty reduction. An 

importance program of Promotion of Commodity Production Program (PCPP) was 

introduced by the government, after the enactment of the New Economic Mechanism 

(NEM) in 1986. The main focus of PCPP is to support the transition from a livable 

economy to a market by promoting trade in agricultural production. Therefore, in the past, 

the direction of agricultural development policy is still quite common and it does not have 

policy advocacy as with any other sector. On the other hand, many farmers‘ family 

members are unknowingly aware of agricultural production as a commodity that enables 

them to engage in agricultural activities, especially in modern technology that helps them 

to produce. This document is intended to review key issues related to agricultural 

production systems in Lao PDR. Some of the main problems, there are some policy and 

policy implications to contribute to agricultural production development and other 

important issues to ensure that they contribute to increasing household income and 

reducing poverty across the country. 

While global markets and effective market liberalization change across the world's 

agricultural production, small-scale farms in developing countries are at risk of being 

denied the opportunity to produce high value from domestic and foreign markets. Small 

farms usually lack the resources, knowledge, and information to compete in the integrated 

market. In addition, small manufacturers are also hindered by incomplete market data, 

poor infrastructure, and fewer opportunities to reach buyers in the chain marketing system 

these disadvantages are important for low income and poverty found in developing 

countries, where small farms have influence over the agricultural sector. In the agricultural 

sector, almost half of the country's gross domestic product (GDP) and 77% of the national 
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labor force according to the United Nations Development Program/National Statistical in 

the Lao People's Democratic Republic (UNDP/NSC, 2006). The agricultural sector in the 

rice production sector is one of the most important economic activities of all agricultural 

products and one-fifth of GDP. It can be said that almost all of the country's agricultural 

output is produced in the agricultural sector in small families. Despite the importance of 

agriculture to the national economy, poverty in Lao PDR is very vulnerable in small farm 

families. Approximately 87 percent of the country is the poorest in the household is led by 

farmers (NSC, 1999). 

Although the enactment of the New Economic Mechanism (NEM) in opening the 

country for marketing, market integration is still low, there are not exact marketing 

conditions in 1986. The majority of farmers practice specific rice cultivation and lack 

access to the support they need to improve their production and income. Access to the 

market of farmers is still limited, because of poor infrastructure, inadequate market 

knowledge and traditional limited marketing systems that are controlled by a limited 

number of traders (MPDF, 2004). Overall, in Lao PDR, most are an agricultural economy, 

which contributes 51% of GDP. It covers 1,880,000 people involved in agricultural 

production. In recent years, in Laos, there has been a major agricultural survey that shows 

the basic features of the Lao agriculture system. During the survey, it is possible to 

indicate that 79.7 percent of the population is involved in farming. The average 

landholdings are 1.62 ha, with 27% of households having 2ha or more and 36% less than 

1 ha. With the survey, about 97 percent of farmers own their own land. Approximately 

93% of the area of rice production is for the production of glutinous rice, which is a living 

plant for domestic consumption. Planting trees is another important part of Lao 

agricultural life. About 23 percent of these farms have mango trees, coconut trees are17 

percent, banana trees are 17 percent, jackfruit trees are 11 percent and tamarind trees 

are11 percent. Participate in aquaculture and 71 percent do other fishing activities. 31 

percent of farmers have 48% cattle, 49% pork (73 percent in the case of Hmong people) 

therefore, only 6% of farmers sell their products and 35% sell agricultural products from 

production. This means that most farmers (59%) are involved in sustainable agriculture 

the main base of farmers in the production of glutinous rice for local consumption. 

In many agricultural producers, the top five most important crops in Laos are rice, 

vegetables, beans, sugarcane, starchy roots, and tobacco. Since 1990, in the top 5 varieties 

of plants, vegetable and bean production grew at a faster rate; followed by sugarcane. 

Over the last decade since 1990, rice production has increased by 47.9%. Among 

agricultural products are agricultural products as cash crops such as sugarcane, beans, 
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peanuts, tobacco, soybeans, tea, coffee, and cotton. Because most of the agricultural 

production is also based on nature, therefore, the agricultural sector is a product of Lao 

exports agricultural productions are not high quality, as a result, the country's foreign trade 

market is still limited. The main export products from Lao agriculture are plywood, 

timber, lumber, wood, and coffee. Major agricultural imports are sugar, condensed milk, 

and long grain rice. 

3.3. Overall information of Savannakhet province 

Savannakhet Province is located in central Lao People‘s Democratic Republic (Lao 

PDR), among 470 km southeast of Vientiane Capital. It shares borders with Khammuane 

Province to the north, with Saravan Province to the south, with Quang Tri Province of 

Vietnam to the east and with Mukdahan and Nakhon Phanom Provinces of Thailand to 

the west. Savannakhet Province has a total land area of 21,774 km
2
. About 90% of the 

area is flat land and about 10% is considered mountainous, located in the eastern part of 

the province. Savannakhet Province is rich in natural resources, including agricultural 

land, forests, rivers, mineral deposits and biodiversity (which will be discussed in greater 

detail in the sections below). According to statistical data provided by Savannakhet 

Provincial Agriculture and Forestry Office (PAFO), the province has a total agricultural 

land area of about 1.5 million hectares (ha), representing about 68% of the total provincial 

land area. However, a large share of this agriculture land is considered to have low 

fertility. Currently, about 209,589 ha, representing only approximately 14% of total 

agricultural land, or about 9.6% of the total provincial area, is in use for agriculture 

production. The remaining 86% of Savannakhet agricultural land is not yet utilized for 

any purpose. 

During in the past five years, governments, ministries, ministries, local and local 

governments Lao PDR has focused on developing agricultural production to become a 

commodity-based on the planned, to encourage farmers to earn income in the family 

economy, it is also another way to help the people escape poverty, In guiding the 

agricultural and forestry sectors in the agricultural production process, providing 

agricultural products and production to ensure the supply of raw materials to the 

processing industry, to meet the demand for agricultural products within the agricultural 

sector and to grow rapidly to enhance the export of agricultural commodities. Parts of 

manufacturing and manufacturing have been restructured with increasing economic 

benefits. However, it has been supporting stable growth, in agricultural production, even 

under limited developmental conditions. Over the past five years; the value of agricultural 

production in the sector has increased by 3.4% per year. 
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Figure 2: Savannakhet Province 

 

3.4. Key findings of the research 

Agriculture can play an important role in contributing to economic growth, through 

agricultural production and job creation as a result of its linkages with the rest of the 

economy. Consequently, it can play a significantly role in reducing poverty (Pfunzo, 

2017), explores the feasibility of restoring international competitiveness and growth in 

African agriculture through the identification of products and production systems that can 

underpin rapid development of a competitive commercial agriculture (Morris et al., 2009). 

The comparative nature of this study will be very useful and will further the thoughts and 

debates on competitive commercial agriculture for many parts of the world (Ekasingh et 

al., 2007). Production will have to have increased massively, but also labor productivity, 

requiring a vast reduction in the proportion of the population engaged in agriculture and a 

large move out of rural areas (Collier and Dercon, 2014). Efficient pre- and post-harvest 

services are essential if small farms in high potential areas are to intensify production, 

contribute to economic growth, and reduce poverty (Poulton et al., 2010). Commercial 

agricultural production is likely to result in welfare gains through the realization of 

comparative advantages, economies of scale, and from dynamic technological 

(Gebremedhin and Jaleta, 2010). Policies for the commercial transformation of 

smallholder agriculture are often aimed at promoting household market participation 

(Gebremedhin and Jaleta, 2013). 
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Agricultural production naturally 

Native agricultural production is the use of traditional tools in agricultural 

production and used for agricultural production, mainly based on natural products since 

our country has been independently released. Initially our party - government used the 

natural economy and semi-natural is the foundation of the national economy. So the 

national economy is not growing, because of the economy, based on nature in agricultural 

production, is a recent economic downturn compared to the present. Because it is based 

on natural resources, mainly in agricultural production such as natural rice cultivation and 

agriculture is largely based on nature. 

Thus, the national economy is not growing. Since the change of direction of the 

Party and the government, the importance of agricultural work is to grow the 

economy. It uses the market economy and turns into a modern industry. In order to 

make the national economy grow so that the nation can escape from the least 

developed countries by 2020. 

Commercial agriculture production 

Commercial Agricultural production is a product of agricultural production for 

commerce, and the production a lot of goods are aimed at quantity and quality of 

products. It is a productive use less time for consuming the product of high quality, 

therefore, the process of production is less productive, less time spent on production. But 

it produces a lot of production and produces good quality accurate to consumer demand 

standards and targeted for marketing. The use of modern science-technology science and 

technology along with natural resources and human resources with wisdom, knowledge, 

skills, and labor into production. Another important thing is keeping the environment 

clean and can be used all the time. 

If commercial agricultural production becomes more productive it will make 

people's lives better and have other developmental conditions. It will make the livelihood 

of farmers better and other developmental conditions improve gradually. Because most of 

our countries live mainly in agriculture the main income of the people in the country is 

largely due to the majority of agricultural production. Therefore, the agricultural sector is 

part of the national income and some raw materials are produced from agricultural 

production to supply raw materials to industrial factories to produce materials for 

domestic consumption and export. It is not only an opportunity for growing agriculture, 

but it will also make the industry more developed. 
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The importance of agricultural production 

Agricultural production is a sector in the national economy. It covers areas of 

cultivation and animal husbandry. So, agriculture is one of the most important sectors 

in the national economy, so we take the top priority because it is an important part of 

the national economy. Farming is covered by farming - animal husbandry which 

operates agricultural produce production along the plain in the rural areas is mostly at 

present, the agricultural sector in the country is one of the most important sources for 

policymaking in line with the national economic growth. In addition, agricultural 

production is the production of raw materials and food for domestic consumption and 

export. Because the agricultural sector is a part of supplying raw materials to industrial 

factories, improving the living conditions of the people, and gradually improving the 

national economy of Laos.  

4. Review of commercial agricultural production in Savannakhet province 

4.1. Food production of Savannakhet province 

Production is the potential of Savannakhet Province from 2015 to the present. 

Savannakhet province can be self-sufficient and also available as a product, on average, 

the total production of rice in 5 years is not less than 600,000 tons per year, rice 

production increased from 613,728 tons per year in 2015-2016. In 2016-217, it can 

produce rice about 775,644 tons per year and in 2017-2018, it can produce rice up to 

910,920 tons per year. Compared to the 7
th
 five-year plan (by 2019), it will produce 

878,835 tons per year). Compared to the year 2014, there was an increase of 15.45%. The 

average per capita rice paddy production is around 864 kg/person/year. The five-year 

plans of Savannakhet are 806 kg/person/year). Which can be stored and sold for 

approximately 348,308 tons/year. Rice production capacity has grown from 3.49 tons/h in 

year 2016 to 3.55 tons/h in year 2017 and 4.17 tons/ha in the year 2018, an average of dry 

season rice production around 4-4.5 tons/year. 

From 2015 to 2019, rice production can reach an average rice area of 170,000 

hectares per year. The average yield of rice production is not less than 600,000 tons 

per year, in dry season, an overage rice area production will be not less than 300.000 

hectares per year, in average, and the yield of rice production is not reduced by 

135,000 tons per year. 

The rice production process utilizes improved rice cultivation in the rainy season up 

to 95% and 100%. Most varieties can be expanded from the Thasano Plant Breeding 

Center and the Seed Production Plant, the Seed Production Group in each of the 24 
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townships, the Thasano Center can afford quality rice seeds to farmers in the seasoned 

rice were 1,350 tons/year and in the dry season rice around 450 tons per year. It is also 

possible to research new varieties with market demand, such as Thasano sticky rice 

varieties Thasano 7, Thasano 8, Thasano 9 and Savan rice seed. In addition, farmers have 

introduced mechanical techniques into the production and expansion of large areas of 

farming so that the annual production of agricultural production increases. Especially is in 

districts areas such as Xayphouthong, Xabouly, and Champhone. In addition, the use of 

rice cultivation techniques uses new techniques in expanding production. 

4.2. Agricultural production for various food 

Over the past five years, as seen in the expansion of supply for domestic 

consumption, in the area of production 38,168 hectares, which can produce the 

agricultural output of 474,329 tons, compared to 2015 increased 20.03%. The productivity 

of vegetable gardens grew 16.40%, most of which was organic farming of local farmers 

such as Phakha village, Xok village, Phonesim village, in Kaisone district, Lieanxai 

village, Atsaphangthong district and Baungthala village Phalanxay districts.  

4.3. Commercial agricultural products of Savannakhet province 

Common agricultural products addition, farmers also produce agricultural 

products by setting up a group of agricultural producers, to date. The province has a total 

of 506 agricultural groups, with 35,387 families, there are 34,298 hectares of the 

production area, comprising 543 villages with 35,287 farmers in 15 districts of 

Savannakhet province. It covers 4,275 families, with a production area of 8,550 hectares, 

which can produce rice for commerce up to 41,000 tons of agricultural products. The most 

cultivated areas are the villages Phonmuang Village, Yodhaubak village, Hauythod 

village Champhone districts. Farming products are listed as follows: 

Rice production: the average rice production over the past five years is not less than 

600,000 tons per year with an output of 613,728 tons per year in 2015-2016. It is output 

765,156 in 2016-2017, and which can produce 910,920 tons per year, in 2017-2018. It is 

around 10.34% of the plan of 5 years. 

Sweet corn production: sweet corn production from 11,137 tons in 2015-2016, it can 

produce 12,865 tons/year, in the year 2016-2017. It can produce 13,300 tons, in 2017-

2018 compared to the 5-year plan (3,000 tons/year) exceeding the plan of 1,859 tons. 

Cassava production: cassava production in the year 2015-2016, which can produce 

30,758 tons/year, it can produce 35,000 tons per year in 2016-2017, and in 2017-2018, 

which can produce 80,520 tons per year. Compared with the plan of 5 years (12,000 
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tons/year), the plan has exceeded 68,500 tons/year. It includes Xephone districts, Nong 

district, Phin district, and Vilabuly district. 

Sugar cane production: the sugar cane industry has been able to produce 670,000 

tons per year in 2015-2016, in 2016-2017; sugar cane production is 750,200 tons/year. In 

2017-2018, sugar can produce 860,024 tons (The company can grow 594,144 tons). 

Compared with 5 years (1.2 million tons), achieved 71.66% of the planned, the largest 

producer of sugarcane areas are Xaybouly district, Atsaphangthong district, and 

Othomphone district. 

Tobacco production: In the year of 2015-2016, tobacco production can supply to 

Industry Company around 2,422 tons/year, to become 2,840 tons per year, in the year 

2016-2017. In 2017-2018, the production of tobacco was 3,310 tons/year. Compared to 

the 5-year plan (2,200 tons/year), the plan has exceeded 1,100 tons/year, the most 

cultivated areas are Xabouly district, Xaybouly district. 

Watermelon production: The yield of watermelon is increasing every year, as 

consumers and market demand, in the year of 2015-2016. It is possible to produce 30,192 

tons/year of watermelon, which can produce 33,214 tons per year in 2016-2017, and in 

2017-2018 can produce 39,208 tons/year of watermelon. Compared to 5 years plan 

(34,000 tons/year), the plan was implemented at 5,203 tons/year. 

Figure 3: Agriculture production in Savannakhet province 

Agricultural production as an export commodity 

Rice production is exported: The number of rice for export is encouraged to support 

farmers to produce rice, especially for Savannakhet rice, with quality produce in a 

0%

20%

40%

60%

80%

100%

Rice Cassava Sweet corn Sugar cane Tobacco Watermelo

n

2018 910,920 80,520 13,300 860,024 3,310 39,208

2017 765,156 35,000 12,865 750,200 2,840 33,214

2016 613,728 30,758 11,137 670,000 2,422 30,192



  

 

 

491 

condominium area of 18,000 hectares, To achieve the production of 54,000 tons per year 

and by 2020, it is necessary to extend the cultivation area to 35,000 hectares, And will be 

able to produce 105,000 tons of rice, focusing on the use of agricultural techniques in 

accordance with local conditions. Improve the area of small-scale rice fields to become a 

large field, expanding and diversifying materials, using mechanical input into rice 

production, Developing 3 varieties of rice seed to 1,080 tons/year. It needs to expand 540 

hectares of production area. 

The detailed production details of the investment companies:  

- Planting sugarcane of Mitr Lao Company: There is a concession area of 10,000 

hectares, a concession period of 40 years (Since 2006), planting 7,517 hectares and 

promoting people in the form (2 + 3) of 78 families, about 294 families have a total area of 

5,280 hectares which can grow up to 3,273 hectares. In 2015-2016, the company aims to 

produce sugarcane production to support the company. It can produce 400,000 tons, with a 

further 4,573 hectares of sugar cane cultivation. Promote 389 hectares of additional people 

(2 + 3), it will help farmers to have more jobs and can be expanded to 428 hectares to 

produce 41,000 tons of VHP sugar, it produces 7,000 tons of DCR sugar, and produce 

molasses 18,000 tons. In addition, it is possible to use the waste yarn to generate electricity 

for 12,800,000 kwh, and electricity to the state enterprise's 5,000,000 kwh; To comply with 

the policy to grant the land in the company's sugar cane production contract. The State 

Department of Agriculture and Forestry of Savannakhet have plans to find agricultural land 

for additional companies in a 2,483-hectare area. With the promotion of people in the form 

(2 + 3), set out in 4 districts: Xaybouly district is 800 hectares is covered 40 villages, 

Atsaphangthong district covers 40 villages, Champhone district is cover 15 villages. With a 

plan to invest in one hectare of sugar cane, the cost is 15,000,000 kipper hectare, the total 

value of the investment is 37,245,000,000 kip within 2,483 hectares, The state will use the 

investment budget (about 100,000,000 kips), In organizing groups and associations in sugar 

cane plantations such as seminars, training, and others.  

- Planting sugarcane of Savan Sugar company is a concession area of 10,000 

hectares, a period of 40 years (since 2006). There is an office located in Aspinthong 

district of Savannakhet province, to date. The company has been able to grow sugarcane 

for supplying sugar cane to industrial factories to produce sugar as a commodity for 

export. It is possible to allocate 5,053 hectares of sugarcane plantations. It can grow up to 

3,574 hectares and it is necessary to further expand the production area are 4,947 hectares, 

it will be complete in the number of signed contracts with the government. The company 

plans to expand its cultivation area by 756 hectares between late October and December. 
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The sugar cane production is in the rainy season for sugar cane farmers (Contractor). It 

will expand the cultivation area of 560 hectares. In addition, the company sets a goal to 

encourage people to plant around 313 hectares, a total of 65 families expect that in the 

harvest season to supply cane to the factory in 2015-2016. It will be produced around 

140,000 tons. And a high-quality sugar product of 18,060 tons will have molasses 

(molasses 5,600 tons). In order to respond to the land as a contractual company, the public 

sector is the Department of Agriculture and Forestry. The plan will provide a further area 

of 4,947 hectares. By encouraging, farmers will grow in the form (2+3). Determine are 2 

districts: Atsaphangthong district is 2,500 hectares, covering 32 villages and Phalanxay 

district are 2.447 hectares cover 35 villages, 

With a plan to invest in one hectare of sugar cane, the cost is 15,000,000 kip per 

hectare, the total value of the investment is 742,050,000 kip within 4,497 hectares, and the 

government will use the investment budget. In organizing groups for producing sugar cane 

production and associations in sugar cane plantations such as seminars, training, and others. 

- Cassava production: In the cultivation of cassava as a commodity, there are 07 

companies involved in promoting cassava cultivation. Which has set the area for growing 

potatoes to supply pulses for export is comprised of 4 districts: Phalanxay district, 

Sonbouly district, Atsaphangthong district, and Champhone district. It covers an area 

1,761 hectares. Phalanxay district is cover area 1.005 hectares and Sonbouly district is 

cover area 756 hectares.  

- Rubber tree plantation: in the rubber plantations in Savannakhet, there are 11 

companies covering 6 districts as such: Phine district, Xepone district, Nong district, 

Phalanxay district, Atsaphone district, and Othomphone district. With a total area of 

14,278 hectares of rubber tree plantation, in rubber tree plantation farm (2 + 3) there are 

about 1,095 hectares. 

5. Limitations of previous studies and issues that need further study 

5.1. Limitations of previous studies 

In restricting agricultural production as a commodity, especially for rice production 

in the wet-season rice and dry- season rice. It is found that some years cannot be as 

planned, which is caused by internal factors and external factors as such: Natural disasters, 

floods, droughts, fluctuations in oil prices, volatility of electricity. The irrigation system is 

damaged, the source of water to provide for agricultural production is not enough to meet 

the demand for agricultural production. 
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In the rainy season each year, the climate conditions have changed some rainy, rainy 

seasons, maybe even dry, maybe a flood. Therefore, harvesting is not as planned and the 

quality of production is as good as it should be.  

Most of the area of agricultural production is not yet abundant, suitable for 

agricultural production, which will result in the harvesting of agricultural products not as 

planned. Therefore, in the agricultural production of farmers, there is a need to use 

fertilizers in the production of agriculture, and the use of fertilizers in production is not 

technically feasible, because farmers often lack knowledge of the use of fertilizers in soil 

improvement. 

Most farmers do not yet have access to credit, marketing, In the case of agricultural 

production; there is no exact market support. Therefore, as a result, most farmers do not 

have the motivation to produce agricultural products for trade. 

Improvement of the baseline schemes on the propagation of the plant, the basis of 

the use of techniques for research into cultivation, to develop into more productive and 

better quality. In rural areas to address poverty reduction, to create a career in agricultural 

production for people living in rural areas, create a potential focus on agricultural 

production to become a commodity, it has not been given as much attention. 

The promotion of science-based technology into a production base, it is still a 

theoretical aspect; it still lacks real practical demonstration of agricultural production. 

5.2. Issues that need further study 

Transforming agricultural production structures in the direction of transforming into 

modern industries, which are related to the processing of agricultural produce and 

marketing. Let it work together with agricultural production and improve production by 

getting involved in all economic sectors. Let it be like the other industrial production 

lessons. As a condition of creating a potential for the agricultural sector to become more 

productive and to develop better quality. 

Improve coordination among relevant sectors, including at the central and local 

levels such as industry and commerce, finance - banking, Public Works and Transport. Be 

strong and help each other and it is an important factor in encouraging agricultural 

production to become a commodity. 

Agriculture development needs to focus on the development of potential rural areas 

and the special focus of the site, the area of cultivation, the advantages and opportunities 

by utilizing the potential of natural resources. Diversity of agricultural ecosystems, 
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political stability and the diligence of the farmers of Savannakhet province. In order for 

the agricultural sector to be defined as the food production and production of agricultural 

products to the quality, consumer needs, and market demand. 

6. Conclusion 

This document is a study of agricultural production in Savannakhet province, the 

role of agriculture production is very important for creating income for farmers to develop 

the family economy and improve their lifestyles. Therefore, in agriculture production to 

ensure nutrition and food security in Savannakhet province, agricultural production has an 

important to the development of the economy and society to be civilized. So, Savannakhet 

is a province with a large land suitable for agriculture. Therefore, Savannakhet 

Agriculture and Forestry Department is committed to encouraging farmers to turn 

agricultural production into a commodity to generate income for their families. However, 

agricultural production in Savannakhet province is still limited. Most farmers still lack the 

technical knowledge to increase their productivity and Lack of knowledge on using 

technology to help increase agricultural productivity. Most farmers are planting during the 

rainy season based on natural principles, thus resulting in less productive production.  
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Abstract: 

The overall objective of this paper is to assess the cost of severe drought in 2015/2016 in two 

communes of Khanh An and Khanh Hung in Ca Mau province in Vietnam, based on various 

valuation methods including market price method, avoided cost method, replacement cost method, 

cost of illness and benefit transfer. The economic cost of drought in Ca Mau was estimated at 26.13 

billion Vietnamese dongs, of which lost of household welfare has the highest share in total drought 

impact comparing with others. The results of the economic valuation of drought impacts in Ca Mau 

demonstrate the importance of drought risk management and therefore it is necessary to raise 

awareness among decision-makers, policymakers, and the public society. 

Keywords: Drought impact, economic cost of drought. 

 

1. Introduction 

Vietnam‘s long coastline, geographic location, and diverse topography and climates 

contribute to its being one of the most hazard-prone countries of the Asia-Pacific region, 

with drought, severe storms and flooding, in particular, responsible for economic and 

human losses. Given that a high proportion of the country‘s population and economic 

assets (including irrigated agriculture) are located in coastal lowlands and deltas, Vietnam 

has been ranked among the five countries likely to be most affected by climate change
33

. 

Over the past two decades, disasters in Vietnam have caused more than 13,000 deaths as 

well as property damage in excess of $6.4 billion
34

. Climate change is projected to 

increase the impact of disasters, especially the timing, frequency, severity, and intensity of 

hydro-meteorological events. In 2015-2016, Vietnam was impacted by the strongest 

drought in the past 90 years, induced by the El Niño climate event that at its peak. 

                                           
32
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Vietnam‘s 2015/2016 drought and associated saltwater intrusion (SWI) offer a preview of 

what could become the new normal and make clear the need to take action to ensure the 

country‘s economic and societal well-being. According to the Ministry of Agriculture and 

Rural Development (MARD), 18 provinces were severely affected, resulting in direct 

economic losses of Vietnamese dong (VND) 15,032 billion (about US$674 million), 

representing 0.35 percent of national gross domestic product (GDP) and resulting in 

negative agricultural growth for the first time in decades. Years with a strong El Niño 

cycle are commonly associated with lower and erratic rainfall in the South of Vietnam and 

are seen as a key contributing factor to drought in the country.  

Drought has the potential to reduce food productivity by 20-30% in Vietnam and is 

known to threaten people‘s livelihoods and food security. Beside economic impacts, 

drought also has social and environmental impacts to the affected areas. In recent years, 

droughts have occurred in all regions of the country successively. The crisis revealed an 

urgent need for the Government of Vietnam (GoV) to take immediate and long-term 

actions to address the critical gaps in disaster preparedness and to adopt a holistic and 

integrated approach toward a resilient future for people and their livelihoods. In order to 

have a policy framework to early action, it is necessary to assess all the impacts of 

drought. The paper, by using data of two districts of Ca Mau province which is typically 

the most drought prone region due to the traditional pattern of El Niño, aims to list out all 

economic impacts of drought and calculate the cost of drought in economic aspects which 

can be used as a baseline information to mitigate negative impacts of drought in Ca Mau 

in particular and Vietnam in general. 

2. Drought impacts and methodology to calculate economic cost of drought 

2.1. Drought Definition 

Drought is a recurring climatic phenomenon that is caused by the deficiency of 

precipitation over a certain period of time, leading to a water shortage for human activities 

and environment. Drought is not simply dry condition characterized by low precipitation 

and high evapotranspiration. It would be defined as a moisture condition that is below the 

normal condition or lower than expectation (Wilhite and Glantz, 1985). Drought is also 

different from floods, storms, and earthquakes because it is long duration event and 

difficult to identify (Wilhite, 2000).  

Drought is one of the worst disasters in the world. From the international disaster 

database (CRED EM-DAT database), it was observed that during 1970-2012 droughts 
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accounted for only 6% total number of natural disasters, but it caused 35% of deaths and 

8% of total economic losses (WMO, 2014).  

Drought can be classified into four groups based on basic approaches to measuring 

drought: (i) meteorological, (ii) agricultural, (iii) hydrological, and (iv) socio-economic. 

The characteristic of each kind of drought can be summarized as follows:  

Meteorological drought is defined by the degree of dryness compared to normal 

condition (average or expected amount) and the duration of the dry period. The 

meteorological drought definitions differ from region to region because the meteorological 

conditions which cause the precipitation deficiencies are variable around the world.  

Agricultural drought is phenomena when soil moisture is insufficient, and which 

leads to a reduction of agricultural production. It is identified by analyzing the properties 

of soil moisture and biological characteristics of plant during different stages of crop 

development.  

Hydrological drought is identified by the shortages of surface or subsurface water 

supply as a result of the meteorological drought. It often has delay sometime after 

meteorological and agricultural drought. Hydrological drought needs to be considered in 

river basin scale because hydrological drought in an upstream part of a river may have 

impacts on stream flow at a downstream, even though meteorological drought does not 

occur in this part of the basin.  

Socio-economic drought can be defined when water demand for good productivity 

exceeds supply as a result of a weather-related supply deficit.  

Although the definitions of four types of droughts are different, they are all water 

deficit phenomena related to precipitation reduction. Figure 1.1 shows the relationship 

between four types of drought in a time sequence. Precipitation deficiency and high 

temperature over a certain period cause a meteorological drought. If meteorological 

droughts last long enough, it would lead to shortage of moisture in the soil, posing a stress 

to plant water which results in agricultural drought. Soil moisture deficiency, 

subsequently, causes the reduction of stream flow and groundwater level which 

characterize the hydrological drought. Finally, socioeconomic drought occurs as a 

consequence of a prolonged agricultural and hydrological drought. Sequentially, 

agricultural drought happens after meteorological drought, so, agriculture is the first 

economic sector affected by drought.  
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Figure 1: Sequence of drought occurrence 

 

Note: Adapted from National Drought Mitigation Center (NDMC, 2016), University of 

Nebraska-Lincoln, USA. 

2.2. Drought impacts 

According to NDMC, drought often creates a complex set of convoluted impacts that 

can be either direct or indirect. Direct costs of droughts refer to losses in resource-based 

sectors like agriculture (e.g., reduced crop and livestock production), losses related to 

reduced water availability (e.g., water-providing companies, hydroelectric production, water 

transport), and damages on buildings and infrastructure due to ground subsidence. The last 

category has received particularly little attention in the literature. A reason may be the lack 

of data on damage from subsidence. Indirect costs from droughts occur as a consequence of 

biophysical impacts on the economy as a whole, that is, through changes in resource-based 

activities on the rest of the economy. They hence often occur later than direct costs. These 

include increased unemployment, changes in prices of food and timber, trade losses, 

reduced tax revenues, or losses in economic sectors indirectly related to droughts (e.g., food 

industry). Non-market or intangible costs of drought are costs associated with 

environmental, health, and social impacts of droughts. Environmental costs of droughts 

embrace damage to wildlife and fish habitat, animal disease, loss of biodiversity, loss of 

wetlands, deteriorated water and air quality, reduced quality or loss of recreational sites, and 

aesthetic impacts. Health costs primarily refer to an increased risk of diseases, malnutrition 

and famine due to food shortages. Social costs of droughts involve loss of human lives, 

migration (usually from rural to urban areas), social conflicts, changes in income 
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distribution, and social welfare losses due to restrictions of water supply in households (e.g., 

prohibition of water use for swimming pools, gardens, or car washing). 

Drought impacts are classified into three major categories: (i) economic impacts, (ii) 

environmental impacts, and (iii) social impacts (NDMC 2006). Economic impacts may 

include agricultural losses, loss of revenue for recreation and tourism, loss of revenue for 

small businesses, and a range of other impacts. In terms of economic impacts, agriculture 

is the most vulnerable sector among all the economic sectors. It is estimated that over 80% 

of the drought damage and losses were in agriculture, mainly livestock and crop 

production (FAO, 2016). Environmental impacts may include disruption of area 

hydrology, damage to plant and animal species, and increased number and severity of 

wildfires. Social impacts may include health issues, increased conflicts among water 

users, and public dissatisfaction with government drought response.  

2.3. Methods for economic cost of drought’s assessment 

It is important to note that there is no standard terminology or categorization of 

drought costs in the existing literature. Moreover, various proposed cost categories 

overlap or are ambiguous. 

Economists prefer to use direct, observable market interactions for placing a 

monetary value on goods and services whenever possible (NOAA, 2011). Methods that 

are consistent with the market valuation approach include the market price method, 

production function, avoided cost approach, and replacement or repair cost approach. 

They are particularly useful for assessing direct costs of drought but can also be used for 

estimating certain indirect costs. 

3. Data 

3.1. Overview of Ca Mau province and the two pilot communes 

Ca Mau province is located in the Mekong delta in the southernmost tip of Vietnam. 

This area is typically the most drought prone region due to the traditional pattern of El 

Niño. The area is comprised of 8 districts and on provincial city, Ca Mau city. The area 

hosts a population of over 1.2 million people who are strongly engaged in the agriculture 

sector and the extensive network of canals also supports a strong fishing culture. In this 

province, two key agriculture areas have been selected for assessment study: Khanh Hung 

and Khanh An communes.  

Khanh Hung commune 
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Khanh Hung commune is in Tran Van Thoi district and located along Doc river 

dykes. The commune is divided into 15 villages and has total population of 17,698 people, 

equivalent to 4,442 families. In total, there are 964 vulnerable households, accounting for 

22% of the total number of households in the commune. 10% of the households in the 

commune are ethnic minorities, most of whom are Khmer ethnic. 

The area is severely affected by acid-sulfate contamination and saline intrusion as 

consequence of drought. Rainwater is only water source of the commune for drinking, 

cooking as well as agricultural production. Rainwater storage is common practice in the 

province, particularly in this commune. Around 70% of households are engaged in 

agricultural production, primarily rice plantation, and the remaining 30% are involved in 

petty trade or wage labor. The Table 1 seasonal calendar provides a snapshot into the 

agricultural practices of the commune.  
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Table 1: Seasonal calendar for Khanh Hung commune 

KHANH HUNG COMMUNE 

Month Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Climate Dry season Rainy season  

  Dry well          

   Purchase water         

Lean season      Lean season    Lean season 

Drought impact   Agriculture         

  Livestock         

Main crops 

Rice Growing Harvest   Sowing Growing Harvest   Sowing Growing 

Banana Harvest twice a month 

Cash crop      Mostly for family consumption/continuous harvest 

Coconut All year round 

Livestock 

Duck                

Khanh An commune 

Khanh An commune neighbors with Ca Mau city and is divided into 18 villages and has total of 3,956 households, equivalent to 17,926 

people. There are 263 vulnerable households in the area, making up 6.87% of households. The commune has total of 5,200 hectare of 

agricultural and aquaculture land divided into 3 areas of shrimp rice farm, rice field with fresh water and can cultivate two crops per year and rice 

field where is in forestry areas and severely contaminated by acid-sulfate - harvests only occur one a year. The Table 2 offer a seasonal overview 

of the area. 
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Table 2: Seasonal calendar for Khanh An commune 

KHANH AN COMMUNE 

Month Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec 

Climate Dry season Rainy season  

 Dry well          

  Purchase water         

Lean season      Lean season      

Drought impact Agriculture        

Aquaculture        

Main crops 

Shrimp rice           Desalination Sowing Growing Harvest   

Rice (in forestry land)                     

Rice (in freshwater)                         

Shrimp               
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3.2. Identification of drought impacts 

The analysis of documents and reports of research institutions and authorities served 

as a starting point for the team to determine how 2015/2016 drought most greatly impacts 

in Ca Mau. It is evident from the reports and responses of households in Ca Mau are 

concerned most about drought impacts on agriculture, household welfare and water 

shortage; therefore, these impacts serve as the primary focus. On the contrary, there were 

fewer reports concerning impacts on plant and animal life, and health and sanitation. 

Nonetheless, some less frequently reported impacts were investigated further because 

little information is available about those impacts (see Table 3).  

Table 3: Identification of potential impacts of drought assessed in the study 

Category  Impacts Indicators Measurements 

  Monetary Non-

monetary 

  

Social 

Migration  IM but 

NV 

Number of seasonal 

migrations 

Benefit transfer 

method from other 

studies 

Education  IM but 

NV 

Number of kids 

drop out of schools 

Benefit transfer 

method from other 

studies 

Economic 

(household 

livelihood, 

income, 

water) 

Health 

impact due 

to the water 

shortage 

and poor 

sanitation 

 x Increase in number 

of cases suffered 

from water borne 

diseases including 

diarrhea, dysentery, 

HFMD, dengue 

Economic health costs: 

- Cost of medicine and 

treatment 

- Opportunity cost of 

patient (work-off days 

due to illness) 

- Opportunity cost of 

relatives who takes 

care of the patient 

(work-off days due to 

taking care of patient) 

 IM but 

NV 

Decrease the 

working 

productivity due to 

poor health 

condition 

Change in labor wage 

and earning 

Loss of 

welfare 

x  Decrease in 

household welfare 

Change in welfare 

Debt/loan 
IM but 

NV 

 Increase the debt 

and loan 

Cost to cover interest 

rate 
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Category  Impacts Indicators Measurements 

Increase the loan 

duration 

Payback time and 

money 

Cost for 

water use 

(drinking 

water) 

x  Amount of drinking 

water shortage 

Time for water 

collection 

Cost for water (change 

in water price in 

normal and drought 

season) 

Opportunity cost of 

water collection 

Food 

security 

IM but 

NV 

 Increase food price Change in food price 

in normal and drought 

season 

Economic 

(agricultural 

production 

and crops) 

Loss of 

crops (total 

lost) 

x  Agricultural land 

totally affected by 

drought 

Loss of income due to 

loss of crops 

Decrease of 

crops 

productivity 

IM but 

NV 

 Agricultural land 

partially affected by 

drought 

Loss of income due to 

decrease in 

productivity of crops 

Cost for 

crop 

watering 

and 

irrigation 

IM but 

NV 

 Time spent of crop 

watering and 

irrigation 

Time cost of crop 

watering and materials 

Cost for 

decrease of 

quality of 

irrigation 

system 

IM but 

NV 

 The length of 

irrigation 

system/canal 

depredated  

Cost of canal 

rehabilitation 

Environment 

(livelihood) 

 

Change in 

water 

quality 

(water 

pollution) 

  Concentration of 

pollutants in water 

Cost of water 

treatment  

- Chemical 

- Filtration and other 

cost 

Environment 

(production) 

Land 

degradation, 

Land sink 

 IM but 

NV 

Reducing the 

nutrients in the soil 

Replacement cost  

Note: (x): The impact is valued in the research.  

 (IM but NV): The impact is considered important, but not value in the research due 

to the lack of data. 

Source: Authors‘ summary based on survey data and review other reports 
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3.3. Data collection 

The paper utilized primary data collected from household survey in Khanh Hung 

and Khanh An communes. The sampling units were chosen through a two-stage sampling 

strategy. The first stage involved identifying the households in each commune with 

different livelihoods i.e. the main income of the households come from (i) aquaculture 

production; (ii) crop production; and (iii) non-farm activities. The second stage involved 

simple random selection of householders from each group. The number of householders 

surveyed in Ca Mau is shown in Tables 4. 

Table 4: Distribution of samples in Gia Lai and Ca Mau 

Study Site No of Households Percent (%) 

Ca Mau 38 52 

1.1. Khanh An commune 18 25 

1.2. Khanh Hung commune 20 27 

Source: Survey data in Ca Mau (2019). 

Personal interviews using a structured questionnaire were conducted. The structure 

of questionnaire consisted of three main parts. The first part of the survey consisted of 

questions about the socio-economic characteristics of the respondents. These include age, 

gender, education, household size, income, expenditure, assets and the trend of changes in 

income in recent years. The second part of the survey sought qualitative information on 

people‘s perception and knowledge on drought and its impacts. Respondents will be asked 

to indicate the level of agreement with a number of statements about the drought, the 

current situation of drought, and their opinion or knowledge of the impacts on drought and 

value/benefits of early actions. The information about the households‘ drought mitigation 

options, which would aim to mitigate the economic, environmental and social impacts of 

drought will be also gathered. The third part of the survey aimed to collect information 

about the households‘ cost and benefits for drought prevention measures. 

4. Result of drought impacts assessment and findings  

4.1. General information of survey households in Ca Mau  

The general information of survey households in Cau Mau is presented in the Table 

5. According to the data, most of the householders was female and had a quite low 

education level (with around 3 years in schools in the average). The family size of the 

households in both Khanh An and Khanh Hung communes was quite small (as around 4 

persons/family). The main occupations of the survey householders in surveyed communes 

were agriculture (more than 80%). 
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Table 5: General information of the household surveyed in Ca Mau 

Indicators 
Khanh An Khanh Hung 

Note 
Mean SD Mean SD 

1. Age 52.67 8.3 55.1 11.95 In year 

2. Gender 1.89 0.31 1.8 0.4 Male =1; Female =2 

3. No. of school years 4.39 2.03 3.7 3.29  

4. No. of pers in HHs 3.44 1.53 2.6 0.92  

5. No. of laborers in HH 2.56 1.01 1.7 0.64  

6. Main occupation (%)      

 - Agriculture 85  80   

 - Aquaculture      

 - Fish catching      

 - Others 15  20   

Source: Survey data in Ca Mau (2019). 

4.2. Local people assessment of drought impacts in Ca Mau 

The assessment of local people on the impacts of drought in Ca Mau were also 

collected through the interviews to have more solid base for selecting the impacts for 

valuation.  

Table 6: Local people‟s ranking of drought impacts in Ca Mau 

Impacts Importance of the drought impacts (%) 

 First Second Third 

1. Less water 52.1 20.7 13.2 

2. Loss of crops 22.7 36.4 14.0 

3. Not enough food 6.0 14.7 17.8 

4. Health diseases 3.5 5.2 10.8 

5. Less job 14.0 20.9 37.5 

6. Migration 0.7 0.5 0.3 

7. Don‘t know 1.0 1.5 0.5 

Source: Survey data in Ca Mau (2019). 

Less of water was considered as the most important impact of drought in Ca Mau as 

52.1% of local people acknowledged this was very important. It may reflect the level of 

awareness of the local people being the subject most stressed in recent years in the climate 

change mitigation and adaptation. Loss of crops also appears as a significant concern: 

73% of respondents believed it is one of the three most important environmental issues at 

present. Similarly, less job was also believed to be very effects resulting from drought in 

Ca Mau by more than 72% of the respondents. In addition, not enough food, health 
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diseases were considered as important or quite important by between 19.9-26.6% of total 

respondents. However, migration was considered important impact by only 1.5% of the 

respondents.  

4.3. Assessing the economic impacts of drought in Ca Mau 

4.3.1. Economic impacts on agricultural production and crops  

Agriculture was one of very important economic activities for local people in 

Khanh An and Khanh Hung communes. According to drought risk assessment food 

security report in Ca Mau (2018), Khanh Hung commune has 4,800 hectares of land 

allocated for rice cultivation. 2,799 households (63% of total households) are engaged 

in rice cultivation. The rice productivity is around 4MT per hectare and farmers 

normally gain net profit of VND 7,700,000 per hectare. Each household averagely 

owns 0.5 to 0.6 hectare of land for rice cultivation. In Khanh An, the commune has 

total of 5,200 hectare of agricultural and aquaculture land divided into 3 areas: (i) 

2,400 hectare of shrimp rice where people farm shrimp during dry season and cultivate 

rice during rainy season; (ii) 2,375 hectare of rice field where has fresh water and can 

cultivate 2 crops per year and (iii) 425 hectare of rice field where is in forestry areas 

and severely contaminated by acid-sulfate. 

According to PPC of Khanh Hung commune, the rice production area affected by 

the drought in 2015/2016 was 2,745.99 ha accounted for 57,2% total rice cultivation 

production area of the commune. Among those, 10% of area loss more than 70% of total 

output amounted VND 528.86 mil. while the rest lost from 30-70% of total output (equal 

to VND 2481.56 mil). 

In Khanh An commune, the total agriculture area affected by the drought 2015/2016 

was 3289.14 ha amounted 63.25% total production area of the commune. For the affected 

area, there was only 9.5% of area loss more than 70% of total output equal to VND 628 

mil), the remaining part lost from 30-70% of total output with the total loss of VND 

2975.24 mil. 

With the total area affected by the drought of 6,035.23 ha in both commune Khanh 

An and Khanh Hung, the total agriculture crop lost value is VND 6.61 billion.  
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Table 7: Lost of crop by drought 2015/2016 

Commune  

Total 

production 

area (ha) 

Production area 

 affected (ha) 

Total Prod. Value 

(VND billion) - 

Economic Lost Loss >70% Loss 30-70% 

Khanh An 

Rice 5,200 314 2,975.24 3.60324 

Crop     

Aquaculture     

Others     

Khanh 

Hung 

Rice 4,800 264.43 2,481.56 3.01042 

Crop     

Aquaculture     

Others     

Total  10,000 578.43 5,456.80 6.61366 

Source: Calculation based on data from Ca Mau DARD. 

4.3.2. Economic (household livelihood, income, water) impacts 

Health impact due to the water shortage and poor sanitation 

According to the survey in 2018 as well as reported in CERF project in 2016, the 

main drought-related diseases in Ca Mau province include acute diarrhea, bacillary 

dysentery, amoebic dysentery, HFMD and dengue. 

The model for estimating cost of illness due to the droughts is as follows:  

G= G1 + G2 + G3 

     G:  Total health cost due to the droughts  

      G1:  The medical care cost  

            G2:  The opportunity cost of the patients‘ illness time  

          G3:  The opportunities cost of the relatives for taking care of patients 

Table 8: Estimation of patients by drought-related diseases 

 
Drought-related 

disease 

Rate of diseases in severe 

droughts 2016*  

(%) 

No of patients in year 2016 ** 

Khanh Hung Khanh An 

1 Acute diarrhea 0.343122 61 61 

2 Bacillary dysentery 0 0 0 

3 Amoebic dysentery 0.05582 10 10 

4 HFMD 0.032275 6 6 

5 Dengue 0.158201 28 28 

(*) estimated from the statistical data and updated vulnerable matrix file of CERF project. 

(**) based on the number of populations in 2016. 

Source: Calculation based on data from Ca Mau DARD. 
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Table 9: Medical cost and no. of work-off days for one patient 

 

Drought-

related 

diseases 

Medical 

care 

cost/patient 

(VND) 

 

One 

patient‟s 

number of 

work-off 

days (day) 

Relative‟ 

number 

of work-

off days 

(day) 

Opportunity 

cost of time 

(VND) 

 

Total 

cost/patients* 

(VND) 

 

  G1   G2 + G3 G = G1 + G2 + 

G3 

1 Acute 

diarrhea 

100,000 3 1.5 467,308 567,308 

2 Bacillary 

dysentery 

150,000 4 2 623,077 773,077 

3 Amoebic 

dysentery 

150,000 4 2 623,077 773,077 

4 HFMD 200,000 5 2.5 778,846 978,846 

5 Dengue 200,000 5 2.5 778,846 978,846 

(*) Total cost estimated based on Average daily wage = VND104,000/day calculated 

based on the minimum wage/month in region III in 2016 according to the Decree 

122/2015/ND-CP from 14 Nov 2015. 

Source: Calculate based on surveyed data. 

Table 10: Total estimated health cost 

 

Drought-

related 

diseases 

No of patients in year 

2016 

Total 

cost/patients 

(VND) 

Total Health Cost 

(VND) 

  Khanh 

Hung 

Khanh An G= G1+G2+G3 Khanh Hung Khanh An 

1 Acute 

diarrhea 

61 62 567,308 34,450,175 34,893,990 

2 Bacillary 

dysentery 

0 0 773,077 - - 

3 Amoebic 

dysentery 

10 10 773,077 7,637,245 7,735,634 

4 HFMD 6 6 978,846 5,591,198 5,663,228 

5 Dengue 28 28 978,846 27,406,139 27,759,207 

 Total    75,084,757 76,052,060 

 Sub total    151,136,817 

Source: Calculate based on surveyed data 
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The total health cost value in both commune Khanh An and Khanh Hung is 

VND0.15 billion. 

Loss of household welfare 

Household welfare is usually proxied by measures of consumption or income (Moratti 

and Natali, 2012). Consumption expenditure is probably the most common and 

preferred welfare indicator. To estimate the loss of household welfare affected by 

drought, we use the estimated effect of drought on household expenditure by the 

region done by Arouri et al. (2015). It was estimated that, per capita expenditure of 

households living in commune with drought in the Mekong Delta region decreases by 

3.5%. The calculation of total household welfare lost in Khanh Hung and Khanh An 

communes is given in Table 11. 

Table 11: Estimated household welfare lost  

 Indicators Khanh  

An 

Khanh  

Hung 

1 Number of households 3,956 4,442 

2 Average household expenditure per month (VND mil.) 5.04 5.60 

3 Total loss of HH welfare per month by drought (VND mil.) 697.971 870.798 

4 Total loss of HH welfare per year by drought (VND mil.) 8,375.65 10,449.57 

 Total loss of HH welfare for 2 communes per year 18,825.22 

Source: Calculate based on surveyed data/ 

Total loss of household welfare a year for 2 communes was estimated at VND 

18.83 billion. 

Cost for water use (drinking water) 

According to the WASH report (2018), a majority of households in Ca Mau and the 

two pilot communes used rainwater for drinking. Even connected households with taped 

water still accessed water for drinking from rainwater. The main reason for using rainwater 

is that the rainwater is believed to be fresh, clean and good in quality. Tube well water and 

other sources of water (surface water, bottled water) were being used. A few households in 

the area used piped water for drinking. During the drought 2015/2016 householders in both 

communes‘ experiences high water shortage especially the drinking water.  

The cost of water in drought 2015/2016 was calculated based on Sphere Standards 

and WHO‘s Guidelines for drinking-water quality (WHO, 2011) which set out the basic 

survival-level water requirement to use of 7.7-15 liters per capita per day. However, 
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research indicates that 20 liters per capita per day is the minimum quantity of safe water 

required to realize minimum essential levels for health and hygiene.  

Table 12: Cost of water in drought 2015/2016 

 Indicators Khanh An Khanh Hung 

1 Number of HH lacking access to water 337 589 

2 Time of drinking water shortage 2 months 2 months 

3 Cost for buying water from vendor  VND7,000/m3  

4 Cost for buying bottled water VND10,000/can of 

20l 

VND10,000/can of 

20l 

5 Cost of electricity for pumping water in drought 

season per month per household 

VND90,000 VND 60,000 

6 Demand for drinking water used per month per 

household  

500l (25 cans of 20l) 400l (20 cans of 20l) 

7 Cost of water per household per month VND340,000 VND260,000 

 Total cost during the drought 2015/2016 VND229,160,000 VND306,280,000 

 Total cost for 2 communes VND535,440,000 

Source: Calculate based on surveyed data. 

Total cost of water used in drought 2015/2016 for two communes in Ca Mau was 

estimated at VND 0.54 billion.  

4.3.3. Total economic impacts of drought in Ca Mau 

As mention above, the total economic cost of drought includes the cost due to loss of 

crop, loss of household welfare, cost of water used and lost due to health issues caused by 

drought. Base on those impacts, the total economic impacts of drought in Ca Mau 

(through the case of Khanh Hung and Khanh An commune) is presented in Table 13. 

Table 13: Total economic impacts of drought 

Impact Total Value (VND billion) % 

Loss of crop 6.61 25.3% 

Health impact 0.15 0.57% 

Loss of household welfare 18.83 72.06% 

Cost of water used 0.54 2.07% 

Total Economic Impacts 26.13 100% 

Source: Calculate based on surveyed data. 
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The total economic cost of drought in both Khanh An and Khanh communes in Ca 

Mau is VND 26.13 billion and as expected the economic impact is the largest impact of 

drought, account for nearly 96% of total impact in those areas. In which lost of household 

welfare has high share in total economic drought impact comparing with other (account 

for about 72% of economic lost. It shows that drought may have strong impact on local 

livelihood.  

5. Conclusion 

The case study presented here analyzes the impact of drought on rural livelihoods in 

Ca Mau, Vietnam through assessing the cost of drought in 2015/2016 in Ca Mau. Various 

valuation methods including market price method, avoided cost method, replacement cost 

method, cost of illness and benefit transfer were used for estimating the cost impacts of 

severe drought in 2015/2016 in Ca Mau. Accordingly, total economic drought impacts in 

both Khanh An and Khanh communes in Ca Mau was estimated at VND26.13bil., of 

which the loss of household welfare impact accounted for nearly 72%. The results from 

the valuing economic cost of drought in Ca Mau demonstrate the importance of drought 

risk management and therefore better dissemination of the impacts of drought should be 

implemented for raising the awareness of local people, community members and 

authorities alike. Moreover, the importance of the benefits from Early Action Plans should 

be reflected in the regulations and policies addressing drought risk management.  
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PROPOSAL ON SOLID WASTE RECYCLING PROMOTION 

 POLICY IN CASE OF COAL-FIRED THERMAL POWER  

INDUSTRY IN VIETNAM 
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Abstract: 

The waste recycling in general and the solid waste recycling are the sectors that are 

encouraged to develop by the Party and the State of Vietnam, reflecting upon the legal 

environmental policies, guidelines, and policies, for nearly 15 years. At this moment, Vietnam has 

21 coal-fired thermal power plants in operation, the solid waste recycling demand is very high 

and necessary. In recent times, the coal-fired thermal power plants under the Vietnam Electricity 

Group (EVN) already tried all the bests in the re-use of ash, slag, but the result is still limited, 

urging the State to create a legal corridor by promulgating the policies to push this activity. In 

this article, the author wants to assert that in Vietnam, the current policy system to promote the 

recycling of solid waste from coal-fired thermal power has been issued, but there are still some 

shortcomings in the development process. Therefore, it is necessary to have a more complete 

system of State policies to further promote solid waste recycling activities of coal-fired power 

plants in Vietnam in the coming time. 

Keywords: Adobe building materials, coal-fired thermal power, coal-fired thermal power 

plant, solid waste recycling, waste, waste recycling. 

 

1. Necessity of the State policy system to promote solid waste recycling of coal-

fired thermal power plants in Vietnam 

For many years, coal-fired thermal power plants in Vietnam have not been evaluated 

very positively when it is always considered as a polluting crime. The process of burning 

coal to operate thermal power plants discharging combustion products includes: Bottom 

ash (bottom slag), also known as slag, is the coarse, large particles collected at the bottom 

of the furnace; Fly ash (which is the fine fly ash grains collected at the dust filter); 

Gypsum (a product of SO2 removal in burning). Typically fly the ash amount accounts 

for about 80% - 90%, while coal slag accounts for about 10% - 20%, the remaining small 

amount is gypsum. Vietnam currently has 21 coal-fired thermal power plants in operation, 

of which 07 plants apply the circulating fluidized bed technology (CFB) using low quality 
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domestic coal (dust coal 6), 14 factories apply the pulverized coal technology (PC) using 

better quality domestic coal (dust coal 5), imported bituminous and sub-bituminous coal 

with a total capacity of about 14,310MW. 

Table 1: List of coal-fired thermal power plants in Vietnam 

No. Name of plants Capacity (MW) Type of boiler 

1 Mong Duong I 1,080 CFB 

2 Mong Duong II (BOT) 1,240 PC 

3 Cam Pha I, II 660 CFB 

4 Quang Ninh I, II 1,200 PC 

5 Uong Bi extension I, II 630 PC 

6 Mao Khe 440 CFB 

7 Hai Phong I, II 1,200 PC 

8 Cao Ngan 100 CFB 

9 Son Dong 220 CFB 

10 An Khanh I 110 CFB 

11 Na Duong I 110 CFB 

12 Pha Lai I, II 1,040 PC 

13 Ninh Binh 100 PC 

14 Nghi Son I 600 PC 

15 Vung Ang I 1,200 PC 

16 Nong Son  30 CFB 

17 Vinh Tan II 1,200 PC 

18 Formosa Dong Nai 450 PC 

19 Duyen Hai I 1,200 PC 

20 Formosa Ha Tinh 300 PC 

21 Duyen Hai III 1,200 PC 

Source: Report at the coal-fired thermal power development seminar and environmental 

protection solutions in Vietnam. 

According to the actual survey data and units‘ reports, the total amount of consumed 

ash, slag and gypsum was not large (only about 25-30%) compared to the total annual 

discharged amount and was unevenly distributed for each factory. There are some 

factories that sell out the amount of discharged slag, fly ash and gypsum, while some 

factories must discharge all ash, slag and gypsum to the dump that are not purchased and 

processed further. 

  



  

 

 

517 

Table 2: Quantity of thermal power ash, slag in 2018 and estimated to 2030 of Vietnam 

No. Year 

Total annual amount of 

thermal power discharged 

ash, slag (ton/year) 

Total amount of thermal power 

ash, slag that are not reused (ton) 

1 2018 20,612,500 61,515,750 

2 2020 25,441,770 109,983,500 

3 2025 29,371,100 248,978,800 

4 2030 38,314,500 422,663,000 

Source: EVN. 

Most of this ash and slag amount is transported to the dump, not used for long-term, 

this will adversely affect the soil, water and air environment. 

Impact on soil environment 

With the on-going significant amount of ash and slag discharged from coal-fired 

thermal power plants, hundreds of hectares of land are designated to be used as dump 

yards. Coal-fired thermal power projects are planning ash and slag with dump-site‘s sizes 

and areas depending on the area from 4 to 40 hectares. This proves that the amount of ash 

and slag increases more and more. Currently, the total land area of coal slag and ash 

dumpsites accounts for nearly 709 hectares, expected after 2020 when the plants come 

into operation, the total designed dumpsite areas will be 1,895 hectares. 

Impact on water environment 

The majority of ash and slag wastes from thermal power plant are still stored, not used 

for a long time and stored openly so rainwater can dissolve the components in ash, slag and 

mix into the natural water system of the area around the plants‘ dumpsites. Coal ash and slag 

contain mainly components such as Alumina, Silica, Ca and Sulfide and heavy metals. 

Pollution of surface and groundwater may be caused by extraction (dissolution) of toxic 

elements and heavy metals such as maintenance, mercury, cadmium, copper and tin in ash 

and slag, if they are not properly stored. Studies have shown that dissolved lead (washed 

away) from stored ash and slag may cause a risk to the human health.  

Increased use of low NOx combustion technology in coal-fired thermal power plants 

has led to an increase in the concentration of ammonium in ash and slag. The amount of 

ammonium leached from the storage of ash and slag will be converted into nitrate that can 

move into the groundwater, causing water pollution  
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Impact on air environment 

Fly ash is a fine-grained material, normally distributed in particle size from 0.5 to 

300 Micrometers. The toxic elements, gathered in fine particles with a particle size of 2 

micrometers, can be inhaled and stored in the bronchus of the humans and animals, 

thereby it increases the risk of health damage. For dry landfills, the amount of released fly 

ash can contaminate the surrounding air quality. People who live nearby thermal power 

plants, which have ash and slag storage areas, will be at higher risks of toxic dust 

contamination in the air.   

Facing this situation, the State needs to get involved in overcoming the 

consequences caused by ash and slag wastes by promulgating and implementing the 

policies from the collection of wastes for recycling to production and consumption of 

recycled products.  

2. Analysis of Vietnam's current system of policies to promote solid waste 

recycling in coal-fired thermal power industry 

2.1. System of policies related to the general solid waste recycling industry 

development  

Table 3: List of policies to promote the solid waste recycling activity in Vietnam 

 Items Outstanding policies 

1 Build the criteria for the 

recycling activity 

―National strategy on general management of solid 

wastes to 2025, with vision to 2050‖ (2009) and 

Decision No. 419/QD-TTg of the Prime Minister dated 

May 07
th
, 2018 on ―Approving the adjusted National 

strategy on general management of solid wastes to 2025, 

with vision to 2050‖. 

On September 25
th

, 2012, the Prime Minister 

promulgated the decision No. 1393/QD-TTg on green 

growth strategy 

Decision No. 432/QD-TTg dated April 12
th

, 2012 

approving the subtainable development strategy for 

2011-2020 

Decision No. 403/QD-TTg dated March 20
th

, 2014 

approving the National action plan on green growth for 

2014-2020 

2 Create the input material sources to the solid waste recycling industry 

2.1 Regulation on - Law on environmental protection 2005, 2014; 
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 Items Outstanding policies 

classification of solid 

wastes at the source 

- Decrees for periods (Decree No. 59/2007/ND-CP; 

Decree No. 38/2015/ND-CP...) 

2.2 Regulation on recovery 

of product packaging 

(made of carton, glass, 

metal…) 

Not clear 

2.3 Regulation on recovery, 

treatment of discarded 

products 

Decision No. 50/2013/QD-TTg and Decision No. 

16/2015/QD-TTg (Regulation on recovery, treatment of 

discarded products). 

3 Support policies for the recycling activity 

3.1 Preferential policies: 

production surface, taxes, 

infrastructures, loan, 

technology 

- National strategy on general management of solid 

wastes to 2025, with vision to 2050. 

- Decrees: Decree No. 04/2009/ND-CP on incentives, 

supports for the environmental protection activity; 

Decree No. 19/2015/ND-CP dated February 14
th

, 2015 

detailing the implementation of a number of articles of 

the Law on environmental protection 2014. 

- Circular No. 121/TT-BTC providing the guidelines on 

incentive mechanism and financial assistance for the 

SOLID WASTE management investment activity 

3.2 Waste recycling quality 

control policies 

Circular No. 41/2013/TT – BTNMT dated December 

02
nd

, 2013 specifying the ecological label certification 

order, procedures for the environmentally friendly 

products (Circular No. 41/2013/TT-BTNMT)  

4 Product consumption support policies 

4.1 Manufacturer support 

polcies to increase the 

product competitiveness 

- Decrees: Decree No. 04/2009/ND-CP on incentives, 

supports for the environmental protection activity; 

Decree No. 19/2015/ND-CP dated February 14
th

, 2015 

detailing the implementation of a number of articles of 

the Law on environmental protection 2014 

4.2 Incentive/compulsory 

policies for the 

consumers to use the 

recycled products 

- Decrees: Decree No. 04/2009/ND-CP on incentives, 

supports for the environmental protection activity; 

Decree No. 19/2015/ND-CP dated February 14
th

, 2015 

detailing the implementation of a number of articles of 

the Law on environmental protection 2014 

Source: Summary of author and team of research.  
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Formation of criteria  

The contents of recycling activities are mostly shown in the Decision No. 419/QD-

TTg of the Prime Minister dated May 07
th
, 2018 on ―Approving the adjusted National 

strategy on general management of solid wastes to 2025, with vision to 2050‖. The 

recycling criteria are specified to each type of solid waste, such as volume of recycled, 

reused domestic solid waste, energy recovered or used to manufacture organic fertilizer 

from 60% in 2015, 85% in 2020 and 90% in 2025 of collected solid wastes. These are 

very high indicators, showing the manager's wishes for the solid waste recycling. 

However, the reality shows that these indicators are not feasible. According to 

Vietnamese environmental status report, in urban areas, the recycling rate is only at 12-

20% of the collected solid waste amount and it is mainly spontaneous recycling activities, 

for the economic purpose of a part of the population concentrated mainly in craft villages. 

Besides, in recent years, many provinces have invested in building organic fertilizer 

factories from solid wastes such as Hanoi, Hai Phong, Nam Dinh, Ha Tinh, Ho Chi 

Minh... but so far the operation efficiency of some of these factories is not high, they still 

maintain a moderate operation such as Cau Dien organic fertilizer factory, Hanoi. 

Creation of input material source for the recycling activity 

Regulation on solid wastes assortment at the source: The solid waste assortment is 

an important activity to create a stable source of raw materials for the solid waste 

recycling industry. Vietnam has soon issued the policy on implementation of this task, 

reflected in the Law on Environmental Protection 2005 and 2014. The regulation on 

classification of specific solid wastes and responsibilities of dischargers, state 

management agencies in charge of solid waste classification at the source are all 

specifically guided in the Decree 59/2007/ND-CP issued in 2007 and Decree No. 

38/2015/ND-CP. However, according to the Vietnamese Environmental Status Report 

(2011), in practice, the classification is only done relatively well for medical wastes 

(especially in large hospitals), wastes from industrial activities (in industrial zones). 

Particularly for the domestic solid wastes, accounting for the largest proportion of total 

solid wastes, no locality has officially implemented this activity. In addition, the sanctions 

to limit the solid waste non-classification at the source have not been issued, this is an 

important solution for this successful activity and has been implemented by many 

countries around the world. 

Regulation on recovery, treatment of waste products: In 2013, the Decision No. 

50/2013/QD-TTg was issued by the Prime Minister regulating the recovery and treatment 
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of some waste products, of which the recovery shall be implemented from January 2015. 

The decision has clearly stated the name of product to be recovered, but some issues are 

still unclear such as: provisions on shelf life for each type of products; recovery methods 

for used products as well as sanctions for implementation ... With the above difficulties, 

by the beginning of 2015, the recovery of products has not been implemented and the 

process has been delayed to July 2016 according to the Decision No. 16/2015/QD-TTg. 

According to this Decision, the recovery method of products has been stipulated more 

clearly and flexibly with the participation of all manufacturers, service providers and 

service users. However, an important issue is that the financial policies to implement this 

activity such as: sanctions for manufacturers, financial incentives for users... have not 

been mentioned. The experiences from the world show that it is necessary to develop 

these policies, so the used product recovery plan can be feasible. 

Recycling activity support  

The policies on recycling activity support including: land, tax, loan policies... are 

stipulated quite specifically in the National strategy on general management of solid 

wastes to 2025, with vision to 2050; Decrees No. 04/2009/ND-CP; 17/2015/ND-CP and 

concretized in the Circular No. 121/TT-BTC guiding preferential mechanisms and 

financial support for investment activities for solid waste management. It is interested to 

note that recycling activity is not as much encouraged as waste treatment activities – 

including: burning (without energy recovery) and burying. These differences are reflected 

in the site clearance and compensation, investment capital mobilization and in fact in 

localities such as Hanoi, the solid waste burying activities are being paid entirely by the 

state budget, but the recycling activities are not entitled to this incentive (except for the 

production of organic fertilizer from solid waste) 

Recycled product support 

The recycled product price and consumption support is two issues that were 

reflected very early in the Decree 04/2009/ND-CP and continue to be mentioned in the 

Decree 19/2015/ND-CP. 

- For price support: If the Decree No. 04/2009/ND-CP stipulates that the recycled 

products are supported by the State for the price in the principle of ensuring the revenue 

source to compensate fully the cost plus reasonable interest rate, and the Decree 

19/2015/ND-CP stipulates more strictly, if the products meet the criteria for the public 

products and services, they will be supported for the price as specified by the law on 
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production and supply of public products and services. With the new regulation, the 

number of supported recycled products will be decreased in comparison to the last time. 

- For product consumption support: According to the Decree No. 04/2009/ND-CP, 

the State encourages the state agencies to use the products if they meet standards and are 

subject to their procurement. This "incentive" is not mandatory, so it is not feasible if the 

State agencies are not really interested in promoting the environmental protection 

activities. This content has been mentioned more clearly in the Decree 19/2015/ND-CP. 

According to this Decree, the heads of agencies and units using the state budget shall 

prioritize the public procurement of products from recycling activities in purchasing such 

types of products and the organizations and individuals are priority to buy the eco-friendly 

products under the guidance of the Ministry of Natural Resources and Environment. 

On the other hand, although the Decree also clearly states that the Ministry of 

Finance is assigned to lead and coordinate with the Ministry of Natural Resources and 

Environment to provide the specific guidances on conditions of price support, price 

support level and price support time for the products from the environmental protection 

activities, including recycled products. However, until the end of 2018, there have been no 

specific instructions on price support of the ministries and this policy has not been 

implemented in practice. In fact, the product consumption activity has not been effective. 

Table 4: Result on implementing the policies for the solid waste recycling industry 

development 

 Items Implementation results 

1 Build the criteria for the recycling 

activity 

Such criteria havent‘ been implemented in 

accordance with the routemap identified in the 

strategies  

2 Create the input material source for the solid waste recycling industry  

2.1 Regulation on classification of solid 

wastes at the source 

Only the classifition of medical solid wastes and a 

part of industrial solid wastes is carried out; the 

classification of domestic solid wastes hasn‘t been 

officially made, only at the pilot in some wards, 

communes of provinces, cities such as Hanoi, Ho 

Chi Minh City. 

2.2 Regulation on recovery of product 

packaging (made of carton, glass, 

metal…) 

It hasn‘t been implemented 

2.3 Regulation on recovery, treatment of 

discarded products 

According to the Decision No. 50/2013/QD-TTg, 

some products are specified to be recovered from 
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 Items Implementation results 

January 2015, and this was delayed to July 2016 

according to the Decision No. 16/2015/QD-TTg. 

In reality, the recovery of discarded products hasn‘t 

been carried out in almost sectors, fields  

3 Support policies for the recycling activity 

3.1 Preferential policies: production 

surface, taxes, infrastructures, loan, 

technology. 

At present, organic fertilizer factories that were 

established in many provinces, cities are entitled to 

incentives, supports on clean land, capital, 

technology. Such factories are subject the the state 

management. 

Some enterprises have obtained the preferential loan 

from the local environmental fund. 

3.2 Waste recycling quality control 

policies 

It hasn‘t been carried out 

4 Product consumption support policies 

4.1 Manufacturer support polcies to 

increase the product competitiveness 

It hasn‘t been carried out 

4.2 Incentive/compulsory policies for the 

consumers to use the recycled products 

It hasn‘t been carried out 

Source: Summary of author and team of research. 

2.2. Policy system related to the coal-fired thermal power solid waste recycling  

Table 5: List of coal-fired thermal power solid waste recycling policies 

No. Document form Document name 

1 Law Law on economic and effective energy use issued in 2010: As 

specified in Point 6, Article 15, it is mentioned ―Use energy-saving 

building materials, adobe materials, installation of equipment using 

solar energy, biogas in construction works.‖ 

Law on Science and Technology 2013: According to Articles 64 and 

65, it is specified to enjoy the preferential policies on tax and credit; 

Investment Law 2014: Entitled to the preferential investment policies 

as specified in clause 1 Article 15 and obtain the investment support as 

specified in clause 1 Article 19; 

Construction Law 2014: At Article 110: Requirement on use of 

building materials; Item 4, Article 111; Point e, Item 2, Article 113; 

Point b, Item 2, Article 120 specifying the use of building materials 

including adobe building materials. 
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No. Document form Document name 

2 Decree Decree No. 118/2015/ND-CP dated November 12
th
, 2014 of the 

Government detailing and guiding the implementation of a number of 

articles of the Investment Law No. 67/2014/QH13 dated November 

26
th
, 2014, of which in Clause 1, Article 16, it is specified: 

―Beneficiaries of investment incentives as stipulated in Clause 2 

Article 15 and Article 16 of the Investment Law; 

Decree No. 46/2014/ND-CP dated May 15
th
, 2014 specifying the law 

on land, surface water rental. Whereby, the land rental exemption 

incentive is for the investment projects 

Decree No. 218/2013/ND-CP dated December 26
th
, 2013 of the 

Government detailing and guiding the implementation of the Law on 

corporate income tax 

Decree No. 91/2014/ND-CP dated October 01
st
, 2014 of the 

Government amending, supplementing a number of articles in the 

decrees specifying taxes; 

Decree No. 24a/2016/ND-CP dated April 05
th
, 2016 of the 

Government on management of building materials. Of which the 

Chapter V gives the policies to encourage developing the new 

environmentally friendly materials including adobe building materials  

3 Decision and 

Directive 

Decision No. 1696/QD-TTg dated September 23
rd
, 2014 on several 

solutions for treatment of ash, slga, gypsum of thermal power plants, 

fertilizer chemical plants as raw materials to make building materials. 

Decision No. 1469/QD-TTg dated August 22
nd

, 2014 approving the 

master building materials development planning to 2020 and with 

orientation to 2030; 

Decision No. 452/QD-TTg dated April 12
th
, 2017 approving the 

project on treatment promotion of ash, slag, gypsum in thermal power, 

chemical plants as raw materials to make building materials and 

construction works  

Directive No. 10/CT-TTg dated April 16
th
, 2012 increasing the use of 

adobe building materials, limiting the production and use of burnt clay 

bricks 

4 Circulars of 

Ministries 

 

 Ministry of Construction 

- Circular No. 13/2017-TT-BXD dated December 08
th
, 2017 of the 

Ministry of Construction specifying the use of adobe building 

materials in construction works instead of the Circular No. 09. 

- Circular No. 10/2017/TT-BXD dated September 29
th
, 2017 
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No. Document form Document name 

promulgating the National technical regulation on products, goods of 

building materials and guidelines for certificate of conformity and 

declaration of conformity. 

- The draft Decision on promulgation of construction rate using adobe 

building materials is completed, separately in one volume to 

supplement 156 rates in the list of issued 163 rates for all adobe 

building materials that have been launched to the market at this time. 

Ministry of Industry and Trade 

- Circular No. 46/2012/TT-BCT dated December 28
th
, 2012 

promulgating the regulation on non-use of annual industrial promotion 

capital for training, deploying the model in burnt clay brick factories, 

instead, it will support the development of adobe building materials. 

Ministry of Finance 

- Circular No. 78/2014/TT-BTC dated June 18
th
, 2014 of the Ministry 

of Finance guiding the implementation of the Decree No. 

218/2013/ND-CP dated December 26
th
, 2013 of the Government 

specifying and guiding the implementation of the Law on corporate 

income tax; 

- Circular No. 83/2016/TT-BTC dated June 17
th
, 2016 of the Ministry 

of Finance guiding the implementation of investment incentives as 

specified by the Investment Law and Decree No. 118/2015/ND-CP 

dated November 12
th
, 2015 of the Government detailing and guiding 

the implementation of a number of articles of the Investment Law; 

- For order, procedures to enjoy the investment incentives on land 

rental: Follow the Circular No. 77/2014/TT-BTC dated June 16
th
, 2014 

of the Ministry of Finance guiding a number of articles of the Decree 

No. 46/2014/ND-CP dated May 15
th
, 2014 of the Government 

specifying the collection of land rental, surface water rental. 

Ministry of Natural Resources and Environment 

- Circular No. 36/2015/TT-BTNMT dated June 30
th
, 2015 of the 

Minister of Natural Resources and Environment 

Source: Summary of author and team of research. 

Referring to the specific policies on solid waste recycle in the coal-fired thermal 

power industry, there are two decisions of the Prime Minister: Decision No. 1696/QD-

TTg dated September 23
rd

, 2014 of the Prime Minister on a number of solutions to treat 

and use ash, slag and gypsum of thermal power plants, fertilizer chemical factories as raw 

materials for production of building materials mentioned with the contents of waste 
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treatment of thermal power plants and the Decision No. 452/QD-TTg dated April 12
th
, 

2017, approving the "Scheme on promoting the treatment and use of ash, slag and gypsum 

of thermal power plants and chemical , fertilizer factories as raw materials for building 

materials production and used in construction works ". It can be seen clearly that, the 

Decision No. 452/QD-TTg dated April 12
th
, 2017 is a more specific step and supports the 

Decision No. 1696/QD-TTg dated September 23
rd

, 2014. 

For support on creation of input material source 

In both such decisions, all elements that create the input materials for the coal-fire 

waste recycling industry are fully addressed through the following goals: ―For the thermal 

power plants, chemical factories that are in operation or have an investment decision, 

must have a plan for construction investment (or investment cooperation) for the ash, slag 

and gypsum treatment equipment line ensuring the standards and technical regulations as 

raw materials for the production of building materials and put into operation before 2020 

‖; ―For newly invested, expanded or renovated thermal power and fertilizer chemical 

plants, in approving the project, it must include complete ash, slag and gypsum treatment 

equipment line ensuring the technical standards and regulations as building materials ‖. 

These goals open to the waste recycling industry of thermal power plants a huge source of 

high-quality materials 

In addition, in the Decision 452/QD-TTg, it also specifies the detailed targets for 

coal-fired thermal power waste treatment as follows: ―By 2020, the treatment and use of 

ash, slag, FGD gypsum, PG gypsum as raw materials for production of building materials 

and used in construction works is about 52% of total cumulative amount (about 75 million 

tons, including: 56 million tons of thermal power ash, slag, 2.5 million tons of FGD 

gypsum, 16.5 million tons of PG gypsum PG)", besides, there are specific goals: ―For 

thermal power ash, slag: as additives for cement production of about 14 million tons, 

replacing a part of clay to produce cement clinker about 8 million tons; partially replace 

clay to produce baked clay bricks of around 7 million tons; as mineral additives for the 

production of adobe concrete and bricks of around 2 million tons; to make materials for 

leveling works of mine rehabilitation and construction of traffic roads of 25 million tons ‖. 

These are the very great, specific goals in creating a development orientation for the 

solid waste recycling in the coal-fired thermal power industry in the future. 

For recycling activity support 

In the Decision No. 1696/QD-TTg dated September 23
rd

, 2014 of the Prime 

Minister, there were solutions to support recycling activities such as: "Promotion on 
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research, innovation of science and technique, technology for treating ash, slag and 

gypsum for thermal power plants, fertilizer chemical factories ‖; ―the ash, slag and 

gypsum treatment and use of finished products as building materials are supported and 

given incentives like solid waste treatment (recycling, reuse) as specified by the current 

regulations on solid waste management ‖. It can be seen that the support solutions in this 

decision are unclear and there is no specific mechanism for supporting the recycling 

activities of thermal power plants in Vietnam. 

For the Decision No. 452/QD-TTg, this incentive is also mentioned in the section of 

opinion: ―The State creates favorable conditions for the organizations and individuals to 

take part in treatment; use of ash, slag, FGD gypsum, PG gypsum as raw materials for 

production of building materials and use in construction works ". However, by defining 

such tasks and solutions to promote this treatment: "Finalize the legal documents, 

standards and technical regulations", the Decision 452/QD-TTg is right on solving the 

long-standing problems on specifying the product quality. This will be a bottleneck to 

solve the amount of solid wastes in the coal-fired thermal power industry in the future. 

However, because coal-fired solid waste recycled products are unburnt building 

materials, they are more or less entitled to the preferential policies from the related 

policies as in the Decree 118/2015/ND-CP dated November 12
th
, 2014 of the Government 

detailing and guiding the implementation of a number of articles of the Investment Law 

No. 67/2014/QH13 dated November 26
th
, 2014, of which in Clause 1, Article 16 it is 

stated that: "The beneficiaries entitled to the investment incentives are specified in Clause 

2, Article 15 and Article 16 of the Investment Law; Decree No. 46/2014/ND-CP dated 

May 15
th
, 2014 providing the legal regulations on land rental and water surface rental. 

Accordingly, the preferential land rental exemption is given to the investment projects... 

There are many differences between enterprises that produce purely unburnt building 

materials and enterprises that recycle waste ash and slag in thermal power plants. 

For product consumption support 

In the Decision 1696/QD-TTg, the consumption of recycled products for the thermal 

power plants is not mentioned, this is a huge omission. As for the Decision No. 452/QD-

TTg, the outputs for products are also mentioned through the viewpoint on treatment; use 

of ash, slag, gypsum: "Prioritize the use of ash, slag, FGD gypsum, PG gypsum that meet 

the standards, technical regulations and technical instructions as raw materials for the 

production of building materials and in construction works (civil, industrial, 

transportation, agriculture and rural development, mine reconstruction ...)‖. In the duties 

and solutions section, this view is not mentioned at all. 



  

 

 

528 

However, as the coal and ash slag recycled products of coal plants are also unburnt 

building materials, they are also mentioned in the Directive No. 10/CT-TTg dated April 

16
th
, 2012 on increasing the use of adobe building materials, limiting the production and 

use of burnt clay bricks and Circular No. 13/2017-TT-BXD dated December 8
th
, 2017 of 

the Ministry of Construction stipulating the use of unburnt building materials in 

construction works instead of the Circular No. 09, these are the policies to support the 

creation of markets for the building materials, in such documents, it stipulates the rate of 

unburnt construction materials in the construction of works with public investment and 

separate constructions and the adobe building materials from recycling of ash and slag are 

not mentioned separately to the unburnt building materials from minerals. 

Table 6: Result on implementing the support policies for production and consumption of 

products recycled from ash, slags of coal-fired thermal power plants in Vietnam 

No. Items Outstanding policy documents Implementation result 

1 Create the input 

material source 

for the solid 

waste recycling 

industry 

Decision No. 1696/QD-TTg dated 

September 23
rd

, 2014 of the Prime 

Minister on several solutions for 

treatment, use of ash, slag, gypsum of 

thermal power, fertilizer chemical 

plants as raw materials for production 

of building materials. 

Decision No. 454/QD-TTg dated 

April 12
th

, 2017 of the Prime Minister 

approving ―the project on treatment 

promotion of ash, slag, gypsum in 

thermal power, chemical, fertilizer 

plants as raw materials to make 

building materials and construction 

works‖. 

The coal-fired thermal 

power plants were active 

in investing the 

technology to separate the 

solid waste components in 

creating favorable 

conditions for the future 

recycling 

2 Support policies 

for the recycling 

activity 

Decree No. 118/2015/ND-CP dated 

November 12
th

, 2014 of the 

Government detailing and guiding the 

implementation of a number of 

articles of the Investment Law No. 

67/2014/QH13 dated November 26
th

, 

2014, of which in Clause 1, Article 16 

it is specified that: ―The beneficiaries 

entitled to the investment incentives 

In fact, the enterprises that 

operate in recycling of 

ash, slag are very difficult 

to access such incentives 

in the policies because of 

very hard procedures. 
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are as stipulated in Clause 2 Article 

15 and Article 16 of the Investment 

Law;  

Decree No. 46/2014/ND-CP dated 

May 15
th

, 2014 providing the legal 

regulations on land rental, water 

surface rental. Accordingly, the land 

rental exemption incentive is given to 

the investment projects… 

3 Product 

consumption 

support policies 

Directive No. 10/CT-TTg dated April 

16
th

, 2012 increasing the use of adobe 

building materials, limiting the 

production and use of burnt clay 

bricks and Circular No. 13/2017-TT-

BXD dated December 08
th

, 2017 of 

the Ministry of Construction 

specifying the use of adobe building 

materials in construction works 

instead of the Circular No. 09, 

In the first step, it creates 

the market for adobe 

building materials, 

however it is no bindings 

to adobe building 

materials from waste ash, 

slag. 

Source: Summary of author and team of research. 

In addition to the support policies, in recent years, ash and slag of thermal power plants 

have been strictly controlled by a number of state policies, this causes difficulties in 

consumption, including two main policies, Circular No. 36/2015/TT-BTNMT dated June 

30
th
, 2015 of the Minister of Natural Resources and Environment, in the appendix, it lists the 

coal-fired industry wastes as a list of hazardous wastes but it is not confirmed that all ash and 

slag of coal-fired power plants are hazardous, the introduction of "Fly ash and oiled boiler 

dusts; Fly ash from the use of emulsion hydrocarbon fuel‖ into the detailed list of hazardous 

and potentially hazardous wastes also makes many difficulties for the consumption. 

Further, in Article 31 of the Decree 38/2015/ND-CP dated April 24
th
, 2015 on waste 

and scrap management, it only refers to ―Hazardous waste treatment owners who have 

been issued the hazardous waste treatment licenses are allowed to collect and transport 

ordinary industrial solid wastes‖, does not to mention that the ordinary transport units that 

can participate in transport of ash and slag. This regulation makes the highly increased ash 

and slag transportation cost from coal-fired thermal power plants to the production units, 

in leading to the reluctance of manufacturing enterprises to invest in the production of 

building materials from waste ash and slag. 
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3. General assessment of Vietnam's current policy system to promote recycling of 

solid waste from coal-fired thermal power industry 

3.1. Assessment on policy system related to the recycling industry development in general  

- The feasibility of some policies is not high  

- Lack of some important policies to provide a comprehensive support for the 

production steps in the recycling activity  

- The frame policy implementation guiding documents haven‘t been set up fully and 

on time  

3.2. Assessment on policy system related to the coal-fired thermal power industry solid 

waste recycling  

- The waste treatment activity is more focused on than recycling, re-use  

- It needs specific policies to support the production and consumption of recycled 

products from waste ash, slag of thermal power plants. 

4. Proposal of policy solutions to promote solid waste recycling in coal-fired 

thermal power industry in Vietnam 

4.1. Group of solutions, policies oriented to the recycled product manufacturing 

development  

4.1.1. Policies on limitation of using production land for the purpose of storage of wastes 

from thermal power plants  

It is required to specify that each factory will have a waste storage area with an area 

suitable to the scale of power generation capacity. The restriction of land use for the dump 

will motivate the emission unit to seek partners as well as methods for treatment of ash 

and slag. Currently, in the Decision 1969/QD-TTg and Decision 452/QD-TTg, it 

mentions the regulations on limited landfills (ensuring the ash and slag storage capacity of 

thermal power plants for 2 years), however, in fact, the dumping sites of operating thermal 

power plants have exceeded the specified capacity. Therefore, it is necessary to develop 

the sanctions imposed on the units that do not strictly comply with the above regulations, 

from here, it will press the emission unit to actively seek their waste users 

4.1.2. Policies on supporting the coal-fired thermal power industry waste recycling 

technology  

The State encourages to place order with independent research units that study the 

ash, slag, gypsum use, recycling technology according to the criteria: economic, 

environmental, modern. 
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Encourage, support to provide the information to the local ash, slag recycling units 

to seek the technology suppliers in the developed countries. 

Assist the local and foreign technology transfer procedures. 

In the first time, it needs to issue the tax preferential policies related to investment in 

technology and equipment for the manufacturers that make the recycled products from 

ash, slag, gypsum. 

4.1.3. Policies on certifying the product quality, policies on recognizing the green product 

standard  

Currently, recycled products are also received carefully by the consumers for the 

safety, so the government needs to establish the standards and regulations related to 

recycled products. That will be the basis for recognition of eco-green labeled products, 

from which to have appropriate support policies. It is necessary to give the separate 

quality assessment guidelines for the recycled products 

4.1.4. Consideration to remove ash, slag, gypsum of coal-fired thermal power plants from 

the list of hazardous wastes  

By many studies and practical results, it can now be confirmed that the ash and slag 

of coal-fired thermal power plants are not a source of hazardous waste, but also a valuable 

source of raw materials to produce building materials. Therefore, it is necessary to 

conduct the thorough studies to consider removing ash, slag and gypsum of coal-fired 

thermal power plants from the list of hazardous wastes in the the appendix of the Circular 

No. 36/2015/TT- BTNMT dated June 30the, 2015 of the Minister of Natural Resources 

and Environment 

4.2. Group of solutions, policies oriented to the support, promotion of recycled 

product consumption  

4.2.1. Policies on support for propaganda, supply of information about the meaning of 

using recycled products  

Firstly: People tend to trust the government agencies. So, the Government agencies 

should promulgate the regulations on developing and implementing a broad, effective and 

meaningful propaganda program for the use of recycled products. Have the strict 

regulations on quality control, official legal framework set-up for recycled products, 

protection of the consumer‘s rights. Only when the Government propagates and ensures 

the quality of recycled products, then the consumers have a safe mentality in consuming 

recycled products. This is also a policy that meets the needs of ensuring safety in 

consumption of products. 
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Secondly: Raise the people's awareness through mass media, packaging, websites, 

using positive images from famous persons. Launch the movements, action months, 

special days such as program on the use of recycled products and improvement of the way 

to identify recycled products with products using traditional materials so that the 

consumption of recycled products becomes closer to the consumers. Encourage people to 

use recycled products, save and protect resources, etc... Create favorable conditions for the 

enterprises that make recyclable products to organize the community connection events, 

thereby provide many useful information and bring the ways to approach largely the 

recycled products for the consumers 

4.2.2. Policies on recycled product market development 

In order to create a market for the recycled products, the policy on using recycled 

products through public procurement is also a policy that contributes to bring the recycled 

products closer to the consumers. For recycled products from wastes of the coal-fired 

thermal power industry, the application of consumption solutions through public 

procurement is very appropriate. Currently, the urbanization process takes place in most 

localities across the country, just the policies require that the construction of public works 

in urban areas must use unburnt building materials made from recycled products that meet 

the requirements, this will also create an enough large market to attract the investors 

involved in the production of recycled products 

Even the Directive No. 10/CT-TTg dated April 16
th
, 2012 specifies "increasing the 

use of unburnt building materials, limiting the production and use of burnt clay bricks", 

however, it is necessary to promulgate the sanctions imposed on the units that fail to 

comply with this, thereby it improves the effectiveness of policies 

4.2.3. Preferential policies for the products entering the market  

The Government needs to issue the specific policies and programs to support the 

enterprises with recycled products to ensure the quality contact with the market. These 

programs and policies can be developed through exemption/support for recycled products 

in participating in relevant exhibitions (specifically, exemption for building materials 

produced from ash, slag of thermal power plants in participating in exhibitions for 

building products such as Vietbuild...). Besides, it is necessary to develop the policies that 

State functional units ensure the quality and safety of products after the quality test. This 

program can be implemented in a certain period of time when the enterprises bring their 

products to the market. 
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4.2.4. Policies on limitation of products of the same type made of natural materials  

The use of recycled products not only focuses on economic efficiency but is also 

concerned by the social benefits that it brings. For that reason, it is not possible to treat the 

recycled products under the purely market mechanism, but in order to develop it, it is 

necessary to have the policies to restrict the products of the same type made from natural 

materials appropriately. The restriction on products of the same type made from natural 

materials can be easily done by imposing the environmental tax on such products as well 

as providing the specific technical requirements  

5. Conclusion 

Vietnam's energy demand, especially for coal-fired thermal power, will keep on 

growing significantly in the coming period. According to the 7
th
 revised electricity plan, 

by 2030, total coal-fired thermal power capacity will be 55,252 MW, producing about 304 

billion kWh, accounting for about 53.2% of the electricity produced, consuming about 

129 million tons of coal and the estimated amount of coal ash and slag discharged from 

coal-fired power plants will be about 38,314,500 tons/year by 2030 and it will increase 

total amount of stored thermal power ash and slag (if not recycled) to 422,663,000 tons. 

Therefore, proposing the policy solutions to promote solid waste recycling in coal-fired 

thermal power industry in Vietnam is necessary and meaningful, which not only creates 

motivation for the production but also contributes to promoting comprehensively the 

industry and economy towards the more sustainable orientation. 
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Abstract: 

Vietnam's agricultural production is facing great opportunities in the context of 

global integration but also challenges. Land, basic and essential production materials 

and agricultural production are facing the biggest obstacles for the development of 

modern and sustainable agriculture. Studies have shown that the dispersion, 

fragmentation, and smallness of plots and separation parcels of land make it difficult to 

apply science, technology, and mechanization to modern and commodity-oriented 

agriculture production. Hence, land accumulation and concentration have been 

recognized as an important path to serve such production. This paper aims at analyzing 

the situation of land accumulation and concentration in Vietnam in the current 

circumstance both in theoretical and practical aspects. Since land accumulation and 

concentration create favorable conditions for mechanization for the moving of the 

agricultural sector towards a commodity production model, it faces multiple challenges in 

practices under a variety of forms of accumulation and concentration. Besides providing 

a more clearance explanation of related concepts to land accumulation and concentration 

theoretically, the paper explores the practices of land accumulation and concentration at 

different speeds in typical localities. Solutions and recommendations are developed to 

contribute to the renovation of land policies and laws in the period of comprehensively 

promoting the renovation process 

Keywords: Farmer household, land accumulation, land concentration, land policy.  

 

1. Introduction 

Over the past few decades, Vietnam‘s farmers have successfully fed the nation, 

helped expand trade and have provided a reliable supply of labor and raw materials to 

industry. The entire agriculture sector has had a key role to play in poverty reduction and 

social stability. But demographic, economic, climatic and other changes are now altering 

                                           
36

 Corresponding email: tranmaihuong.neu@gmail.com 



  

 

 

535 

the playing field for the sector, which must adjust to face emerging challenges and 

opportunities. As highlighted in the government‘s 2014 Agricultural 

Restructuring Plan, there is a need to modify the sector‘s strategic orientation, 

strengthen key institutions, and adjust the roles and support instruments used by 

government (Vietnam Development Report, WB, 2016). In addition to enormous progress 

Vietnam‘s agricultural sector has made over the past quarter century in contribution to the 

poverty reduction, national food security, and social stability, the country has also 

achieved explosive growth in agricultural exports and now ranks among the top five 

global exporters in products. However, smallholder productivity and intensification 

through the 1990s have shown disadvantages in competitiveness in the context of 

globalization. Despite great changes and achievements, Vietnamese‘s agriculture is still an 

outdated sector with many limitations: backward production methods and organizations; 

small-scale household production; lack of mechanization and high technology application 

that makes labor productivity low, hindering competitiveness and the strengthening of of 

agro-food value chain. 

Effective competitiveness will depend upon the ability of farmers and firms to 

deliver (food and other) products with reliability, and with assurances relating to quality, 

safety, and sustainability. It is the solid demand of a sustainable development for 

agricultural sector. Moving toward a modern and large-scale commodition agricultural 

production is essential for Vietnam‘s agriculture sector in the context of globalization and 

integration. Modern agriculture requires the application of science and technology, 

mechanization to enable agriculture production in boosting yield and ensuring other 

quality of agriculture products.  

Land, basic and essential production materials for agricultural production are facing 

the biggest obstacles for the development of a modern and sustainable agriculture. This is 

due to the dispersion and fragmentation of parcels of land. Vietnam is one of the countries 

with the lowest land per capita in the world. The area of agricultural land per capita in 

Vietnam is 0.25 ha, while that in the world and in the region are 0.52 ha and 0.36 ha, 

respectively. Vietnam's agriculture is mainly developed based on over 11 million 

individual farmer households with over 76 million plots small and scattered plots. After 

every twenty years fragmentation has doubled (Kim, 2012). Fragmentation also leads to 

wasted land being used as a boundary, accounting for 4% of the cultivated area. This is a 

great challenge for the process of developing large-scale, high-tech, high-value-added 

production areas. Resolution 26 of the Party Central Committee at the 7
th
 session of the X 

session on agriculture, rural areas and farmers emphasized the importance of increasing 
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agricultural productivity as one of the requirements. With increasing population pressure 

and a scarcity of land, promoting agricultural productivity is considered an effective way 

to ensure Vietnam's long-term food production. One of the obstacles to improve 

productivity is land fragmentation and small-scale agricultural production (Kim, 2012). 

According to the 2008 household living standard survey, the average agricultural 

land area of the household is 0.65 ha divided by 3.8 plots. Meanwhile, the average annual 

cropland area is only 0.37 ha per household in rural areas. Recognizing the negative 

impacts of land fragmentation, the Government has advocated encouraging farmers and 

local authorities to convert their land from small plots into large plots, creating favorable 

conditions for farming operative. Decree 64/CP of September 27, 1993 set out a policy of 

land consolidation and exchange. The Standing Committee of the National Assembly 

issued Resolution No. 1162 in 2007 stipulating the limit of households and individuals to 

transfer agricultural land use rights for agricultural use. Which stipulates that, for annual 

land, it shall not exceed 6 hectares for provinces in the Southeast and Mekong River 

Delta, not exceeding 4 hectares for the remaining provinces and cities; for perennial 

cropland, it shall not exceed 20 hectares for delta areas and 50 hectares for mountainous 

areas (Nguyen, 2017). 

Land accumulation and concentration are considered one of the breakthrough 

solutions to help develop a modernized, large-scale, high-tech commodity-producing 

agriculture with security employment and farmers' income, maintaining political and 

social stability in rural areas, speeding up the process of agricultural industrialization and 

modernization in Vietnam in the coming time. Land consolidation, in various forms, will 

be critical for upgrading production systems and product quality, reducing transaction 

costs within value chains, and enabling households to gain and maintain a middle living 

standard based at least partly on agriculture. Land consolidation will also enable further 

mechanization, a process which will become increasingly important as labor costs rise.  

2. Research method 

The preparation of this report did not involve new primary research. Rather, it 

represents a synthesis of pertinent recent analyses, some further use of Vietnamese and 

comparative international statistics, and the harvesting of pertinent international 

experiences from many sources, such as websites, books, journals, previous studies by a 

number of universities, research institutes and researchers in the country and 

internationally, including: Ministry of Agriculture and Rural Development, Ministry of 

Natural Resources and Environment, General Statistics Office, Division of Land 

Management, University of Hue, Vietnam National University of Agriculture, and so on.  
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3. Research results and discussion 

3.1. Land accumulation and land concentration 

Land accumulation 

Land accumulation is an increase in the land size of production units (farmer 

households, farms, agriculture enterprises, etc.,) over time due to reclamation, inheritance, 

purchase, lease, and transfer to proceed agricultural production. 

Accumulation is the process of capital accumulation with land being the main 

production means to expand production and hence take economic advantage by scale. 

Land accumulation activities are implemented in the land market. In order to have enough 

land to meet the demand in production and business, investors purchase ownership and 

lease the land use right (LUR) under the principle of ―purchase and sell agreement‖ or 

sub-lease and return land rent for land leaser. Despite the fact of having different 

approaches and perspectives related to land accumulation, they all pertain some common 

implications as follows: 1) Land accumulation increases the farm size of a landowner; 2) 

Land accumulation overcomes the land fragmentation when increasing the arable land of 

the household; 3) Land accumulation activities are closely linked with land market 

including the LUR transfer market and the land lease market; 4) Land accumulation and 

concentration are all aimed at reducing fragmentation but land accumulation is directly 

linked to the stratification of land areas and living standards in rural areas.  

Land accumulation is considered as a type of capital accumulation in the form of 

artifacts in agriculture. However, land accumulation in agriculture is typically different 

from capital accumulation in industry. Because land is characterized by a major, 

irreplaceable and limited means of production, and agricultural production is dependent 

on ecological and natural factors, weather and climate, economic advantages by scale of 

agricultural production is somewhat limited while accumulating capital in the industry is 

almost unlimited, forming large-scale capital enterprises, hence, taking advantage of 

economies of scale. It is, therefore, necessary to calculate the appropriate scale of land 

accumulation to bring the highest economic efficiency. In fact, high-tech agricultural 

models do not require large farmland sizes. What need to be concerned is that land 

accumulation may cause LUR loss in a part of farmers, meaning that they are facing a 

very high risk of impoverishment. 

The form of land accumulation is related to models that help increase the land area 

of households or of economic organizations that receive transfer of agricultural land use 
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rights from individuals, economic organizations or related to capital contribution models 

by land use rights, which transfer LUR between farmers and enterprises.  

Land concentration  

Land concentration is defined as "gathering" several existing land plots into adjacent 

large-scale land plots, holdings, fields and parcels for agricultural production, industries 

and service, by way of leasing or production associating, business, capital contributing of 

land use rights in enterprises. In other words, land concentration is an adjustment and 

rearrangement of plots, which are often applied to form larger and more rational parcels. 

Land concentration in addition to facilitating changes in agricultural production practices 

may also aim at improving rural infrastructure and policies implementation to ensure 

environmental and agricultural sustainability. 

In brief, following notice can be taken from abovemention: 1) Land concentration is 

the expansion of the land acreage due to gathering of multiple parcels of land without 

changing the ownership; 2) Land concentration needs credit support; 3) Land 

concentration is not simply the reallocation of plots to eliminate the effects of 

fragmentation but also attach to broader economic and social reforms. 

3.2. Discussion  

The form of land concentration involves models that help increase the land area or 

create homogeneous cultivation processes without changing agricultural land use rights of 

individuals or economic organizations. Thus, land accumulation and concentration are 

different from the way of proceeding, property rights (hereinafter referred to as LUR) and 

some social impacts such as ways of maintaining income and employment of farmers 

after the process of land accumulation and concentration. Economically, the ultimate goal 

is hence to create a large area of land so that technology and machinery can be applied in 

agricultural production to achieve greater efficiency. 

The inevitability of land accumulation and concentration 

There are two perspectives in related to land accumulation and concentration in 

Vietnam at present: 1) Those who are capable of expanding agricultural production or 

interested in investing in agriculture are urging the government to create conditions for 

promoting land accumulation and consolidation process. The opponents, on the contrary, 

are concerned of the farmers‘livelihood impact of the process. Contribution by experts in 

this matter is however toward the positive side and indicate that this is an inevitable 

process for the following reasons: 1) After more than 30 years of renovation, Vietnam's 

economic structure has strongly shifted out of the state of an agricultural economy. The 
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share of agriculture in GDP decreased from 38% (in 1986) to 16.32% (in 2016). During 

that period, the proportion of labor in agriculture also decreased from 72.9% to 41.9% of 

the total social labor. Even in rural areas, the main source of household income from 

agricultural production accounted for only 49% in 2016. Due to the small scale of 

agricultural production, the contribution of agriculture to the total income of the 

household is declining, leading to the significant decline of the land role as the most 

important means of production. To develop a large-scale and high-tech production 

agriculture, it is necessary to proceed land accumulation and concentration at an 

appropriate scale. Land fragment is still an existing issue with more than 10 million 

farmers owing about 70 million fields. Therefore, agricultural production is characterized 

by small-scale household production with limited connection in recent years, leading 

consequences such as: difficulties in mechanization and modernization in land 

preparation, care, harvest and processing; limiting access to capital, application of science 

and technology, management, application of advanced technology processes, quality 

management, food hygiene and safety. Under the natural impact and attraction of 

industrialization and modernization the economy and urbanization, farmers 'abandonment' 

has taken place since 2005 and become more popular in many provinces, especially in the 

Red River Delta and North Central provinces. This is an inevitable objective 

phenomenon, reflecting the positive trend of the process of reducing labor from 

agriculture and rural areas, creating favorable conditions for land accumulation and 

concentration land in order to develop commodity agriculture. In addition, land 

accumulation is considered as a premise for household economic development in the 

transition process from small, self-sufficient production to large-scale commodity 

production. This process is market-driven, through civil transactions (transfer of LUR, 

inheritance, donation, and LUR). A part of farmers' households those who has experience 

in production, efficient use of land, has income and capital for receiving LURs, expands 

land use scale (accumulating land); However, most of the farm households who lack 

capital to carry out land consolidation a, they have to choose other forms (through leasing 

or contributing capital with land use rights) once they wish to use land effectively. 

Land concentration, on the other hand, is always considered as a fundamental tool or 

a starting point for rural development. The initial concept of rural development was 

almost identical to agricultural development due to the leading role of rural agriculture in 

the early development period. Large-scale and concentrated commodity production 

requires scientific and technological investment (seedlings; fertilizers; plant protection, 

veterinary medicine; cultivation and husbandry techniques; machinery and equipment 
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processing; preserving agricultural products and consuming goods). Individual household 

production does not meet this requirement, leading to the obvious need to cooperate in 

production and business under appropriate forms, such as production and business 

cooperation (from the production stage to product consumption); contributing capital to 

agricultural enterprises etc,. Currently, the concept of rural development has been broader, 

including raising environmental awareness and a range of non-agricultural applications. 

Land concentration will shift from a focus on agricultural restructuring to more efficient 

use of rural space through planning of infrastructure, residential clusters and agricultural 

production to balance benefits of agriculture, nature conservation, biodiversity, improve 

the quality of farmers‘ life and the appearance of rural areas.  

Moreover, the potential benefits of land consolidation include the following: 

Enhanced opportunities for mechanisation and concomitant increases in land productivity; 

Improved labour productivity arising from effective work organisation and supervision; 

Enhanced transport efficiency to and from residential places; Better utilisation of farm 

equipment and other fixed assets; Reduction in average costs of farm inputs and enhanced 

profitability of farm enterprises; and increased opportunities for public and private 

investments in agriculture-related infrastructure. Making farming more efficient, and 

hence more economically viable, can also create incentives to attract young people into 

farming and agribusiness. Furthermore, land consolidation a worthwhile comple- mentary 

investment that can improve the efficiency of rural land use and help address the 

challenges of sustainable rural development (Ho and McPherson, 2010). Land 

consolidation also helps encourage farmers to undertake necessary sustainable land 

management practices. 

In brief, land accumulation and concentration must gradually take place on a number 

of farmer households at greater extent to generate the highest profit from the land and 

make the most agricultural commodities. Many farmers will have to prepare for a new 

livelihood and no longer be farmers. This process is difficult and complicated for a 

country like Vietnam where the majority of the population still lives on agriculture and 

requires arable land for their livelihoods. It is however the law of objective mobilization 

of society and unavoidable. 

3.2.1. Current situation of the process of land accumulation and concentration 

As regard of land concentration, in the past farm households owned 5 to 7 pieces of 

farming land in some places and even 10 to 12 pieces in some others which made it 

difficult in production in some aspects. Having support and assistance from local 

authorities and cooperatives, farm households have voluntarily exchanged land plots with 
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each other (payment is made for plots differences in terms of location or fertility) to 

reduce the number of plots and increase the area of households' plots. The number of plots 

each household owns now is around 2 to 3. 

Land concentration takes place on the periods of 2008-2010 and 2012-2014 and 

mainly for rice land in the Red River Delta, North Central and South-Central Coasts of 

Vietnam. Studies show that the average number of plots by agricultural household 

decreased from 4.72 plots in 2004 to 2.38 in 2014 which seems to reach the threshold 

(Nguyen, 2007). 

Land contribution to agricultural cooperatives 

In many localities, households voluntarily create the association and form 

agricultural cooperatives. While joining cooperatives, the households still maintain their 

ownership of LUR on their land. The cooperative provides services to households in soil 

preparation, irrigation, transplanting, pesticide spraying and harvesting. It also provides 

households with seedlings, fertilizers, and plant protection products at good quality and 

low price. However, the number of cooperatives having association with enterprises to 

invest in production, processing and consumption of agricultural products is limited. By 

the end of 2015, the whole country had 10,902 agricultural cooperatives, mainly in the 

Red River Delta (33.5%), the North Central Coast (19.7%), and the Northeast (16.9%), 

Mekong River Delta (11.2%) respectively (Vu, 2008). Although this form is being 

supported by many guidelines, policies and recent promulgation of the Cooperative Law 

in 2012, the development of cooperatives is limited, especially in governance capacity and 

access to credit. 

Households who buy and transfer LUR of other households to expand production 

and become large-scale farm households 

This form takes place in several southern provinces, especially in the Mekong Delta. 

The acquisition of land use rights helps the households feel secure to put in long-term 

investment. The models, however, faces several obstacles. First of all, the number of 

households interested in selling LUR is limited (especially in the Northern provinces); 

They sell their land only when the situation requires it, owing to the concerns of unstable 

jobs for their livelihoods when they leave the land, etc,. Land is traditionally considered 

an asset household wish to leave inheritance to their descendants. In many cases, the 

purchase of LUR is only confirmed by handwritten paper without solid legal basis. 

Another obstacle is that some households who have land area exceeding the limit of 

receiving land use right transfer will have to rely on others to name part of their land. 
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The form of leasing land for production expanding is becoming increasingly popular 

This approach also helps increase the scale and bring the land to the hands of the 

most efficient users, and thereby help increase productivity, quality and efficiency of 

agricultural production. Farmers who lease their fields still retain their land use rights 

while avoiding land fallow and waste of social resources. In addition, the cost of renting 

agricultural land is much lower compared to cost of purchasing agricultural land. This 

model brings about both economic and social efficiency and high applicability and 

popularizability replication because of the relatively complete legal framework for this 

activity. However, in 2014 the percentage of households leasing agricultural land was 

very low, at only 10.5% and the percentage of leased agricultural land was below 5%; 

even the leased land is mostly limited to families and relatives. The greatest contraints is 

that tenants have to negotiate with multiple farm households to have a large enough scale 

farm due to the relatively fragmented typical holdings and often face the risk of contract 

breaking when the lessor reclaims the land. On the part of land lessors, opportunities for 

off-farm employment are still limited leading to to limitation of rental supplies. On the 

demand of the land lease contract, because farmers‘capital resource is limited, the cost of 

large-scale land lease is still relatively high while there is no mechanism for them to 

mortgage the leased land, create sources. capital for production and business.  

Enterprises associate with households in production 

In recent years, this form has rather developed. Households still cultivate on their 

land under the technical guidance by the enterprises; The enterprises invest in supplying 

seeds, fertilizers, pesticides and buying back products produced by households. Farming 

households follow advanced technical processes, hence, have higher productivity and 

have little concern about consuming products. However, this model also encounters 

obstacles, that is, the land of households participating in the association with enterprises is 

interspersed with the land of non-associated households, affecting the construction of 

transport and irrigation systems for improving fields as well as conditions to maintain 

product quality; In addition, some households sell their products when the price is higher 

than the initial agreement with the enterprises. 

The form of enterprises purchasing and receiving transfer of land use right of 

households to expand production 

This form has not been implemented in large scale because businesses often do not 

actively purchase agricultural land of households for large-scale production owing to the 

high price of agricultural land, making it difficult to generate attractive profits compared 
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to the initial capital invested once focus on agricultural production solely. It is the matter 

not only in terms of price but also time consuming and complication in price negotiation 

with individual farmer to form a sufficient large piece of land. It is the reason for the 

model‘s unpopularity. What is the most crucial issue is creating new jobs and livelihoods 

for a large number of households who transfer agricultural land use rights to enterprises 

on a large scale. 

The form of enterprise renting land from farmer households 

Enterprises in need of operating large-scale agricultural production and trading 

without stable raw material areas will sign a land lease contract with farmers who have 

fallow land to make concentrated agricultural production areas. Enterprises are able to 

apply science - technology, mechanization and take leading role in the raw material areas 

to synchronously invest to ensure the quality requirements of agricultural goods. This 

model is similar to that of farmers leasing land from farmers in which the cost of this 

model is relatively low. The procedure for renting land is relatively simple. It is 

advantagous that farmers keep their land use right while having additional income. In 

some localities, many businesses have currently rented thousands of hectares of household 

land, public land of villages and communes for agricultural production, such as Vincom, 

TH * True Milk, etc,. However, the percentage of enterprises renting agricultural land is 

even lower than the level of farming households' renting agricultural land from other 

farmers. This is partly due to the relatively low percentage of enterprises investing in 

agriculture (accounting for less than 1% of the total number of businesses across the 

country). Enterprises renting land must complete contract procedures with multiple 

individuals with different conditions and requirements to achieve a sufficient large area, 

causing costs and risks for enterprises. The investment cost is relatively high while 

enterprises are unable to mortgage the rental land. Moreover, there is no sufficient strong 

legal and policy framework for developing intermediary organizations, such as a public 

utility of the State that leases out land from farmers and then leases it to another 

enterprise. 

The form of land contribution by farmers and converting land value into shares of 

enterprises 

This form is somehow favored by farmers as they are able to keep their land use 

rights and increase their income from dividends on an annual basis according to the shares 

converted into the value of farmers' land use rights when the enterprise is profitable. When 

farmers are interested in participating in the production, they will be given priorty. For 

their part, enterprises will have a sufficient large piece of land for professional investment 
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as regards to science - technology and mechanization to improve production efficiency 

and reduce costs. In the whole country, there are only a few models that are piloting 

farmers' contributions of land use rights, such as rubber land contribution models in Son 

La and Lai Chau provinces; land contribution model of farmers in Van Son commune, 

Trieu Son district (Thanh Hoa province). However, this model has shown little 

effectiveness since it is unclear in contributing capital with LUR or LUR value. Farmers 

are concerned about losing their land use right when enterprises lose money (Examples 

are unsuccessful lessons of rubber companies receiving land contribution from households 

in Northwest provinces, affecting the lives of households as shareholders). Enterprises are 

unable to mortgage land use rights as well as capitalize land use rights value to get loans 

for investment in production. At the same time, enterprises also face risks in the 

management and operation of the company due to the number of farmers as shareholders. 

The applicability of this model is currently very low because it is difficult to have a 

comprehensive legal framework for capital contribution contracts of enterprises and the 

coordination of farmers and enterprises in management is very limited. 

3.2.2. Outcomes related to land accumulation and concentration policies in Vietnam and 

other countries 

Experiences in Vietnam 

The Mekong Delta (Mekong Delta) is considered an area with strong agricultural 

advantages. However, the growth rate in this area is decreasing gradually. Traditional 

production methods, farm size, small size, lack of linkages are believed to be the main 

causes. In order for agriculture to develop sustainably and farmers can get rich on their 

own gardens, their fields have no other way to reorganize production. In that 

accumulation, concentration of land becomes a very important content.  

The efficiency brought about by land accumulation has been clearly demonstrated.  

Farmers beneficiating from the land lease policy have earned great profit from their 

land and become famer billionaires in many part of Mekong Delta in mountainous 

districts of An Giang province such as: Tri Ton, Thoai Son, and location in Hau Giang 

province including Vi Thanh city, Hoa Tien commune (Thuý An, 2017). 

In the Red River Delta, many firms have established big agricultural production 

farms thanks to the form of land transfer from farmer households to enterprises. For 

examples, a part of farmers finding it ineffective in separate agricultural production at 

small-scale voluntarily complete the land allocation to enterprises under the support and 

assistance by the local government (Do, 2016).  
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For example, in Ha Nam province, where farmers find that the initiative of farming 

is not as effective as focusing on businesses, local people voluntarily stand out and 

represent the land allocation to enterprises. The land use rights are actually still of farmers 

and can only be transferred to enterprises within a certain time limit. Farmers still have the 

opportunity to work on their own land when returning to work for businesses. In Nam 

Dinh and Thai Binh provinces, a number of businesses have boldly received land use 

rights through the transfer of the local farmers and have outstanding performance in 

agricultural production.  

3.2.3. International experiences 

In Ethiopia 

Smallholder agriculture accounts for 85 per cent of Ethiopia‘s total agricultural 

output (Fantu et al., 2015), and 60 per cent of farming households operate on less than one 

hectare of land (CSA, 2015). Due to the low availability of farming land per capita and 

use of rudimentary farming methods, smallholder agriculture has failed to meet these 

farmers subsist- ence needs (EEA, 2002). Many of these farms are split into numer- ous 

spatially dispersed parcels, exemplifying the phenomenon of land fragmentation in rural 

Ethiopia. Land fragmentation refers to a situation where... the cultivators‘ land is 

distributed among many parcels or fragments, often of very small size... (Daniel et al., 

2015; Huang, 2011). Analysts distinguish between four types of land fragmentation – of 

land ownership, of land use, within a farm (internal fragmentation), and with separation of 

ownership and use. According to a study conducted in two widely differing farming 

communities in north-west Ethiopia, farmers may cultivate up to 14 scattered plots 

(Teshome, 2009). Nearly half of these plots were less than 0.2 hectares in area. Ethiopia‘s 

agricultural policy makers therefore face the task of organizing a socially inclusive and 

sustainable rural transformation. Reorganizing land holdings that are predominantly 

characterised by small and fragmented holdings is one important aspect of this 

transformation. With respect to land fragmentation and in direct reference to the benefits 

of land consolidation, the federal land law states that «in order to make small farm plots 

convenient for development, farmers are encouraged to voluntarily exchange farmlands 

(FDRE, 2005; 3141, Article 11.3). The regulation implementing the Amhara region‘s 

rural land administra- tion and use system encourages consol- idation through voluntary 

exchange of land between farming households (ANRS, 2007, 14, Article 10; ANRS, 

2017, 32, Article 20). The regulation enacted in 2007 further states that the government 

must provide technical services and renew landholding certificates free of charge (ANRS, 

2007, 14; Article 10.2). Consultations with experts and officials from state organizations, 
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institutes and development agents and a survey of 395 farmers in the study by Girum et al. 

(2019) revealed that voluntary land consolidation can be a policy instrument to address 

the challenges of subsistence agriculture in Ethiopia. Farmers expressed their positive 

recognition of the potential of land consolidation. Among other things, land consolidation 

can lead to improved agricultural productivity and management of natural resources. It 

can also improve rural development and enhance land administration systems. For 

example, it is easier and less costly to monitor and document farming practices on 

consolidated holdings than on scattered plots.  

Rwanda 

Besides several positive practices of land accumulation and concentration‘s policy 

elsewhere as above-mentioned, study by Blarel et al. (1992) have found an oppositve 

outcome of such consolidation programs in Rwanda. It indicated that consolidation 

programs are unlikely to lead to significant increases in land productivity and may 

actually make farmers worse off. Policymakers should focus instead on reducing the root 

causes of fragmentation: inefficiencies in land, labor, credit, and food markets. 

Limitations 

Despite many efforts of the government from the central to local levels, the process 

of land accumulation and concentration over time has been very slow, which is a major 

obstacle for modern agricultural development. In addition, the process of land 

accumulation and concentration also raises a number of issues as follows: Firstly, land 

accumulation and concentration cause loss of livelihood to a part of farmers. Land 

accumulation and concentration can be considered as a process in which land is 

concentrated in one hand and then out of the other. For whatever reason (voluntary or 

compulsive, rational or unreasonable, plausible or unwarranted), land accumulation and 

concentration are the cause of losing land to a part of the farmers, meaning that they lose 

their traditional livelihood. Livelihoods include the capabilities, assets and activities 

necessary to make a living: LUR is an important asset for rural livelihoods, especially for 

farmers living only on farming. The loss of land-based livelihoods affects not only income 

but also the psychology and spirit of the people and may lead to other social problems, 

etc,. Secondly, rural inequality in terms of both income and land happen. Land 

accumulation leads to rural division because the tendency of accumulation land to some 

people leads to an income imbalance. People with a lot of land find it easier in making a 

living and hence have a higher income compared to those with less land. This has caused 

negative thought and inferiority in a part of the farmers and consequently lead to social 

issues. Thirdly, it is worth to mention social issues posed in the process of land 
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accumulation and concentration. As the land size gets bigger, a part of the labor force will 

have to withdraw from the agricultural sector. The problem is actually: Where are they 

going, what to do? And how do social issues arise? That is the problem that needs to be 

solved in parallel with the accumulation of land for large production. The negative effects 

of this process indicate that: agglomeration and concentration of land can become socio-

political issues, and harmonizing the relationship between equity and efficiency is a major 

challenge. Fourthly, land accumulation has not been closely associated with the 

reallocation of labor in rural and agricultural areas: farms with size under 3ha mostly use 

family labor or combine with hiring seasonal labor. They rent machines for land 

preparation and rent combined harvestors. Only a few big farms are equiped with 

ploughing machines and combine harvesters with regular labor and seasonal workers. 

Experience from Ethiopia has also shown some limitation of the Government‘s 

policy promoting voluntary land consolidation which requires several conditions to be 

in place before a land consolidation project is initiated. First, stakeholders should be 

willing to participate actively in the deci- sion-making process. Second, the process 

should be demand-driven and a project site must be identified where farmers and local 

authorities are interested in land consolidation. One important policy les- son that can 

be drawn from this is that, with adequate incentives in place, it is possible to promote 

land consolidation in a voluntary yet systematic manner. To achieve this, the different 

departments under the Ministry of Agriculture need to identify the pull factors that 

may attract famers to land consolidation and respond accordingly.  

Causes hindering the process of land accumulation and concentration 

The causes derived from creating a driving force for land accumulation and 

concentration  

- Narrow land, crowded population, rapid increase in agricultural population and 

weak ability to attract workers in industry and urban areas.  

- The opportunity cost of land is relatively low. Small farmers with inadequate 

financial conditions, production and management skills, information and social relations 

are unable to accumulate their land. Besides, the agricultural sector is insufficiently 

attractive to private investors owing to unstable and low interest from agricultural 

production.  

- Lack of planning for conversion of agricultural land use. 

- Cooperative economy has not developed. Although this form is being supported by 

guidelines, policies and the promulgation of the Cooperative Law in 2012, the 
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development capacity of cooperatives is limited, especially in management and 

accessibility to credits.  

- Lack of effective policy to attract enterprises‘investment in agriculture and rural 

areas. Enterprises with sufficient capital and technology with demands for agricultural 

production are not allowed to receive rice land or protective forest land transfer. Access to 

agricultural land of enterprises faces difficulties due to the public announcement and 

disclosure of land fund for agricultural development in unclear land use plans and plans. 

Conditions for enterprises to be allocated or leased land to implement large-scale projects 

in agriculture are still very difficult and complicated without provision in support of 

enterprises subleasing or receiving capital contribution by agricultural land use rights. The 

implementation of investment projects of large-scale agricultural production enterprises 

thus faces constraints. 

Issues related to land policy  

- Constraints on land area limit and land use time. For households and individuals 

having poblems with the limit for receiving LURs transfer of annual crops and 

aquaculture land not exceeding 10 times of the land allocation limit (Article 130 of the 

2013 Land Law). In the Southeast region, the Mekong Delta it does not exceed 30 

hectares and no more than 20 hectares for each type of land for households and 

individuals in the remaining provinces. Households and individuals are not allowed to 

transfer rice land use rights, if not directly engaged in agricultural production or 

agricultural land in protection forests, strictly protected sections or ecological restoration 

forests of special-use forests if they do not live in a forest (Clauses 3 and 4, Article 191 of 

the 2013 Land Law). The conversion of rice land use is only implemented in the same 

commune, ward and town. 

- The conversion of rice land use to aquaculture land still faces many difficulties. 

The treatment of fallow land is insufficiently strong, leading to the tendency of keeping 

the field as an "insurance", inefficient use of land and farming ceasing.  

- The value of agricultural land use rights transfer is rather high with risky and 

low profit in agricultural production, insufficient strong mechanisms and policies to 

support the transfer, lease of land use rights causes the inefficient and quiet operation 

of agricultural land market. 

The cause related to awareness and thought 

 - Having thought that agriculture is the only livelihood of farmers, many people still 

have the spirit of keeping agricultural land. In fact, many rural labor leaving agriculture 
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mainly enters the informal labor market, which is potentially risky. This makes them more 

determined to keep agricultural land.  

- Concerns about social division associated with land accumulation which has 

already happened.  

- Several people assume that scattered plots might help reduce risks (eg. food 

security in crisis), diversify production, use resources effectively, and increase the 

liquidity of the land. 

3.3. Recommendations 

Directions, views and groups of solutions to promote the efficiency of land 

accumulation and concentration in the future.  

- Guarantee that the purpose of land accumulation and concentration is to develop 

large-scale commodity agriculture and hi-tech applications.  

- Must consider the peculiarities of the formation of specialized agricultural 

production areas to promote the effective use of land after accumulation and 

concentration.  

- The accumulation and concentration of land must be voluntary and mutually 

beneficial between the LUR authorizer, the unit that receives and uses the land after 

accumulation, concentration and the State.  

- The process of land accumulation and concentration must be associated with the 

development of the land market and solving arising social problems, such as income 

inequality, land loss, poverty, unemployment ... 

Direction  

- The selection of forms and solutions to promote agricultural land consolidation and 

concentration is based not only on the past and present practices, but also on the future 

vision and goals of Vietnam rural and agricultural development in particular and socio-

economic development in general in the next 10 - 15 years, taking into account the current 

rational cost reduction.  

- Aiming at building a modern agriculture with a high level of commercialization, 

high international competitiveness, based on large scale and more concentrated production 

models such as: family farms and farms, Cooperatives, and unions of cooperatives in 

close association with enterprises. In this process, close attention should be paid to the 
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shift of redundant agricultural labor to non-agricultural occupations either in the rural 

areas or joining the urban labor force. 

Solution groups  

- Group of solutions related to promoting land accumulation and concentration  

Medium and long-term planning for development of agricultural regions and 

commodity agricultural products, especially high-quality agricultural goods. Planning on 

commodity agricultural development must be associated with bringing into play the 

comparative advantages of each region and each product; associated with promoting the 

development and healthyization of the domestic agricultural commodity market that 

effectively connecting with the international market.  

Associate the process of land accumulation and concentration with the process of 

restructuring the economy and re-assigning labor in the locality. Thanks to this, it is 

guaranteed to create jobs for those redundant laborers who lack of production land. 

Therefore, the speed of restructuring the economy will directly affect the speed and scale 

of land accumulation and concentration. Due to the different characteristics of socio-

economic structure in each locality, the speed and scale of land concentration should also 

be taken into consideration to fit the characteristics of each locality.  

Promote the economic development of farmer households in the direction of 

commodity production suitable to the conditions of each region, each field and 

according to the planning. Overcoming household farming practices mainly by hiring 

labor; implementing measures to improve capacity in production, trading, quality 

assurance, efficiency and competitiveness of farmers' households; promote the 

development of households specializing in producing high-quality goods and the 

development of modern farms. 

Developing new cooperative models. Fundamentally renovate existing cooperative 

models as well as develop new types of cooperative models on the basis of ensuring the 

principle of "voluntariness, democracy, equality, mutual benefit"; proper recognition of 

households and cooperatives as two economic entities, cooperatives operate on the basis 

of their own efficiency, at the same time support the farmer households‘economy to 

develop commodity production. 

Attracting enterprises to invest in agriculture and rural areas, especially in inter-

sectoral clusters in specialized agricultural areas, industrial zones / clusters, agricultural 

support services, green and safe agricultural parks providing goods and tourism services 

for urban areas, innovation centers, promoting entrepreneurship in rural areas. Provide a 
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special incentive mechanism for enterprises that develop large-acre fields. Encourage 

farmers to buy shares in enterprises that have contracts with farmers in large fields or rent 

land from farmers' households. 

Building agricultural land transaction support centers, performing the function of 

providing information, supporting valuation, contract design and resolving disputes in the 

process of land transactions between individuals and enterprises. This is the initial 

foundation to build the market of agricultural land use rights and promote property rights 

to agricultural land in the future.  

Renovating and completing mechanisms and policies to promote research and 

application, science and technology transfer in agriculture, especially high technology in 

agriculture. 

- Group of solutions related to completing land policies  

Regarding the land allocation quota policy: The 2013 Land Law was officially 

applied from July 1, 2014, in which there were multiple new points regading the 

encouragement of land accumulation and concentration, especially land allocation quota 

in receiving transfer of land use right. However, the policy of land allocation quota is 

currently still considered to be a "hindrance" to the process of land accumulation and 

concentration that needs to be removed. 

In addition to the completion of the land allocation quota policy, the State should 

have a policy to ensure land accumulation for agricultural production purposes, such as 

the provisions on the quota for acquisition of agricultural land use rights for fallow land, 

revoking the decision to land grant, land leasing (if allocated and leased by the State), 

compulsory transfer of land use right (for purchased land); apply taxes on those people 

who accumulate land not for ―direct cultivation‖or unuse for agricultural production ; 

reducing taxes and fees related to the transfer of agricultural land in the 2014 Law 

Amending Tax Law; regulations and strict supervision of the minimum area to avoid 

household splitting the plot through inheritance of agricultural land; To elaborate 

regulations on rented land of 10 years or more, individuals and economic organizations 

are allowed to mortgage with the leased value to get loans for agricultural production; 

develop mechanisms to allow flexible transformation and decentralize the local authorities 

to expertise plans of conversion of land use purpose between rice land, annual crop land, 

perennial crop land, land for animal husbandry and farming aquaculture according to 

planning and environmental conditions; securing property rights on land of investors in 

agriculture and rural areas. 
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- Group of support solutions  

Well implement policies and solutions of withdrawing labor out of agriculture sector 

while supporting livelihood changes, such as supporting investment in agriculture and 

rural areas; strengthen linkages in agriculture; rural labor export; training and vocational 

training for rural workers.  

Facilitate the capitalization of land, assets and develop social insurance for farmers 

who leave agriculture to participate in the non-agricultural sector in rural and urban areas. 

Synchronously addressing social issues through agricultural insurance; multi-dimensional 

poverty reduction; social insurance policies for rural workers; policies to protect rights and 

assist the poor 

Promote the development of non-agricultural activities in rural areas and enhance 

rural industrialization.  

- Communication solutions  

Continue to promote propaganda, encourage farmer households to perform the 

rights of leasing, capital contribution, land use rights transfer to manage land use 

effectively, bringing greater benefits to land users, and at the same time, create a large 

land area for investment in agricultural development towards commodity production. 

4. Conclusions 
 

Vietnam is one of the countries with the lowest land per capita in the world with 

over 11 million individual farmer households owning over 76 million small and scattered 

plots. Fragmentation of plots is a great challenge for the process of building large model 

wings, high-tech, high-value-added production areas. With increasing population pressure 

and a scarcity of land, promoting agricultural productivity is seen as an effective way 

to ensure Vietnam's long-term food production. The paper has explored a number of 

solution groups for land accumulation and concentration regarding the completion of 

land policy, particularly issues in land allocation quota, the provisions on the quota for 

acquisition of agricultural land use rights for fallow land, revoking the decision to land 

grant, land leasing, applying taxes on those people who accumulate land not for ―direct 

cultivation‖or unuse for agricultural production; reducing taxes and fees related to the 

transfer of agricultural land in the 2014 Law Amending Tax Law; allowing individuals 

and economic organizations to mortgage with the leased value to get loans for 

agricultural production inheritance of agricultural land, developing mechanisms to 

allow flexible transformation and decentralize the local authorities to expertise plans 

of conversion of land use purpose between rice land, annual crop land, perennial crop 
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land, land for animal husbandry and farming aquaculture according to planning and 

environmental conditions; securing property rights on land of investors in agriculture 

and rural areas, and other supporting solutions such as promoting propaganda, 

encouraging farmer households to perform the rights of leasing, capital contribution, 

land use rights transfer to manage land use effectively, bringing greater benefits to 

land users, and at the same time, create a large land area for investment in agricultural 

development towards commodity production. 
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Abstract: 

This study explores the impact of conflicts on social loafing in the organization's group 

work. Through quantitative analysis of the survey data for 456 civil servants working in Ho 

Chi Minh city to evaluate the scale and research model. Research results show that the three 

components of conflict: task conflict, relationship conflicts, and process conflict have the 

same effect on the social loafing of the individual in the group. The results also show that 

conflicting relationships will have the greatest impact on social loafing. Therefore, each 

organization should take measures to reduce social loafing in order to reduce the uncertainty 

of members in the process of group work. 

Keywords: Social loafing, conflict, group work, Ho Chi Minh City. 

 

1. Introduction 

In the life of the human working group is indispensable. According to Karau & 

Williams (1993), we join teams to perform many important tasks that require 

collective effort to work together to address the ultimate goal of organization set. 

Group activity is not limited to any field and in any area requires team existence and 

teamwork is essential. As Poole et al. (2004) stated that "people live in groups, work in 

groups, and play in groups." However, when working in groups, the conflict between 

members is unavoidable. According to Tuckman (1965), a conflict is a place that will 

explain the discovery of social loafing among individuals in that community. Although 

teamwork is highly recommended, social loafing in the group should not be ignored, 

social loafing will reduce the effectiveness of the group (Latane et al., 1979). Thus, the 

conflict in the collective will take place and then what will the members of the rest of 

the way? Understanding the importance of collective conflict and social loafing among 
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individuals in the organization, the authors explore the impact of conflicts on social 

loafing in this study. 

2. Theoretical background and research model   

Conflict  

Group work in the organization is a "tool" for us to feel the disturbance in the 

group. Conflict arises when team members are not aware of a common goal and the 

interventions of each member to achieve that goal are different (Singh et al., 2017). 

Conflict is likely to make the group members' cohesion less likely, and group cohesion 

will also decrease if the conflicts between members are large (Jehn, 1995). 

Conflicts identified by researchers consisted of three components: task conflicts, 

relationship conflicts and process conflicts (Jehn, 1997; Jehn & Mannix, 2001). Task 

conflicts are defined as disagreements and arguments among team members about the 

content of the work and the goals to be achieved, or arguments about the merits of a 

problem in the team (Behfar et al., 2011; De Dreu & Weingart, 2003; Jenn, 1995, 1997; 

Priem & Price, 1991). When a conflict of interest is moderate, it helps the team members to 

better understand the goals and will help them get more ideas. As a result, the group will be 

more efficient and the productivity of the group will be increased (Amason, 1996; Jehn, 

1995; Schweiger, Sandberg & Rechner, 1989; Cozier & Rose, 1977). In addition, if high-

level task conflicts in the group result in more individual conservatism with their proposals, 

the effectiveness of the group will deteriorate and the quality of the termination 

Relationships among members are also reduced (DeChurch, Hamilton, & Haas, 2007; Tidd, 

McIntyre & Friedman, 2004; Simons & Peterson, 2000). Conflict is a social conflict or 

emotional conflict that arises from differences in the value and personality of each 

individual. In addition, conflict in relationships is often influenced by hostility, tension and 

discomfort among team members (Behfar et al., 2011; De Dreu & Weingart, 2003; Pearson, 

Ensley & Amason, Jenn, 1995, 1997; Priem & Price, 1991). Relationships have a negative 

impact on group productivity and job satisfaction (Wall & Nolan, 1986). Process conflict is 

the disagreement about how best to mix resources from group work, including time issues 

and workload distribution (Janicik & Bartel, 2003). Process conflicts can reduce the 

efficiency of the team as well as the ability to coordinate tasks in the most efficient way 

(Deutsch, 1973; Jehn & Chatman, 2000). In addition, process conflicts can negatively affect 

the satisfaction of members when working together by causing feelings of disrespect and 

unfairness in the group (Lind & Tyler, 1988). These three types of conflicts not only affect 

the performance and satisfaction of the group, but also these three types of conflicts are 

interrelated throughout the working group. Jehn's (1997) study has proven that conflicts of 
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interest can be transformed into conflicting relationships when criticisms regarding task 

performance are considered negative or unresolved tasks. Successful. Research by Behfar et 

al. (2008) also suggests that process conflicts will reach a higher level than all other types of 

conflict in group interaction. 

Social Loafing 

The origin of social loafing began with researcher Ringelmann (1913, led by 

Latané et al., 1979; Simms, 2014), who experimented with participants in pulling a 

rope when the participants pull the rope, they work less and their pull is lower when 

they do it alone. As the size increases, the performance in the group is lower than that 

of an individual performing the same job. From the above observations, Ringelmann 

pointed out that when working in groups, the individual's effort would decrease. So, 

these effects are called the "Ringelmann effect" (Latané et al., 1979). After discovering 

the "Ringelmann Effect," many researchers have come up with statements for this 

effect. Steiner (1972), led by Singh (2017), proposed two explanations to explain the 

Ringelmann effect: One is individuals without motivation to pull the rope or by those 

who lack motivation. Reduce effort, especially when group size increases. The second 

explanation is that the team may not work together so that the efforts of the members 

are not optimal. Ingham, Levinger, Graves, and Peckham (1974) repeated the rope 

spinning experiment. In this experiment, researchers asked participants to blind their 

eyes to pull the rope and make the test takers believe they were pulling the rope along 

with others, while in fact, They have to do it alone. And the results have shown that 

the individual's performance is still lower than when they know they will perform 

alone. Williams & et al (1981) expanded the experiment and came to the conclusion 

that if the efforts of the individuals in the organization were measured, those who 

caused conflict or cause indifference would decrease and Their research focuses on the 

study of how to measure the output of individuals in the organization. With Ingham et 

al. (1974) and Latane et al. (1979), there are many other authors who have followed 

Karau et al. (1993); George (1992); Etemadi et al. (2015) argue that collective 

resilience is a phenomenon where the individual's efforts to achieve a goal when they 

work in a team are lower when the individual works independently.     

The relationship between conflict and social loafing 

Social loafing is directly provoked by the conflict between individuals because 

the perception of unfair work and the distribution of unfair rewards is where social 

loafing begins. Negative influences caused by conflict among team members can be 

lengthened, leaving members to remain indifferent to the work that needs to be done 

within the group (Öhman, Flykt, & Esteves, 2001) 
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In addition, social loafing also comes directly or indirectly from conflicting 

relationships. Direct engagement of individuals within the group can be initiated by 

arguing to withdraw from this conflict and may at least reduce one's contribution to the 

group (i.e. two basic factors determining collective ignorance). Although withdrawing 

from the conflict of relationships and reducing efforts in the group does not mean that 

support for collective redundancy occurs, the issue is also considered to have negative 

effects on productivity and group spirit (Deutsch, 1973). Baxter (1982) likewise argues 

that avoiding conflicting relationships is a common means of dealing with conflict 

within the group. Team members are quite alert and sensitive to those who tend to 

avoid and work to reduce conflict within the group because they do not want to be 

unfairly judged by potential lazy people. conflicting relationship. At the same time, 

relationship conflict can also affect collective neutrality through reconciliation (Jehn, 

1997). Based on the above analysis of the relationship between collective indifference, 

conflict of relations, it can be seen that both conflict and conflict can directly cause 

collective indifference in the group. 

The relationship between task conflicts and process with collective ignorance 

may depend on the level of negative emotions in the group. Research has shown that 

groups discuss and discuss issues of goals or tasks when confronted with each other at 

a moderate level of work (Jehn, 1995). These conflicting interactions show the 

motivation of team members to reorganize the group's resource structure by assigning 

the right job to the right person. They can also minimize collective negligence because 

group members believe that their involvement in resolving tasks or conflicting 

processes is meaningful and important to achieving personal goals. as well as the 

group (Karau and Williams, 1993) 

From the above discussion, the authors propose the following research model: 

 

 

 

 

 

 

Model: The model aims to examine the factors that affect organizational equality 

PCRCTCSL *** 321    

Task conflict (TC) 

Relationship conflict (RC) Social loafing (SL) 

Process conflict (PC) 
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3. Research methodology   

Research using qualitative and quantitative research method. The qualitative 

method is used to find the scale that matches the model and then uses a quantitative 

method to verify that the model is appropriate. The data was collected from staff 

working at organizations in Ho Chi Minh City through convenient sampling. 

The data collection tool consists of 3 parts. First, the tool includes demographic 

questions designed to determine the age, gender, location, the time they work at the 

organization and find out if they are part of a team. or not. In the second part, 18 

questions are designed to measure the composition of conflict elements in an 

organization. And finally, the third part is the 10 questions that are designed to 

measure organizational ignorance. These scales are used on the Likert scale of 5 levels 

from level 1 to "completely disagree" to level 5 as "absolutely agree". The number of 

participants in this study was 457. 

4. Analysis of data and results   

Respondent profile 

To collect data for this study, 500 sets of questionnaires were distributed to the 

respondents. There were 483 sets returned, the response rate obtained was 96.6%. 

However, only 456 sets of the questionnaire qualified for data analysis, i.e. 91.2% 

qualified for data analysis. Table 1, below, shows that respondents were selected by a 

non-random method but the sample nevertheless represented the population of employee. 

Table 1: Profile of respondents in the sample size 

Respondent‟s profile Categories Frequency Percent (%) 

Age 

Less than 25 years 

25-35 years 

35-45 years 

More than 45 years 

83 

238 

114 

21 

18.2 

52.19 

25 

4.61 

Gender 
Male 

Female 

247 

209 

54.17 

45.83 

Experience 

Less than 5 years 

5-19 years 

More than 10 years 

216 

137 

103 

47.37 

30.04 

22.59 

Education level 

Diplama degree 

Associates degree 

Bachelors degree 

Master degree 

155 

75 

213 

13 

33.99 

16.45 

46.71 

2.85 
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Cronbach’s Alpha and Exploratory Factor Analysis 

Verification of Cronbach's Alpha scale reliability showed that four observation 

variables of process conflict (PC), 3 observation variables of task conflict variable 

(TC), 3 variable observation variables (RC), and 8 observable variables in 10 variables 

of collective barometric variability (SL) (observed variables SL3 and SL7 with index 

less than 0.3 should be excluded) have the reliability High dependence (greater than 

0.6), these independent variables will be included for EFA analysis for the next step. 

After performing EFA as shown in Table 1, the KMO = 0.751> 0.6 indicates that the 

results of the EFA analysis are reliable and that the analysis is appropriate. Sig value. = 

0.000 ≤ 0.05 in the Battle test showed that the analysis results were statistically 

significantly greater than 95% and the observed variables were correlated in the overall. 

The total variance of 63.802% representing the factors derived from the analysis can 

account for 63.802% of the variation in the initial survey data. The coefficient of 

Eigenvalues of the four factors in the model is equal to 1,835> 1, confirming that there 

will be three factors derived from the analysis and the factor load factor of the observed 

variables in each factor of the variables. Observations in each factor are greater than 0.5 

showing the good representation of the variables for the factor that the variables 

represent. The results in Table 1 also show that factors that represent research concepts 

and are highly reliable are well suited for subsequent analyzes. 

Table 2: Results of Cronbach‟s Alpha and EFA 

Variable Component  Cronbach Alpha 

PC1 0.775       

Cronbach's  

Alpha = 0,724 

PC4 0.763       

PC2 0.751       

PC3 0.630       

TC3   0.835     
Cronbach's  

Alpha = 0,772 
TC1   0.813     

TC2   0.811     

RC1     0.878   
Cronbach's  

Alpha = 0,762 
RC2     0.775   

RC3     0.759   

SL10       0.856 

Cronbach's  

Alpha = 0,861 

SL9       0.820 

SL8       0.810 

SL1       0.743 

SL6       0.655 

SL5       0.628 

SL2       0.597 

SL4       0.591 

Invalid method 32.106 49.949 63.802 51.786   

Eigenvalues 3.211 1.784 1.385 4.143   

KMO = 0,751 Sig=0.000 Sig=0.000 Sig=0.000 Sig=0.000   
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Regression results 

The authors performed regression analysis with SL dependent variables and three 

independent variables, TC, RC and PC. Results are presented in Table 3 

Table 3: Results of regression analysis 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. 

Collinearity 

Statistics 

B Std. Error Beta Tolerance VIF 

1 

(Hằng số) 1.000 0.119   8.434 0.00     

Task Conflict 

(TC) 
.211 .020 .345 10.548 .000 0.941 1.062 

Relationship 

Conflict (RC) 
.290 .026 .377 11.009 .000 0.855 1.170 

Process Conflict 

(PC) 
.234 .025 .321 9.410 .000 0.863 1.159 

        

a. Biến phụ thuộc: Social Loafing (SL) 

  R
2
 = 0,546 ;  Adj R

2
 = 0,543 

    

  

  F = 181,030;  Sig. = 0,000           

 

From the regression result of Table 3, the R2 coefficient is 0.546 and the R2 

correction is 0.543. Thus, the model with 3 task conflict variables (TCs), conflict 

relationships (RC) and process conflicts (PC) accounted for 54.3% of the impact of 

conflicting components collective indifference in the group. Sig value = 0.000 (<0.05), 

so the combination of two independent variables can explain the variability of the 

dependent variable. The magnified coefficients of the VIF variance (Table 2) are less 

than 2, indicating that the regression model does not occur in multi-collinear 

phenomena (when VIF exceeds 10, multipliers occur and when VIF is greater than 2, it 

is necessary to be careful in interpreting the regression weights. 

Regression analysis gives us the normalized linear regression equation as follows 

PCRCTCOJ *321.0*377.0*345.0   

Through the above equation, it can be seen that the TC, RC and PC components 

have the same effect on the behavior of card issuers of organizations in Ho Chi Minh 

City. From the equation on the components of conflicts, the levels of impact are nearly 

the same, but the internal communication factor has the lowest impact on collective 

indifference in the organization with 0.321 
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5. Conclusion   

Research results show that the components of collective conflicts, such as 

conflicts of interest, conflicts of relationships and process conflicts, have the same 

impact on collective indifference at the organizations in HCMC. Ho Chi Minh City 

with a representative sample of 457 samples. In particular, conflicting relationships are 

most strongly influenced by the collective consciousness, followed by conflicts of 

interest and conflicts that have the least effect on collective ignorance. The study by 

Simon and Peterson (2000) also showed that conflicts of duty would turn into conflicts 

of relationships when resource allocation to solve problems was wrong. This 

demonstrates that in order to stimulate creativity and increase efficiency, a reduction in 

task conflicts is needed and that team members will understand more about the tasks 

that need to be done in the team (Jehn, 1995; Simons & Peterson, 2000). Therefore, in 

order to reduce collective negligence, members of the organization should also avoid 

possible conflicts when working together. In order to minimize conflicts that may 

occur during group work, members need to have agreements, rules, or standards to 

manage conflicts while performing group tasks. In addition, the performance of tasks 

to achieve the objectives of the work, the members also need to clearly assign 

responsibilities and rights of each member when performing tasks in the group. In 

addition, when assigning tasks to each member, they should be assigned fairly and 

appropriately so that every member of the team understands that the assignment is 

appropriate to their abilities and believes that success The group's contribution is due 

to the contribution of that member's effort. Finally, in the event of a conflict, 

discussions, and discussions need to be limited to finding mistakes or mistakes in the 

group process rather than the individual's failure to do so. For greater conflict between 

individuals. From the above suggestions, collective redundancy will be reduced in the 

event of a conflict, and in conflicting group operations, conflict resolution will be 

effective. Reduce the team and make the team work better 

However, research is limited to the relationship between conflict and social 

loafing, so more research is needed to find out how other components affect social 

loafing. In addition, non-probability sampling in some central districts may make the 

sample less representative, so this is another direction to improve the sampling 

method. In addition, the differences of the surveyed subjects such as age, sex, 

education level, job position ... also affected the social loafing. And one suggestion for 

further research is that further research is needed in a specific industry so that it is 

possible to identify which sector factors have a strong impact on social loafing.  
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Abstract:  

This article proposes some solutions to enhance socially responsible awareness and 

practices in business by examining full insight into the two extreme models of Corporate 

Social Responsibility (CSR): financial model of CSR and social model of CSR. The first model 

of CSR is oriented towards corporate financial performance – with seeking profit as primary 

objective. The second model of CSR is oriented towards corporate sustainable performance – 

with the super goal which is searching for strategic equilibrium between own financial profit, 

people‘s interest within and outside organization, and environmental issues of the earth 

planet. The article will point out the importance and relevance of social model of CSR as it is 

suitable for enterprises in today‘s business and indicate its implementation as top priority. 

The article also shows a roadmap as well as challenges and troubles in implementation of 

this social model of CSR in enterprises of developing countries, following steps that 

enterprises of developed countries have been through. Using theoretical comparative analysis 

and then in-depth empirical synthesis of findings of previous researches as a methodology the 

article investigates and finds out adequate solutions and proposes down to the ground recom-

mendations to enhance socially responsible awareness and practices in the fast growing and 

unpredictably changing developing region of the world. 

Keywords: Corporate Social Responsibility, model, theoretical analysis, practical 

implication. 
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1. Introduction   

Social responsibility is a field of research which investigates processes and 

solutions that guarantee a strategic balance between economic growth and social 

development at both macro level (international, regional, national, local) and micro 

level (level of enterprises) (Zdravkovic and Radukic, 2012; Placier, 2013; Rajnoha and 

Lesníková, 2016; Czubala, 2016). Corporate social responsibility (CSR, the micro 

level, level of enterprises) is a field of research aiming at defining what the essence of 

a socially responsible business is and what business has to do to become socially 

responsible. Generally, CSR is a continuous commitment of the enterprise towards 

sustainability that is to contribute to the economic development while enhancing the 

quality of life of the labor force as well as of the community, society and environment 

(Rajnoha and Lesníková, 2016). It is related with a whole range of practical issues, 

such as: corporate ethical program, corporate governance, social policy, fair trading 

practice, socially responsible investment and production, etc. These are the 

instruments which make up for a complex CSR system to enhance in different ways 

the economic and social efficiency of enterprises operating in advanced market 

oriented economies (Nguyen Hoang Tien, 2015).   

CSR is a growing organizational phenomenon with vast and interesting 

implications for practitioners, scholars and society at large (Kot, 2014). CSR is a very 

popular management concept worldwide and an integrated element of enterprises‘ 

structure and policy in developed countries. In developing countries instead, CSR is a 

new but fast growing in importance issue and companies are beginning to respect its 

policy, regulations, behavioral standards and norms due to growing pressure from 

global corporations. In context of globalization process, CSR policy and regulations 

are subjects of constant changes and adaptations, spreading from financial model of 

CSR focusing on profit only to the social model of CSR focusing on people, planet and 

profit, (Chwistecka-Dudek, 2016; Briš et al., 2013; Nguyen Hoang Tien, 2015). Those 

models are subjects of interest, analysis, theoretical investigation and practical 

implications in this article in order to contribute significantly to further research.  

2. Theoretical framework    

The evolution of the idea of CSR is a result of tough discussions starting at the 

beginning of all organized forms of economic activity on their social and ethical 

aspects. However, it is not easy to hammer out a ready-made and full definition for 

CSR and reflect its all practical dimensions, its scope as well as its nature (Filek, 

2001). In the literature of business and management there are multiple definitions of 
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CSR (Briš et al., 2013). It can be argued that the sphere of influence of CSR is not 

confined within the enterprise itself and no one could accurately define its border yet 

(Burianová and Paulík, 2014). The word ―responsibility‖ derives from Latin language 

- „respondere‖ which means to respond and to justify a certain behavior (Strzelecki 

2003). Responsibility is ambidextrous and multidimensional conception and each 

definition returns only a part of its essence and nature. CSR means that the company is 

morally responsible and obliged to settlement in front of law, society and its own 

conscience for its activities (Zbiegien-Maciag, 1991). CSR is a set of obligations of an 

organization in order to protect and strengthen the society in which it functions 

(Griffin, 1996). CSR refers to the way the organization impacts on society in which it 

exists. It covers the scope of fundamental questions such as: „how we should live in a 

good relation with each other‖ (Stoner et al., 2001). CSR is a set of norms 

determining, indicating the way to interpret the contents of other ethical norms and 

standards in business (Kubka, 1999). CSR is the readiness to involve in the course of 

events and influencing them positively (Konieczny, 1998).  

One of fundamental changes in management science of XX century is just 

definite separation of function of enterprises‘ owners from function of enterprises‘ 

managers due to increasing role of external funding needed for developing economic 

activities. Factors impacting on this process embrace: mass industrial production, 

investment projects requiring longer vision and more insightful approach than before, 

investment expenses for research and development are increasingly high, exceeding 

the capability and resource of single enterprises. In reality, managers of enterprises, 

which generally do not belong to them, have excessive power and influences on what 

is going on. Free market mechanisms are not sufficient to control and eliminate their 

wrongdoings (Kubka, 1999). On one side, the society expects that managerial 

behaviors should comply with ethical standards and orient towards common benefit 

and interest of the society (Drucker, 1998). On other side, in order to maintain full 

prestige and reputation, managers should act and make business decisions responsibly 

considering public opinion and stakeholders‘ interest (Man and Macris, 2015). These 

trends starting from the end of XX century had led to the appearance of two specific 

CSR models which contradict each: ―financial model‖ and ―social model‖, as they 

deliver diverse answers to questions related with rights and responsibilities, 

perspectives, attitudes and approaches towards CSR issues. 
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2.1. Financial model of CSR    

Figure 1: Financial model of CSR 

 

 

 

In the financial model of CSR, shareholders, investors being the owners who 

possess the whole or in part enterprise‘s resources play the most important role. The 

only goal of enterprise is to achieve profit for the interest of this stakeholders‘ group 

through effectively using mobilized financial resources to maximize the value of 

stocks which are of their possession. The attractiveness of stocks in terms of generated 

profit and the prospect of development will be real motivation attracting external 

funding to serve the further development and enhancement of the future value of 

enterprise through expanding scale of production and investment. The following table 

presents characteristic features of financial model of CSR. 

Table 1: Financial model of CSR 

                    CSR model 

Assumptions 
Financial model 

Highlighted points: Financial profit before social responsibility  

Perceiving of enterprises: Enterprises are tools to generate profit  

Goals: Serving the benefit of the owner (shareholders, investors) 

Success measures: Price of shares and value of dividends 

Troubles: How to orientate managers towards rights and benefits of 

shareholders 

Governance tools: Board of directors voted by shareholders and investors  

Social responsibility: Of the managers towards investors: 

- Contractual responsibility 

- Legal responsibility 

- Ethical responsibility 

Serving society and community 

through: 

Pushing towards economic benefits, executing private 

interests of enterprises. Social rights and benefits are 

guaranteed by market mechanism 

Source: De Wit & Meyer (1998) 

Social responsibility in financial model of CSR is related to responsibilities of 

managers towards investors and shareholders: contractual responsibility, legal 
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responsibility and ethical responsibility. The first of them is related with the labor 

contract that has been signed by the manager and the enterprise concerning powers, 

rights, duties and responsibilities to operate business effectively. The second one is 

related with general provisions of law regulating the process of signing, executing 

labor contract and solving occurring disputes (Klimczak, 2002). Besides, managers 

bear responsibility towards own conscience and ethical standards such as acclaimed 

values and principles.  

At the level of enterprise, social responsibility and obligation only decrease 

economic efficiency due to the fact that these are indeed not function of enterprises. In 

reality, the execution of social responsibility is an act of encroachment onto the other 

field that enterprise has no competencies at all and is not allowed to engage in 

(Kiezun, 1997). Thus, enterprise has the only responsibility to maximize profit for 

shareholders who have stake at the company, simultaneously to follow strictly the 

rules of the law (Stoner, 2001; Lewicka, 1999). However, financial model of CSR also 

allows conducting activities which do not directly bring about profit in a short run but 

profitable in a long run. Social activities is accepted and supported once they 

contribute to consolidate the image and prestige of enterprise, attract new customers, 

investors and workers on conditions that everything is based on detailed win-loss 

calculations (Lewicka, 1999).  

In financial model of CSR, the social responsibility is not enterprise‘s subject of 

interest (Straub, 1991). Enterprise has no obligation towards society due the fact that 

social decisions and activities only decrease its economic effectiveness, the vital 

condition to be present in business. Executing social responsibility requires peculiar 

competencies and profile, specific set of skills and experiences which enterprise does 

not possess. From other viewpoint, social responsibility threatens economic freedom 

needed for the development of enterprise and leads to the dangerous situation when 

enterprise usurps the role and function of the government and social organizations. 

More importantly, an unwelcomed phenomenon of overlapping responsibilities will 

take place (Kiezun, 1997). Hereafter, arguments are laid out to present and support the 

righteousness of financial model of CSR. 
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Table 2: Arguments for financial model of CSR 

1. Profit is an overriding goal – making money, maximizing profit. Profit is a strongest 

motivation orientating all business activities, in a fiercely competitive environment no 

orientation leads to bankruptcy (Kornacka, 2001). Social activity is the domain of public 

agency and institution, if they (social activity) do not bring about benefits for enterprises. 

Business should conform to the law while being in search for profit. Economics is not a 

science of values (Filek, 2001); 

2. To separate business managers from social and public duties – social responsibility is a 

matter of public empowerment to managers, then they (managers) become public officials, 

policy makers – that is not acceptable because they are not elected publicly (Friedman, 1997, 

1999; Chryssides, 1999; Stone, 1997); 

3. Business managers should act for the benefits of shareholders and investors – managers are 

recruited and selected by shareholders‘ board, they have to be responsible to execute their 

rights and benefits (Chryssides, 1999). Social goals should be excluded, because they are not 

strictly related to the shareholders‘ benefit; 

4. Large scope of rights and interests‘ conflicts – there are lots of conflicts between 

stakeholders‘ groups being subjects of CSR interests, if to limit down to the only 

shareholders‘ group then it is much easier to care about their rights and interests and the 

managerial works will be more effective; 

5. Business managers have no competencies in solving social issues – enterprises and business 

managers are lacking of knowledge and experiences to execute social responsibility in an 

effective way; 

6. Lack of precise prescription about the scope and level of social responsibility to be executed 

– lack of instructions related with the scope of responsibility to undertake and lack of 

prescriptions on how to balance social responsibility with other responsibility of the 

company (Stoner, 2001); 

7. Social responsibility is a purdah for carrying out private interests – managers might under 

the cover of responsibility cause damage to the enterprises for the sake of themselves, their 

friends and family (Stoner, 2001; Friedman, 1997, 1999); 

8. Social responsibility is used as a justification for the lack of responsibility towards investors 

– activities for the sake of to many stakeholders‘ groups will disperse the core responsibility 

towards shareholders, as a consequence wrong economic decisions will be justified by 

pursuing and executing in accordance with the spirit of corporate social responsibility; 

9. Social responsibility related with certain expenses – the expense to carry out social responsibility 

will negatively impact on the price of products that consumer have to bear, on the income and 

other social benefits that the employers are about to get, on the price of stocks and dividends of 

investors. This totally contradicts with the primary goals of enterprises. 

 Source: Griffin, 1996; Kiezun, 1997; Lewicka-Strzalecka, 1999; Chryssides & Kaler, 1999; 

Friedman, 1997, 1999; Kubka 1999; Fleet, 1988 
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2.2. Social model of CSR    

Figure 2: Social model of CSR 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Today, individuals and enterprises pursue and only can pursue their goals within 

certain social scheme. Human beings, in essence, tend to associate with each other to 

form community networks. Moreover, they are aware of the responsibility towards 

each other and always act for the common benefit (Klose, 1999). Social model of CSR 

treats enterprise as a strategic alliance of diverse stakeholders. The leading goal of all 

enterprises is not to maximize the benefit of certain groups of stakeholders such as the 

shareholders. The super goal here is to act for the common benefit of the whole society 

so that all the groups of stakeholders may benefit equally from its achievements (De 

Wit & Meyer, 1998). The leading goals of enterprises are to satisfy the needs and to 

execute the rights and interests of all stakeholders, to balance between their diverse 

expectations and to enhance common prosperity, to settle social network of 

relationships based on mutual sustainable trust and to orientate towards common goals. 

Social trust achieved by enterprises is not given once forever, it needs constant care 

and nurture, permanent boost and consolidation (Klimek, 2012). All activities of 

enterprises are directed towards and by social responsibility, not towards and by 

financial profit. The measure of success of enterprises is not the satisfaction of certain 

distinctive group but the satisfaction of all stakeholders. In social model of CSR, 

success based on short-term quantitative indicators such as revenue, profit, market 

share, share value is irrelevant. It is hard to imagine profitable enterprises leaving 

disrepute behind that causes damage to their image as trustworthy partners, employers, 

local community members. In a long run, these enterprises certainly will be subjects of 

boycott and put out of business. In social model of CSR, the success is based on 

qualitative indicators such as social contribution, sharing values that are firmly 
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approved, promoted and glorified by community members and society. Hence, 

enterprises‘ behaviors are much more complicated and highly unpredictable due to the 

lack of correlation between economic-financial indicators and the put forwards goals 

and definition of corporate success in this model.    

The basic concept in social model of CSR is stakeholders‘ group. These groups 

have goals which are not always congruent to the goal of enterprise and they may be 

classified by different criteria (Mitchell et al., 1997; Clarke, 1998; Wheeler & 

Sillanpaa, 1998). Managers, as one of stakeholders‘ groups, play a key role in social 

model of CSR, representing the entire enterprise in front of remaining groups of 

stakeholders (Lewicka, 1999). The main and most important factors in the social 

model of CSR are the sustainable system of values, mutual trust, respect and strong 

fundamental of corporate culture desperately needed to retain strategic balance to keep 

enterprises constantly going on. The economic efficiency and social responsibility 

should be inseparable parts of the enterprise in order to create a synergy effect (Filek, 

2001). In the table 3, features of social model of CSR are introduced. 

Table 3: Social model of CSR 

                CSR model 

Assumptions 
Social model 

Highlighted points: Responsibility before profit 

Perceiving of 

enterprises: 

Sustainable alliances of diverse stakeholders‘ groups instead 

as instruments for generating profit 

Goals: Serving interests of all stakeholders‘ groups instead of 

interests of investors 

Success measures: Satisfaction of all stakeholders‘ groups 

Troubles: Searching for balance between rights and benefits of diverse 

stakeholders‘ groups 

Governance tools: Board of directors consisted of representatives of diverse 

stakeholders‘ groups 

Social responsibility: Individual and collective responsibility 

Internal and external responsibility 

Contractual, legal, ethical and social responsibility 

Serving society and 

community through: 

Reaching the common benefit for all (economic efficiency 

and social effectiveness) 

Source: De Wit & Meyer (1998) 
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The responsibility in social model of CSR, as well as in the financial model of 

CSR has a dual character: responsibility of individuals towards the enterprise and 

responsibility of the enterprise towards society. A strategic balance between them will 

be beneficial for all sides and the whole society. If we feature the responsibility of 

individuals towards enterprise, at the same time treating lightly the responsibility of 

enterprise towards society then the role of CSR will fade away in managing enterprise 

(Filek, 2001). Conversely, it is impossible to disregard the responsibility of individuals 

towards enterprise while insisting on the responsibility of enterprise towards society. 

Enterprise with irresponsible individual staff members will never become socially 

responsible.   

The conflict between stakeholders related to their rights and responsibilities 

originates from the lack of trust. The larger the enterprise is, the harder it is to 

determine responsibility of individuals, especially when there is no trust between all 

sides. In social model of CSR, managers need to reach a compromise in the process of 

collective decision making and sharing responsibility. This requires all sides to have 

full access to information and become matured in terms of possessing own ethical 

standards and being awareness of the social responsibility (Klimczak, 2002; Orlowski, 

2003). Therefore, the settlement of a common ethical infrastructure in each 

organization is of urgent need.  

In order for the enterprise to keep being stabilized and overcome serious conflicts 

and difficult situations, corporate system of values should be settled and shared 

beyond the framework of individual values (McCoy, 1997). This system and the 

reliance on it will become strongest motivation to integrate enterprise in all of its 

functional aspects to confront the biggest conflicts and inconsistencies. Organization 

culture is an important issue strictly related with corporate system of values. Culture 

connects people within and outside organization. It determines the mutual relationship 

through creating favorable conditions for communication to be carried out correctly 

and efficiently. Proper interpersonal relationship based on mutual trust and respect is 

the keys to success in management (Rok, 2001).  

Drucker, representative and follower of soft conception of management, holds 

the view that maximizing profit at any cost is harmful and as a result could threaten the 

existence of company (Drucker, 2001). Hence, the idea of sustainable development in 

economic, social and ethical aspects is often highly appreciated in today CSR concept. 

The latter aspect is really necessary because ethical behaviors are treated as precious 

assets (Gasparski et al., 1999; Rok, 2001). The fundamental of ethics which are based 
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on the corporate system of values should be inseparable part of all decision processes 

in management (Nickels, 1995). To highlight the meaning and practical values of 

social model of CSR, the following table gathered all convincing arguments to prove 

its accuracy and logicalness. 

Table 4: Arguments for social model of CSR 

1. Profit is not a final goal – profit is necessary for enterprises to exist. Profit is a mean to 

achieve other goals, profit itself is not a goal (Kornacka, 2001); 

2. Enterprises as social citizens – social responsibility with an aim to boost life‘s quality of 

all members of society (Uyl, 1997)) is an obligation of enterprises – parts of the society 

with their role, function and impact on the whole society. Therefore, enterprises are not 

interested in their economic results but also social effectiveness; 

3. Enterprises as origins of social issues – enterprises should bear responsibility towards 

society because they benefit much from society and at the same time are the sources of 

many social issues (Bartol, 1991); 

4. Enterprises have power and resources – due to long term vision, resource focused, 

enterprises increasingly have power and resources so they can use them to attain social 

goals in substitute of state and government‘s efforts (Filek, 1996; Bartol, 1991). Social 

activities will bring about for enterprises long term profits which is optimal considering 

the benefits of all sides; 

5. Backed by society – social activities will receive support from the whole society and also 

from many political forces; 

6. Prevention is better than cure – social activities is to prevent rising social issues, because 

sooner or later government will force enterprises to take part in solving them, and then it 

is too late or the cost incurred will be multi-folded (Kubka, 1999); 

7. Risk of losing influences – in the long run, if enterprises do not use their power and 

resources responsibly towards society then sooner or later they will be deprived of all 

power and resource (Bartol, 1991) ; 

8. Social responsibility is more important than contractual responsibility – shareholders at 

any time can sell out all the stocks they possess if the perspective of development of the 

enterprises is less attractive, but the society cannot bid farewell to them easily, society 

will suffer together with enterprises, becomes less wealthy if enterprises stop being 

successful (Drucker, 1998) ; 

9. Prestige and reputation – social activities contribute to the improvement of enterprises‘ 

prestige and reputation in the market, helping them to boost the market share; 

10. Balance in conforming to competing together standards – guarantee the equality in 

compliance with all economic, legal and ethical standards (Kopycinska, 2001); 

11. Long term benefits – maximizing profit in the long term without basing on the interests 

of all stakeholders groups is impossible because they impact mostly on the enterprises‘ 

success (Lewicka, 1999). Enterprises are complex systems with all stakeholders‘ groups 

actively interacting with each other (each side has its own contributions and 

expectations), thus these are multidimensional relationships. No one can be successful in 

the long run without supports from others; 

Source: Griffin, 1996; Kiezun, 1997; Lewicka-Strzalecka, 1999; Chryssides & Kaler, 1999; 

Friedman, 1997, 1999; Fleet, 1988. 
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3. Research methodology    

This article will employ comparative analysis in theory and in-depth empirical 

synthesis for the purpose of this article to study to find out solutions and to propose 

recommendations to enhance socially responsible practices in business. The vast 

preference for qualitative research methods in developing countries may indicate the 

difficulty of conducting empirical research on a wide scale, both spatial and temporal 

(Husted & Allen, 2006; Jamali & Mirshak, 2007). 

The literature review reveals a lack of interest in understanding conceptual 

foundations of CSR, focusing instead on a description of popular CSR practices in 

developing countries (Ite, 2004; Chapple & Moon, 2005; Eweje, 2006; Arya & Bassi, 

2009; Wiig & Kolstad, 2010). This tendency to understand what companies are doing 

is related to the type of methodology that most research papers used. Case studies, 

comparative analysis, synthesis of previous researches are frequently used to find the 

answers to ―why‖ and ―how‖ questions as well as to offset the lack of sufficient 

findings in the literature (Rubin & Rubin, 2005; Yin, 2009).  

4. Research results and discussion   

4.1. CSR’s theoretical comparative analysis  

The role of CSR is on the rise due to the period with a leading role of the 

government in managing economy is over and the market with its inherent defects and 

shortcomings is not capable to regulate and control the economy as well as the social 

system. The visible failure and weakness of all market instruments to control 

enterprises, such as the rules of law and free market mechanisms, are very concrete 

evidences. Managers still can easily abuse their power and position to gain private or 

group interests. This must lead to the urgent need of formulating a series of self-

controlling and soft regulating instruments, such as: ethical norms, social responsi-

bility awareness, trust building and mutual understanding enhancement, creating 

fundamentals for business culture and promoting common values system. Not only the 

society is to play an important role to boost the CSR perception of enterprises but 

managers themselves should also become more aware that socially responsible 

activities bring about intangible benefits such as good image, reputation and social 

confidence which, as brand builders, contribute greatly to repositioning of enterprises 

in the competitive map within their industry and across entire market as well.  

Financial model of CSR, once very popular and served as a fundamental pillar 

for capitalism development, couldn‘t stand a test of time. The motivation of 
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entrepreneurs, the essence of enterprises and the business model have been totally 

changed and differ very much from those in the thirties of XX century. New type of 

capitalism, so-called social capitalism, has challenged the former business model 

toward new approach to social responsibility, network of relationships of systemic 

character under aspects of politics, society, culture, technology and environment 

(Kubka, 1999) in all managerial decisions. The scope of CSR concept should be 

broadened from narrow view, passive approach to incisive view, active approach both 

in terms of awareness, attitude and activities in accordance with values socially 

accepted and glorified. Financial model of CSR is not adequate in today businesses. 

However, it is partly quite rational for financial institutions such as banks, insurance 

companies, investment funds, managing money owned by others. The awareness and 

socially responsible activities will help them enhance their competitive capacity and 

create differences to distinguish from thousands other competitors. Conforming to 

ethical standards based on system of values approved and supported by the whole 

society will create favorable conditions for business activities to prosper. Win-win 

strategy will help enterprise to take advantage of social trust and respect in the 

business environment where they are operating (Nguyen Hoang Tien, 2006).  

As mentioned earlier, enterprises of developing countries are entering into the period 

of so-called social capitalism which is based strongly on fundamentals of stakeholders‘ 

theory. In case of business activities, particularly those in large scale, the economic 

effectiveness, especially in the long run, depends very much on social responsibility and 

social efficiency in the trade, investment, business plans and in the way of their 

implementation. Enterprises in developing countries are competing directly with foreign 

corporations penetrating their internal markets. Both of them should base their core 

competitive advantage on social responsibility in which they are being engaged. The 

social model of CSR has indicated the complexity of the human beings‘ nature and their 

behavior in society and business as strong linkage between ethics (altruism in social 

economy) and utilitarianism (egoism in classical economy). In this model, CSR is strictly 

related with responsibility of managing staff, especially those of highest level, 

representing the interest of entire enterprise and participating in all important processes of 

decision making, developing and monitoring business strategies such as: board of 

directors, supervisory board, annual shareholders meeting, labor union (Piotrkowski, 

2001; Klimczak, 2002). The concept of CSR and social expectations are subjects of 

change over time. In XIX century, society expected high level of economic growth and 

the only goal of enterprise is to maximize profit conforming to assumptions of financial 
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model of CSR. Currently, society expects better life quality, keeping environment green 

and safe, internalizing all expenses related with external effects caused by enterprise in 

longer perspectives (Lewicka, 1999). Enterprise should adapt to new requirements, new 

business rules. Maximizing profit at any cost is too dangerous and could threaten the 

existence of enterprise (Drucker, 2001). Enterprise should respond accordingly to and 

fulfill impartially expectations of different stakeholders, treating at the same time social 

rights and interests just as their own ones. The role of managers leading the development 

of enterprise is to consider a compromise, to find strategic equilibrium between 

contradicting rights and interests of diverse stakeholders (Griffin, 1996). This is a hard 

task to do due to the fact that social expectations contradict very much each other and are 

not always feasible and ethically reasonable (Klimczak, 2002). Managers should balance 

well the interests of all sides to guarantee that enterprise is operating stably and 

sustainably. In social model of CSR, this is the biggest challenge to keep and retain 

strategic balance (equilibrium) between diverse stakeholders. Hereafter, several solutions 

are being proposed to reach this strategically important goal: continuously proceed 

dialogues and conduct interactive debates at all possible level of enterprise; guarantee and 

consolidate mutual trust and understanding; continuously search for new compromises 

and consensus. 

4.2. CSR’s empirical investigation 

CSR is of great importance for enterprises from both the highly developed and 

developing countries. Developing countries embrace two groups of economies. The first 

group consists of economies with inefficient market mechanisms as they still are in the 

middle income trap, such as: Thailand, India, Philippines, Indonesia, countries in South 

America… Those countries should correct their market economies through restructuring 

at the level of enterprises and the whole economy to become more competitive in both 

regional and international stage. The second group consists of the economies that 

belonged previously to the socialist block and are currently not members of the 

European Union (in case of European countries), such as: Cuba, China, Vietnam, 

Ukraine, Russia and other countries belonging to the Commonwealth of Independent 

States (CIS). Those countries are the economies being in period of transition from 

centrally planned system to fully market based system in order to integrate with the 

global economy. For those groups of countries, all the issues related to modern 

management and conducting business in accordance with market mechanism are still of 

inadequate interest in both research and in practical application, including CSR.  
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In developing countries, including above mentioned economies in transition as 

well as ineffective market oriented economies, the issues related with CSR and business 

ethics are less appreciated, at least in the first stage of transition period. In emerging 

markets there are reigning perceptions that profit, instead of being a means, still is seen 

as a super goal for all business activities and only enterprises from wealthy countries 

may follow noble ethical standards (Kopycinska, 2001). It is true that only the highly 

developed countries that had been through many decades of capital accumulation, with 

matured and transparent market mechanism, may afford themselves to build and put in 

operation a so-called moral based economy. That is why, compared to the highly 

developed capitalist countries, those economies are in the stage of the sixties and 

seventies of last century taking into account the level of awareness and consciousness as 

well as the capacity of enterprises to execute the social responsibility. Their perception 

on this issue primarily has a push character that is strictly related with carrying out all 

obligations imposed by law and required by the market with quite passive and reluctant 

attitude, treating social responsibility as something that mandatorily must be done. In 

particular cases, if the resources are available, certain enterprises will actively contribute 

to solve social problems (pull character of CSR, in contrary to push). All these 

contributions are totally voluntary, beyond the imposition of the law and are there to 

fulfill the expectations of certain specific stakeholders‘ groups.   

Almost all enterprises in developing countries are of a micro scale. They suffer 

from a serious lack of capital, together with inadequate management capacity and 

weak economic potential. It is not difficult to remark on the correlation between CSR 

awareness and the size of enterprises as well as the correlation between CSR 

awareness and the level of national prosperity (Filek, 1996). Highly developed and 

wealthy nations often apply more sophisticated ethical standards towards enterprises 

and expect from them much higher level of awareness and commitment in terms of 

CSR. For instance, the safety and hygiene standards for food processing and 

consumption in supermarkets and for food business in EU are very strict and severe 

compared to those of developing countries mentioned. Furthermore, the scale of 

capital engaged, the professionalism in terms of skills and competencies of workers 

and management capacity are absolutely incomparable to enterprises in developing 

countries if taking into account enterprises of the same size, for example the sector of 

small and medium enterprises (SMEs) or even taking into account how incompatible 

are definitions of SMEs in developed and developing countries.  

The results of many investigations carried out by research centers on the issue of 

CSR in different parts of the world had proved the truth of the above mentioned facts. 
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Those researches are carried out simultaneously both in developed and developing 

countries. The findings indicated that enterprises in developing countries often attach great 

importance to profit and put the economic criteria and indicators above social and ethical 

norms in their development strategy as well as in their corporate values system 

(Kopycinska, 2001, Klimek, 2012). More seriously, most of the SMEs in developing 

countries conduct regularly opportunistic behaviors in their business activities. Their 

business operations are executed in a mercenary, self-interested manner, with short-term 

perspective in order to attain profit only and as soon as possible. Partly and perhaps, this is 

due to the law which is not strict and severe, the macro policy and measures which are in 

most cases not strong and rigid enough to deter enterprises from violation.  

The findings of Verges and Tyszka‘s research indicated that enterprises in developing 

countries have been putting profit-related criteria very highly in their system of goals and 

objectives (Lewicka, 1999). Stunning economic growth, looking for profit as soon as possible 

and at any cost, especially when the market economy was still in a stage of conception with less 

competitive pressure, together with unstable legal system are factors that lead to the ‖fishing in 

troubled waters‖ phenomenon. Profit is an overriding, privileged goal to be positioned higher 

than social responsibility and other non-economic activities in order to keep pace with 

developed countries and their enterprises. Even in case of foreign corporations penetrating 

developing markets, they are not so silly to mechanically apply codes of conduct, strict rules 

and regulations concerning ethics and social responsibility which are very fundamental for 

conducting business in their country. Instead, they attentively select what is really essential and 

suitable for local business conditions in order to compete effectively and successfully both in 

aspect of price, quality and of services and products. Foreign corporations even take unfair 

advantage of gaps of the local law to seek profit while still remain socially and environmentally 

responsible both in spirit and in action better than local enterprises do. However, the findings of 

researches and above mentioned perceptions are decreasingly convincing as developing 

economies are approximating developed economies in terms of ethical standards and rules of 

the law, culture and standard of living once the world is globalized and differences between 

regions are fading away. When the domestic, regional and international market become a 

common playground, equally for all enterprises, the social responsibility and ethical issues will 

become effective means of competition for potential customers, partners, suppliers, human 

resource and other resources serving the further development of enterprises.  

5. Conclusions and recommendation 

In above mentioned research results discussion both in theories and practices, two 

management styles were introduced and related to extremely different models of 
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enterprises: management by objectives (financial model of CSR) and social management 

(social model of CSR) based on diverse soft factors, such as values, leadership, culture, 

ethics and responsibility. There is certain similarity which integrates both models, namely 

the common fact of the existence of conflict of contradictory interests with different 

nuances and scales of impact. The harmonization of contradicted interests leads to better 

economic and social success. Additionally, as a historical coincidence, the period of 

Taylor‘s management concept is converging with the phase of financial model of CSR at 

the turn of XIX century. Since then, the process of social maturation of the CSR concept 

is parallel with the process of humanization in management (the rising of scientific and 

practical interest on the issues of organization behavior, industrial psychology, 

movements for treating human resource as social potential, etc.).  

 The increasing importance of CSR issues in business is due to the role of 

enterprises in society and serious consequences they have been causing, the urgent 

need to find out effective solutions to deal with them. This problem is not a subject of 

special interest as far as the non-profit organizations (charitable or humanitarian ones) 

or government institutions are concerned (Bartol, 1991). CSR is a hot issue for 

enterprises operating on the basis of market mechanism. The enterprises are special 

subjects of interest of CSR due to their conflictual nature, ambiguous and multipolar 

mission: to improve and supplement useful values to the society and to bring about 

profit for shareholders. In transitional countries, the role of business, especially those 

private enterprises, is vital in the economy. Thus, their awareness and perception of 

social issues and responsibility towards surrounding environment are really important 

and need to be highlighted correspondingly as they are the core and main driving 

forces of the economy. The state owned enterprises (SOE), despite being still 

predominant elements in the economy, they are currently in the ongoing process of 

intensive mass privatization and gradually will reduce their scope of influence, leaving 

room for private enterprises to grow and prosper, focusing only on strategic sectors of 

the economy. Private enterprises will have to compete with foreign enterprises on an 

equal basis at home and globally. CSR will become their competitive means and 

advantage in a long term.  

CSR is not only related to large enterprises but also to the sector of SMEs. Small 

enterprises, limited in power and resources, contribute a humble part to the society and 

community. Social responsibility is an obligation of all organizations as constitutive 

components of society, regardless their size and nature (Langenecker, 1991; Klimek, 

2012). When the size and resources of enterprises are growing, their capacity to carry 
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out social responsibility should also be proportional. SMEs are just seeds, the source 

of social expectations to become socially responsible corporations actively 

contributing to the community in the future. SMEs should be well educated in terms of 

civic responsibility at the earliest stage of development to become future responsible 

flagships of society and economy. Enterprises in developing countries, especially the 

SMEs, are less socially responsible due to their low or very limited capacity to absorb, 

apply new management thoughts in accordance to social model of CSR. In table 5 and 

table 6, an overall picture of SMEs in emerging economies is shown terms of CSR 

approach and activities both now and in the future.  

Table 5: SMEs social responsibility in emerging markets 

NEGATIVE MOVES POSITIVE MOVES – passive 

Not conforming to standards and norms 

concerning food hygiene and safety (usage of 

unallowed substance stimulating growth and 

weight gain) 

Contribution to charitable and humanitarian 

activities:  

- Houses of gratitude for disables; 

- Supporting people in flooded areas; 

- Supporting poor children in far-off areas; 

- Fundraising for environmental and natural 

protection. 

Indifference in releasing wastes to waters, 

polluting environment  

Cheating in setting financial reports  

Not follow the regulation on labor safety and 

fire protection 

Infringement to the workers‘ compensation 

and social benefits‘ rules  

 

Table 6: SMEs social responsibility in emerging markets in the future 

POSITIVE MOVES – passive POSITIVE MOVES – active 

Contribution to charitable and humanitarian 

activities:  

- Houses of gratitude for disables; 

- Supporting people in flooded areas; 

- Supporting poor children in far-off areas; 

Fundraising for environmental and natural 

protection. 

Using clean, green and environment friendly 

production technologies and energy sources. 

Producing products of high usage values, 

recyclable and decomposable in the natural 

environment 

Working environment with no discrimination 

and differentiation, with many opportunities 

to develop professionally and personally to 

all. 
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The CSR concept presented above is based on assumptions of social model of 

CSR and theory of stakeholders groups. Based on this model we could put forward 

suitable solutions to enhance CSR awareness of enterprises.  

Firstly, due to the dualism of social model of CSR we should propose adequate 

solutions to enhance both the sense of individual responsibility (staff members and 

managers) toward enterprise and the sense of corporate responsibility toward society. 

In order to boost the sense of responsibility of enterprise toward society, each staff 

member should act in a responsible way, be aware that they are small seeds 

contributing to the image, reputation and active role of enterprises in the community. 

The labor productivity in developing countries is low compared to that in developed 

parts of the world. This stems from the low responsibility and weak discipline at 

workplace and that hasn‘t changed for a long time. Based on practical analysis, it is 

urgent to enhance professional qualification of each staff member in order to carry out 

their task efficiently and attentively, as well as train them on the issues of professional 

ethical standards, attitudes and behaviors required at workplace in order to perform 

their jobs in a most responsible way.  

Secondly, to enhance the sense of social responsibility of enterprise mutual trust 

should be consolidated. Enterprise is also a society in a micro scale. In order to 

become socially responsible, before being entrusted with important social missions, it 

has to be trustworthy internally and to operate based on trust and credibility externally. 

Otherwise, the cost to run a business, such as processing transactions, internal and 

external control, will be too much to be paid. For the society, without confidence on 

enterprises, the role of government will be incredibly complicated due to the need to 

bear the brunt of responsibilities that the enterprises ought to take part and share with. 

In order to progress towards a trust-based economy, enterprises should deploy soft 

controlling and regulating instruments, such as:  

- To formulate well-grounded ethical standards and norms – all behaviors and the 

ways to deal with business situations, to process transactions, to solve corporate and 

social problems should be friendly and understandable, effectively boosting 

multilateral cooperation, becoming socially matured towards enlisted and consolidated 

trust and respect of comprehensive partners and the whole community.  

- To boost communication and mutual understanding – communication helps 

promote strategic orientations related to business ethics and social responsibility. It 

conveys important messages to partners in the society, while facilitating cooperation 

with other enterprises and taking advantage of government support in this area.   
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- To settle fundamentals for business culture and common system of values – 

common system of values and business culture are related strictly with social 

responsibility. They are unshakable and self-consolidating over time so that enterprises 

may keep being stable and overcome never-ending conflicts, difficult situations and 

establish trust in the community with diverse partners. The common system of values is to 

be consulted and shared as fundamentals forming individual values. Common system of 

values is integrating driver to further the enhancement of social reputation and to deal with 

challenging conflicts in a very complicated and changeable business environment.  

- The role of leaders – CSR is strictly related with leadership as leaders have 

great role and immense impact on business strategy (Piotrkowski, 2001). Society 

expects from enterprises better quality of life (diverse, comfortable and attractive 

choices), maintaining natural environment and internalizing all costs related with 

external effects of business (Lewicka, 1999). Enterprises should adapt to new 

requirements, new rules and new standards. Enterprises should meet and fulfill equally 

all the expectations of stakeholders groups, putting social interests above own 

interests. The role of leadership is principally to find a compromise, a strategic balance 

between conflictual interests of all stakeholders (Griffin, 1996). This is a great 

challenge for business leaders in developing countries who used to think locally 

instead of globally, searching for profit in accordance with the financial model of CSR 

as they don‘t have adequate experiences to act consistently in fast changing global 

business environment. Changing the way of thinking and doing business in accordance 

with social model of CSR is an urgent need to regain trust, credibility and build up an 

active image in the society. Leaders of enterprises should be truly aware that social 

responsibility and secured social trust is the core of indisputable competitive 

advantage, intangible and priceless asset. They should do more to create motivation 

from employers inside, from different partners outside, from governmental institutions 

to treat them (responsibility and trust) as effective instruments of competition which 

help enterprises to fully develop own potential in global stage.  

Rising attention on the issues of CSR is not only a characteristic feature of 

developed economies in social capitalism. This is also specific feature of emerging 

economies being in transition period into market economy, with capital accumulation 

and maturing socially. The bottom line is the capacity of emerging countries to wisely 

and selectively apply experiences of pioneering countries with long-standing market 

economies and well-developed societies. Diverse experiences in boosting the 

effectiveness of CSR platform may be convenient starting point for emerging countries 
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to establish their own platforms that were absent previously or of totally different 

nature, objectives and philosophy of acting. CSR is identified by a series of factors 

related to competitive behaviors such as resources (assets), competitive advantage, 

competitive position, reputation and image. Profound understanding of CSR concept 

and building effective CSR platform become more urgent than never before, while 

developing countries tend to integrate aggressively into the global economy. Global 

ethical standards, rules and foundation of social capitalism are serving as evidences for 

requirements and expectations of global citizens in terms of social responsibility 

towards individuals, enterprises and the government (Nguyen Hoang Tien, 2006). 

Enterprises in developing countries, in order to catch up with the pace of business life 

and new trends of global economy, should be hurried in changing their mindset and 

the way of thinking, changing the model of their development, skipping market 

capitalism to reorient directly and immediately to the phase of social capitalism where 

CSR, business ethics, mutual trust and respect are main pillars and leading 

development motivations of the moral economy or a trust-based economy (figure 3).  

Figure 3: The process of economic transformation  

 

 Socialism (central        Market capitalism             Social capitalism  

 planned economy)         (market economy)             (new type of market economy)  

          

Economic effectiveness    Ethics 

Democratic capitalism            Social foundation 

Prosperous business     Innovation, activeness, solidarity  

Law and market mechanism Social goal, trust and loyalty 

Economic freedom   Social responsibility 

Source: (Cebi, 2002) 
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Abstract: 

This study focuses on the relationship between transformational and transactional 

leadership with employees‘ job satisfaction in retail industry, a fast-growing industry in 

Vietnam. In this sector, employees‘ job satisfaction plays a fundamental role in enhancing the 

motivation and contribution of the workforce to an organization‘s successes. The result shows 

that all the component dimensions of transformational leadership style have positive influence 

on retail employee‘s job satisfaction. It is also worth noting that the component of contingent 

reward of transactional leadership has the strongest positive effect on job satisfaction of 

retail employees. 

 

1. Introduction 

The retail industry in Vietnam is expanding rapidly with the remarkable high 

revenue annual growth rate of more than 10% from 2015 up to now. This industry is, 

in general, a labor-intensive industry that the effort and contribution of employees is 

the key factor to the competitive advantage and business success of the organization. 

In this context, job satisfaction becomes the fundamental factor in motivating the 

organization‘s human resource.  However, retail job is characterized with long hours, 

physical exertion, and routines (Chung et al., 2012). It also requires accurate 

performance during intense work periods, and gives low salary, making the job less 

attractive (Choudhary, 2017). 

Despite the voluminous study that has been conducted on job satisfaction, high 

levels of job dissatisfaction among employees in retail industry still exists (Choudhary, 

2017, Tan and Waheed, 2011, Whysall et al., 2009). Low satisfaction in retail jobs 

may refer to  work circumstances (Whysall, Foster and Harris, 2009), training 

opportunities and low salary (Hosie et al., 2013), work place motivators (Mishra and 

Gupta, 2009). However, the intense competition and limited financial resources make 
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it difficult for retail company to improve such factors. In this circumstances, 

transformational leadership is considered to be an efficient approach for motivating 

retail employees and increasing their satisfaction level (Emery and Barker, 2007). 

While there are many studies focusing on leadership and job satisfaction in many 

sectors such as leather industry (Shibru and Darshan 2011), hotel industry (Rothfelder 

et al., 2012), education (Munir et al., 2012), health (Boamah et al., 2018; Wang et al., 

2011), bank (Çetin et al., 2012), research regarding leadership and job satisfaction in 

retail job has had little attention. In addition, empirical results about the effects of 

leadership behaviors on employee job satisfaction is not consistent (Ali et al., 2013). 

Therefore, this study examines the impact of leadership behaviors on employees‘ job 

satisfaction in the retail context. The study is theoretically based on the Full range 

leadership model developed by Bass and Avolio (1997). The model identified the 

different leadership dimensions contributing to three typical leadership styles: 

transformational, transactional and laissez-faire leadership. Transformational 

leadership, implying with personal motivation, inspiration and stimulation, is expected 

to have a significant positive effect on employee‘s job satisfaction in retail industry. 

2. Literature Review 

2.1.  Transformational leadership 

The concept of transformational leadership style is firstly identified by Burns 

(1978).  According to Burns (1978), ―transforming leadership is a process in which 

"leaders and followers help each other to advance to a higher level of morale and 

motivation". He defined two concepts ―transforming leadership‖ and ―transactional 

leadership‖. These two leadership styles are mutually exclusive styles. While a 

transactional leader bases on a "give and take" relationship, a transforming leader will 

focus on leader's personality, traits and ability to make a change through example, 

articulation of an energizing vision and challenging goals. In its ideal form, 

transforming leadership creates valuable and positive change in the followers with the 

end goal of developing followers into leaders. 

 Bass (1985) extended the theoretical base for this leadership theory. Using the 

term ―transformational‖ and ―transactional‖ leadership style, he explained the 

psychological mechanisms that drive these two leadership styles. Later then, Bass and 

Avolio (1997) developed the Full range leadership model in which they identified 

three leadership styles and  specified nine dimensions of these leadership styles. 
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2.1.1. Transformational leadership style 

Transformational leaders emphasise subordinates‘ intrinsic motivation and 

personal development. They seek to align subordinates‘ aspirations and needs with 

expected organisational outcomes. Thus, transformational leaders are able to enhance 

subordinates‘ commitment to the organisations and encourage them to surpass their 

expected performance (Avolio et al., 1991; Voon et al., 2011). Bass and Avolio (1997) 

defined four factors of transformational leadership as follows: 

- Idealized influence refers to the formulation and articulation of vision and 

challenging goals and motivating staffs to work beyond their self-interest in order to 

achieve common goals. In this dimension, leaders act as role models who are highly 

admired, respected and trusted by their followers (Bass and Riggio, 2006). This factor 

can be classified into two sub factors: Idealized influence-attributes and Idealized 

influence behaviors; 

- Inspirational motivation relates to the way leaders encourage and inspire their 

subordinates to commit to the vision and the goals of the organization. Leaders 

promote strong team spirit as a means for leading team members towards achieving 

expected performance (Antonakis et al., 2003); 

- Intellectual stimulation concerns with the approach to which leaders stimulate 

personal innovation and creativity in their organization. They keep on questioning 

assumptions and approaching old situations in new ways (Bass and Riggio, 2006); 

- Individualized consideration refers to the degree to which the leader attends to 

each follower's needs, acts as a mentor or coach to their subordinates and listens to the 

their concerns and needs (Bass and Riggio, 2006). 

2.1.2. Transactional leadership style 

Transactional leaders interact with their subordinates to explain how a task must 

be done and let them know that there will be rewards if a job is done well (Avolio, 

Waldman and Yammarino, 1991). The transactional leadership style is characterized 

by the following types of behaviors: 

- Contingent Reward: subordinates receive rewards for their good performance; 

- Management by Exception (Active): leaders give some correction if necessary, 

in order to ensure that subordinates perform effectively; 

- Management by Exception (Passive): leaders take actions if things go wrong, 

and subordinates receive contingent punishment for discrepancies from the standard 

performance. 

-  
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2.1.3. Laissez-faire leadership 

Laissez-faire leadership is a passive kind of leadership style. There is no real 

interactive relationship between the leader and the followers. It can be considered 

as a non-leading kind of leadership style in which necessary decisions are not 

made, actions are delayed and insufficient, leadership responsibilities are ignored, 

and authority are not efficient (Voon, Lo, Ngui and Ayob, 2011). This leadership 

style is identified by the Laissez-faire factor. This factor reflects the degree to 

which leaders refuse to assume the responsibilities that are a part of their position 

as leaders.  

In summary, the nine leadership dimensions can be presented in the following tables: 

Table 1: Bass‟ leadership factors 

 

2.2. Job satisfaction 

Job satisfaction is defined as ―a pleasurable or positive emotional state resulting 

from one‘s job or job experiences‖ (Locke, 1976). Job satisfaction is the most 

frequently studied issue in the organizational research (Spector, 1997). 

Job satisfaction can be affected by many factors such as leadership, 

remuneration policy, working condition, training and development, the work itself, 

work place motivators, recognition (Castillo and Cano, 2004; Hosie, Jayashree, 

Tchantchane and Lee, 2013; Mishra and Gupta, 2009; Whysall, Foster and Harris, 

2009). Among these factors, leadership style is a key determinant of job 

satisfaction since the leader-employee relationship and the leadership behaviors 

have a great influence on follower‘s self-esteem and motivation (DeCremer, 2003; 

Yulk, 2003). 

  

Transformational leadership Transactional leadership Laisser-faire leadership

Dimension 1 Dimension 6 Dimension 9

Idealized Influence – Attributes Contingent Reward Laissez-Faire 

Dimension 2 Dimension 7

Idealized Influence – Behaviors Management-by-Exception: Active 

Dimension 3 Dimension 8

Inspirational Motivation Management-by-Exception: Passive

Dimension 4

Intellectual Stimulation

Dimension 5

Individual Consideration

Bass‟ leadership factors
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2.3. Relationship between Leadership style and Job satisfaction 

Many research on the relationship between leadership and job satisfaction has 

been done in different context: leather (Shibru and Darshan, 2011), hotel industry 

(Rothfelder, Ottenbacher and Harrington, 2012), education (Bogler, 2001, Hanaysha et 

al., 2012; Munir, Rahman, Malik and Ma‘amor, 2012), health (Boamah, Spence 

Laschinger, Wong and Clarke, 2018; Wang, Chontawan and Nantsupawat, 2011), 

bank (Çetin, Karabay and Efe, 2012). However, the research result is not consistent. 

Boamah, Spence Laschinger, Wong and Clarke (2018) found that transformational 

leadership has a strong and significant effect on job satisfaction of nurses in Ontario, 

Canada. Munir, Rahman, Malik and Ma‘amor (2012) concluded that transformational 

leadership has a strong, large and positive relationship with employee‘s job 

satisfaction among academic staffs in four UiTM affiliated colleges in Klang Valley, 

Malaysia. Bogler (2001) also found a positive relationship between principals‘ 

transformational leadership and teachers‘ job satisfaction while Principals‘ 

transactional leadership affects teachers‘ satisfaction negatively. In their study, Chen et 

al. (2005) focused only on 3 leadership subscales of contingent reward (transactional), 

individualized consideration (transformational) and passive management by exception 

(transactional) and concluded that the first two aspects has positive effects while the 

last factor has a negative effect on nurse‘s job satisfaction in Taiwan. On the other 

hand, Çetin, Karabay and Efe (2012) affirmed that transformational leadership do not 

have any clear influence on bank employees job satisfaction. In hospital industry, 

Rothfelder, Ottenbacher and Harrington (2012) found no relationship between laisser-

faire leadership with job satisfaction while Hamidifar (2009) confirmed that laisser-

faire leadership has a negative effect on job satisfaction of academic staffs in Iran. 

Studies on the relationship between transformational leadership and employees‘ 

job satisfaction can be done in two approaches. Some researches investigate the effects 

of the leadership style on job satisfaction while others focus on the impact of specific 

leadership dimensions on job satisfaction. The result of these previous studies is 

summarized in the Table 2. 

  



  

 

 

596 

Table 2: Summary of research on the Relationship between Leadership style and Job 

satisfaction 

Leadership style Positive effect (+) 
Negative 

effect (-) 
No effect 

Transformational 

leadership 

Boamah, Spence Laschinger, Wong 

and Clarke (2018), Munir, Rahman, 

Malik and Ma‘amor (2012), Bogler 

(2001), Emery and Barker (2007), 

Shibru and Darshan (2011), Wang, 

Chontawan and Nantsupawat 

(2011),  Hamidifar (2009) 

 

Çetin, Karabay and 

Efe (2012) 

Idealized Influence – 

Attributes 

Rothfelder, Ottenbacher and 

Harrington (2012), Emery and Barker 

(2007), Shibru and Darshan 

(2011),  Hamidifar (2009) 

 

Hanaysha, Khalid, 

N., Sarassina, 

Rahman and 

Zakaria (2012) 

Long et al. (2014) 

Idealized Influence – 

Behaviors 

Rothfelder, Ottenbacher and 

Harrington (2012) Emery and Barker 

(2007), Shibru and Darshan 

(2011),  Hamidifar (2009) 

 

Hanaysha, Khalid, 

N., Sarassina, 

Rahman and 

Zakaria (2012) 

Long, Yusof W. M. 

M., Kowang T. O. 

and H. (2014) 

Inspirational 

Motivation  

Rothfelder, Ottenbacher and 

Harrington (2012),  Hamidifar (2009)  

Long, Yusof W. M. 

M., Kowang T. O. 

and H. (2014), 

Shibru and Darshan 

(2011) 

Intellectual 

Stimulation 

Rothfelder, Ottenbacher and 

Harrington (2012) (Emery and Barker 

2007, Hanaysha, Khalid, N., 

Sarassina, Rahman and Zakaria 

2012),  Hamidifar (2009) 

 

Long, Yusof W. M. 

M., Kowang T. O. 

and H. (2014) , 

Shibru and Darshan 

(2011) 

Individual 

Consideration 

Long, Yusof W. M. M., Kowang T. 

O. and H. (2014)  Chen và cộng sự 

(2005), Shibru and Darshan 

(2011),  Hamidifar (2009) 

Hanaysha, 

Khalid, N., 

Sarassina, 

Rahman 

and 

Zakaria 

(2012) 

 

Transactional 

leadership  

Bogler 

(2001)  

Contingent Reward Chen, Beck and Amos (2005), 
 

Emery and Barker 
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Rothfelder, Ottenbacher and 

Harrington (2012) 

(2007) 

Management-by-

Exception: Active    

Emery and Barker 

(2007) 

Management-by-

Exception: Passive  

Chen, Beck 

and Amos 

(2005) 

Rothfelder, 

Ottenbache

r and 

Harrington 

(2012) 

 

Laisser-faire 

leadership  

Hamidifar 

(2009) 

Rothfelder và cộng 

sự (2012 

Laissez-Faire  
 

Hamidifar 

(2009) 

Rothfelder, 

Ottenbacher and 

Harrington (2012) 

 

3. Research Methodology 

3.1.  Research hypotheses 

Based on the above theoretical basis, the research framework of this study is 

proposed as follows: 

Fig. 1: Research framework 

 

 

 

 

 

 

 

 

 

 

From this research framework and empirical studies presented in Table 2.1, the 

research hypotheses are given as follows: 

- H1: Idealized Influence – Attributes has a positive relationship with job 

satisfaction; 

Leadership style 

 

Transformational 

 Idealized Influence – Attributes 

 Idealized Influence – Behaviors 

 Inspirational Motivation 

 Intellectual Stimulation 

 Individual Consideration 

Transactional 

 Contingent Reward 

 Management-by-Exception: Active 

 Management-by-Exception: Passive 

Laisser-faire 

 Laisser-faire 

 

Job 

satisfaction 
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- H2: Idealized Influence – Behaviours has a positive relationship with job 

satisfaction; 

- H3: Inspirational Motivation has a positive relationship with job satisfaction; 

- H4: Intellectual Stimulation has a positive relationship with job satisfaction; 

- H5: Individual Consideration has a positive relationship with job satisfaction; 

- H6: Contingent Reward has a positive relationship with job satisfaction; 

- H7: Management-by-Exception: Active has a positive relationship with job 

satisfaction; 

- H8: Management-by-Exception: Passive has a native relationship with job 

satisfaction; 

- H9: Laisser-faire has a native relationship with job satisfaction. 

3.2.  Data 

This study uses data from 255 employees working in various retail companies in 

both North and South Vietnam. The respondents involved in this study are all 

employees, not managers. The questionnaire is delivered to them via mail or Google 

doc link. This is an absolute online questionnaire and hence they are free to express 

their idea about their manager.  

3.3.  Instrument 

The questionnaire includes 3 parts: 

- Demographic questions: asking about individual characteristics of respondents: 

including age, gender, marital status, career level, job position, and work experience; 

- Leadership style: Questions about leadership style: using the modified 

leadership style scale based on MLQ - 5X scale (Multifactor Leadership Questionnaire 

- 5X) proposed by Bass and Avolio (2004). This questionnaire contains high validity 

items which well predict leadership behaviors (Judge and Piccolo 2004).  The MLQ-

5X questionnaire includes 45 questions about transformational leadership style, 

transaction leadership style, laisser-faire leadership style and leadership outcomes. 

However, the scope of this research does not mention about leadership outcomes, thus 

questions relating to these factors have been removed from the questionnaire.  

Therefore, the questionnaire used in the study only included 36 questions. In 

particular, the transformational leadership style is revealed by 5 following factors: 

Idealized Influence – Attributes (IIA); Idealized Influence – Behaviors (IIB); 

Inspirational Motivation (IM); Intellectual Stimulation (IS) and Individual 

Consideration (IC). The transactional leadership style is expressed through 3 factors: 

Contingent Reward (CR), Management-by-Exception: Active (MEA) and 
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Management-by-Exception: Passive (MEP). The laisser-faire leadership style is 

reflected by 1 factor: Laissez-Faire (LF). These scales are used as LIKERT scale 

ranged from 0 to 4, where level 0 is "never", and level 4 is "always‖. 

- Job satisfaction questions: The short form of job satisfaction scale proposed by 

Brayfield and Rothe (1951) is adopted. This scale includes only 5 LIKERT questions, 

with 5 levels, ranging from level 1 is "very disagree" to level 5 is "completely agree". 

3.4.  Research procedure 

 This is a quantitative research in which descriptive technique, explanatory factor 

analysis and regression analysis will be employed to test the research hypotheses with 

the help of SPSS software. Firstly, an online preliminary research of 100 respondents is 

conducted to ensure the validity and reliability of every items of the questionnaire. The 

preliminary research result suggests that no question should be removed, and the form is 

qualified enough to be adopted. Then, the total of 255 questionnaires are delivered and 

the author get the data right after the survey has been done.  

4. Result and discussion 

4.1. Description of the research sample 

The demographical features of 255 respondents are presented in Table 3. 

Table 3: Participant Characteristics 
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The data in the table above shows that the number of employees participating in 

the study has a much higher proportion of women than men, which is also a typical 

feature of workers in the retail sector in developing countries (Amin and Islam 2014). 

The rate of respondents with university education reached the highest with 71.30%. 

The number of employees with retail working experience from 0-5 years reached the 

highest proportion with the rate of 64.71%. In term of age, only 1.18% of respondents 

are older than 50, reflecting that online survey is not attractive for old persons. 

Respondents form companies in Northern of Vietnam take part in the study much 

more than those from Southern of Vietnam.  

4.2. The reliability of the scales 

The reliability of the scales is verified using Cronbachs Alpha coefficient. 

According to the test results from the data set, there are 6 unsatisfactory observed 

items, which should be removed. These are variable IIA1 belonging to the factor 

―Idealized Influence – Attributes‖;  the variable IIB2 belonging to the factor ―Idealized 

Influence – Behaviors‖; the variable IS2 belonging to the factor ―Intellectual 

Stimulation‖; the variable CR1 belonging to the factor ―Contingent Reward‖; the 

variable MEA4 belonging to the factor ―Management-by-Exception: Active‖; the 

variable MEP1 belonging to the factor ―Management-by-Exception: Passive‖; the 

variable JS5 belonging to the factor ―Job Satisfaction‖. 

Table 4: Reliability of scales 

Factor 
No. of 

items 

Cronbach‘s 

Alpha 

Idealized Influence - Attributes (IIA) 3 0.795 

Idealized Influence - Behaviors (IIB) 3 0.810 

Inspirational Motivation (IM) 4 0.817 

Intellectual Stimulation (IS) 3 0.806 

Individual Consideration (IC) 4 0.774 

Contingent Reward (CR) 3 0.759 

Management-by-Exception: Active (MEA) 3 0.792 

Laissez-Faire (LF) 4 0.704 

Management-by-Exception: Passive: MEP 3 0.770 

Job Satisfaction (JS) 4 0.721 

4.3. The explanatory factor analysis (EFA) result  

Data is used to run EFA technique with Principal Component method and 

Varimax rotation, the result is presented in the following table: 
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Table 5: Rotated component matrix 

Factors 
Component 

1 2 3 4 5 6 7 8 9 

Leadership style 

Idealized Influence - Attributes 

IIA2 0.73         

IIA3 0.72         

IIA4 0.66         

Idealized Influence – Behaviours 

IIB1  0.66        

IIB3  0.66        

IIB4  0.60        

Inspirational Motivation 

IM1   0.59       

IM2   0.62       

IM3   0.70       

IM4   0.66       

Intellectual Stimulation 

IS1    0.79      

IS3    0.63      

IS4    0.70      

Individual Consideration 

IC1     0.61     

IC2     0.65     

IC3     0.63     

IC4     0.67     

Contingent Reward 

CR2      0.71    

CR3      0.60    

CR4      0.76    

Management-by-Exception: Active 

MAE1       0.70   

MAE2       0.62   

MAE3       0.61   

Laissez-Faire 

LF1        0.73  

LF2        0.64  

LF3        0.72  

LF4        0.85  

Management-by-Exception: Passive 

MPE2         0.73 

MPE3         0.82 

MPE4         0.81 

KMO = 0.918; Sig=0.000; Eigen value = 2.125 ; Extraction variance = 73.059% 

Job satisfaction 

Job  

Satisfaction 

JS1 0.79 

JS2 0.80 

JS3 0.55 

JS4 0.85 

KMO = 0.724; Sig=0.000; Eigen value =2.286 ; Extraction variance = 56.499% 
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  The figure in this table shows that there are nine leadership dimension factors. 

This factor will be computed and used for regression analysis. 

4.4. Regression result 

To test these hypotheses, a multi regression model is proposed as follows: 

JS = 0 + 1IIA + 2IIB + 3IM + 4IS + 5IC + 6CR + 7MEA + 8LF + 

9MEP + ui  (1) 

 In which: 

 In which: 

JS: Job satisfaction, IIA: Idealized Influence - Attributes; IIB: Idealized Influence 

– Behaviors: IM: Inspirational Motivation, IS: Intellectual Stimulation, IC: Individual 

Consideration, CR: Contingent Reward, MAA: Management-by-Exception: Active, 

LF: Laissez-Faire, MEP: Management-by-Exception: Passive) 

Using the computed data to run the regression model, the following result is 

obtained: 

Table 6: Regression results 

Coefficients
a
 

Model Unstandardized Coefficients Standardized Coefficients t Sig. 

B Std. Error Beta 

 

(Constant) -3.074E-017 .047  .000 1.000 

IIA .186 .047 .186 3.943 .000 

IIB .243 .047 .243 5.137 .000 

IM .225 .047 .225 4.762 .000 

IS .286 .047 .286 6.053 .000 

IC .188 .047 .188 3.967 .000 

CR .365 .047 .365 7.720 .000 

MEA .106 .047 .106 2.239 .026 

LF -.209 .047 -.209 -4.413 .000 

MEP .013 .047 .013 .268 .789 

a. Dependent Variable: JS 

It can be seen in the table 6 that almost independent variables have significantly 

effect on job description except for the variable of MEP with the p value of 0.789 

(much higher than 0.05). By eliminating this variable from the model, we get the final 

regression result as shown in Table 7. 
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Table 7: Final regression result 

Dependent variable: JS No. of obs: 255 

Independent variables 
Standardized 

coefficient  
Standardized Error t-Statistic Prob. 

(Constant) -3.086E-017 .047 .000 1.000 

IIA .188 .047 3.950 .000 

IIB .252 .047 5.146 .000 

IM .267 .047 4.771 .000 

IS .211 .047 6.065 .000 

IC .194 .047 3.974 .000 

CR .372 .047 7.734 .000 

MEA .132 .047 2.243 .026 

LF -.208 .047 -4.421 .000 

R-squared 0.45     F-statistic 25.229 

Adjusted R-squared 0.432     Prob(F-statistic) 0.000000 

Durbin-Watson 1.824   

As expected, every sub-factors of transformational leadership have significant 

positive effect on employee‘s job satisfaction. This result is consistent with the result 

of research released by Rothfelder, Ottenbacher and Harrington (2012) and Hamidifar 

(2009). For those of transactional leadership style, the factor of Contingent Reward 

significantly affected to job satisfaction. This is the same result with Rothfelder và 

cộng sự (2012) and Chen và cộng sự (2005). However, there is two main difference 

with the previous research. Firstly, factor of Management-by-Exception: Active also 

has a positive significant influence on job satisfaction while Emery and Barker (2007) 

stated that it does not have any significant impact. Secondly,  factor of Management-

by-Exception: Passive has no significant effect on job satisfaction while the two 

authors Chen, Beck and Amos (2005) Rothfelder, Ottenbacher and Harrington (2012) 

confirmed its negative effect on job satisfaction.  In term of Laissez-Faire component, 

the result support the expectation that it has a negative impact on employees‘ job 

satisfaction. It is the same conclusion with Hamidifar (2009), but not consistent with 

Rothfelder, Ottenbacher and Harrington (2012). 

In summary, the obtained regression result supports eight hypotheses and rejects 

one hypothesis. This can be presented in Table 8. 
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Table 8: Conclusion on research hypotheses 

Hypotheses Statement Expectation Result 

H1 Idealized Influence – Attributes has a positive 

relationship with job satisfaction 

+ Accepted 

H2 Idealized Influence – Behaviors has a positive 

relationship with job satisfaction. 

+ Accepted 

H3 Inspirational Motivation has a positive relationship 

with job satisfaction. 

+ Accepted 

H4 Intellectual Stimulation has a positive relationship with 

job satisfaction. 

+ Accepted 

H5 Individual Consideration has a positive relationship 

with job satisfaction. 

+ Accepted 

H6 Contingent Reward has a positive relationship with job 

satisfaction. 

+ Accepted 

H7 Management-by-Exception: Active has a positive 

relationship with job satisfaction. 

+ Accepted 

H8 Management-by-Exception: Passive has an inverse 

relationship with job satisfaction. 

- Rejected 

H9 Laisser-faire has an inverse relationship with job 

satisfaction. 

- Accepted 

 

5. Conclusion 

This study is theoretically based on the Full range leadership model proposed by 

(Bass and Avolio 1997) to analyze the relationship between transformational and 

transactional leadership style and the employees‘ job satisfaction in retail business in 

Vietnam. The result of the study is quite consistent to previous studies when finding 

that every leadership dimension belonging to the transformational leadership style 

have a significant impact on improving the employees‘ job satisfaction. Meanwhile, 

the laissez-faire leadership style tends to decrease the retail workers‘ job satisfaction. 

However, it is worth noting that what we expected does not happen to the factor 

―Management-by-Exception‖. This component of transactional leadership style has no 

significant impact on the employees‘ job satisfaction. The research result still has 

some limitations relating to online survey method and sample size. In addition, result 

from exploratory factor analysis is also a guide for further studies on this issue using 

more efficient quantitative techniques such as confirmatory factor analysis (CFA) and 

structural equation model (SEM). 
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Abstract: 

The peculiarities and intangibility of life insurance products make the naïve customers 

susceptible to deceptive sales practices where insurance agents recommend uncertain and 

convoluted products like unit-linked insurance plans (ULIPs) as an investment vehicle with 

guaranteed returns. This paper explicates the determinants of purchase of ULIPs by 

analyzing the data collected from 415 life insurance policyholders in Karnataka using cross-

sectional survey methodology. The established scales on relational selling behavior were 

used. We prove that traditional agents are more likely to sell ULIPs compared to 

bancassurance agents. The misuse of trust of customers by commission-driven agents is 

evident in the sale of ULIPs who share limited information about the product complexities 

and highlight advantages and vanishing premiums. Contact intensity reduces the likelihood of 

the sale of ULIPs. Rural residents are more likely to purchase ULIPs whereas low-income 

individuals prefer term policies. Insurance companies should overhaul sales indoctrination 

that promotes corporate culture of rewarding misguided agents outwitting prospective 

customers. Managerial actions that overcome managerial myopia or systemic short-termism 

and strengthen proactive compliance to ethical practices curtail mis-selling. It is equally 

important that insurers revise remuneration structures to curtail adaptive sales practices of 

agents who act in their best interests and sell complex products that rarely covers customers‘ 

insurance needs. 

Keywords: Agents, customers, deceptive, life insurance, orientation, relationship. 

 

1. Introduction 

Financial mis-selling is rampant in the Indian life insurance market due to agents 

misrepresenting the products to gullible investors who have limited mental bandwidth 

in understanding convoluted insurance products (Inderst and Ottaviani 2009). Lack of 

accountability and skewed incentive structure encourages distribution agents to ‗push‘ 
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unsuitable products aggressively without assessing the suitability and need of 

investors. In India, few products dominate the insurance market, namely term 

insurance, unit-linked insurance plan (ULIP), and cash value plan. Of these, ULIPs 

were the mis-sold insurance product bundled as a combination of insurance and stock 

market linked investment having a three-year lock-in period, and the insured has to 

surrender the entire value of the policy if it lapses within the stipulated lock-in period 

(Halan et al., 2014). The agents misrepresented the investment value of ULIPs as they 

could earn ‗front-loaded‘ commissions up to 40 percent in the first year.  They also 

refrained from educating the customers on the importance of investing for a longer 

time to earn a reasonable return and instead, marketed it as a short tenure product. The 

agents‘ capitalized financial illiteracy of customers while narrating repayment of 

premiums through the ‗investment value‘ of policy and hence, assured that insurance 

coverage was free of cost. However, when insured realized the inappropriateness of 

the policies in meeting their need, lapsation of ULIPs increased (Halan et al., 2014). 

Over last ten years, financial mis-selling has contributed to investors‘ loss of US$1.5 

trillion in India (Anagol et al.,2013) and the consequent non-renewal has immensely 

benefitted the insurers in the short run because of high surrender charges. However, 

low persistency would tarnish the goodwill and reputation of insurance companies in 

the long-term and thus, downgrade the valuation of insurance companies (Sackey et 

al.,2013). Having recognized the poor regulation and mismanagement during the 

transition from monopoly to liberalization in the insurance sector, IRDAI has issued 

guidelines to insurance companies to ensure that a general increase in competition in 

the industry does not lead to unethical practices. 

Relationship orientation of agents, ethical market conduct and compliance, has a 

greater role to play in reducing misconduct of agents who prioritize maximizing sales 

earnings (commissions) and aggressively sell complex products less understood by 

vulnerable consumers. Because the customers assess the suitability of the policy only 

after gaining confidence and trust in the agents and develop a dependency relationship 

with the sales agent for financial advice, relational selling is crucial for success (Bove 

and Johnson, 2001). Therefore, agents should fruitfully engage with the prospective 

customers by adopting an adaptive sales approach (Chen and Mau, 2009), especially 

when the selection of an inappropriate product that fails to meet the need frustrates the 

consumers leading to low persistence (Maclean 2001). On the contrary, if the 

company‘s sales culture emphasizes ethical relations and trains the agents to disclose 

product information, develop trust and cooperative relationships through higher 
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interactions, customers would be expected to make right policy choices. In this paper, 

we explicate the influence of relational selling and socio-demographic factors on the 

choice of life insurance products in India. We show that when investors trust their 

agents, they would be more inclined to buy ULIPs than term policy, whereas interaction 

intensity increases the likelihood of purchasing term and cash value policy. Corporate 

agents are less likely to sell ULIPs compared to traditional individual agents.  

2. Review of Literature  

Life insurance product is intangible and complex to understand, and the 

prospective customers lack adequate knowledge to select policies that fulfill their 

needs. The intermediaries fill the knowledge gap by engaging in adaptive sales that 

provide customized solutions to customers‘ problems. It also involves sharing policy 

information, removal of customers‘ misconceptions about insurance, and gaining 

customers‘ confidence and trust. Therefore, intermediaries are irreplaceable in 

building a quality relationship between the customers and insurers. Crosby et al. 

(1990) advocate relational selling behavior where agents maximize their efforts to 

cultivate and maintain the buyer-seller relationship. Once the agents establish a 

cooperative relationship, they can expand insurers‘ market by securing sales through 

the dissemination of information on products, assessment of risk and provision of 

after-sales services. Therefore, an agent‘s sales efforts should focus on building good 

relationship quality established on cooperative intentions, mutual disclosure, 

information sharing and contact intensity (Crosby et al., 1990; Boles et al., 2000; 

Biggemann, 2012).  

Relationship quality is measured by trust and satisfaction in the relationship 

between buyer and seller/agents (Crosby et al., 1990; Chen and Myagmarsuren, 2011; 

Skarmeas and Shabbir, 2011 and Tsao and Hsieh, 2012). Trust building efforts 

necessitate the demonstration of reliability and integrity during sales presentations that 

emphasize long-term interests of customers and fulfill their promises (Lagrosen and 

Lagrosen, 2012; Palmatier et al., 2006; Anderson and Narus, 1990; Chang et al., 2012; 

Kantsperger and Kunz, 2010; Morgan and Hunt, 1994), thus, trust positively 

influences the selection of suitable product.  

The most prominent aspect of relational behaviour is mutual disclosure, of which 

customer disclosure is critical in insurance sales. The agents should harness relational 

skills in eliciting relevant information on assets and liabilities and objectives of 

insurance purchase and thereby facilitate the selection of an apt product. However, 

customer‘s non-disclosure of critical personal and business-related information may 
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result in the choice of an inappropriate policy (Yu and Tseng, 2016; Morgan and Hunt, 

1994) and hamper or severely delay satisfactory problem resolution. Thus, customer 

disclosure influences the selection of the appropriate policy. Cooperative intentions 

communicate an agent‘s intention to resolve customers‘ problems as a counselor (Crosby 

et al., 1990). When the agents cater to numerous requests from customers and suggest 

solutions to unanticipated problems, the subsequent customers‘ engagement builds a 

lasting relationship with the company (Morgan and Hunt, 1994; Wong et al., 2007).  

Contact intensity measured by period (duration) and frequency of contact in the 

buyer-seller relationship. The longer the duration and higher the frequency of 

communication (both direct and indirect), better would be the relationship orientation 

and relationship quality (Lagace et al., 1991; Crosby et al.,1990). When agents 

constantly interact and spend long-time with customers, they would not only appraise 

the actual needs and conditions of customers but also develop a personal rapport for 

mutual benefit. Therefore, contact intensity directly influences the selection of the 

right policy. Information sharing is another construct that measures relational 

orientation; content and quality (accuracy, timeliness, completeness, adequacy, and 

reliability) of information on insurance products empowers the customers to make 

right choices and thereby, strengthens buyer-seller relationship (Jeong and Hong, 

2007; Li and Lin, 2006; Claro and Claro,2010). Anagol et al. (2017) observed that 

Indian life insurance agents give poor-quality advice and suggest inappropriate and 

dominated products that conform the erroneous preconceptions of customers about 

what the right insurance product is, specifically about the products that fetch high 

commission. 

Similarly, Inderst and Ottaviani (2012) found that the agents, with the motto of 

maximizing earnings, provided low-quality advice, and recommended dominated 

products that fail to satisfy customers‘ needs. The likelihood of recommending an 

inappropriate product increases when the agents take advantage of information 

asymmetry in insurance and adapt sales behavior forsaking customers interests 

(Ramaswami et al., 1997; Mishra and Prasad,2005). However, mandatory disclosure of 

commission would increase the awareness of customers on the agent bias in 

recommending products (Inderst and Ottaviani, 2012). Similarly, an opportunity to 

cross-sell and capitalize positive word of mouth, increasing regulatory scrutiny and the 

threat of agent-switching by unsatisfied sophisticated customers forces some agents to 

offer valuable advice (Anagol et al., 2017).  
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Another dimension that shapes the choice of insurance products is customer‘s 

socio-demographic characteristics. The life-cycle hypothesis advocates that an 

individual‘s income and the consequent savings vary by the stages of the life cycle 

(Ando and Modigliani, 1963). The income, as well as the savings, would be low at the 

beginning and end-stage (retirement) whereas it would be high during the middle age 

of a lifetime. Hence, young individuals with low income would be better off by 

purchasing term policy at relatively low cost while risk-averse older households would 

benefit from lesser insurance. Middle-aged investors with high income and savings 

should plan adequate coverage against the adverse financial consequences of 

premature death. A cash value policy with savings element would provide access to 

borrowing from the policy to meet family commitments. With the rise in income, 

demand for life insurance increases owing to the need to secure the future income of 

dependents against the early death of wage earner. Lewis (1989), Browne and Kim 

(1993), and Campbell (1980) showed that the demand for life insurance is positively 

correlated with income.  

The type of insurance policy bought depends on the expected life expectancy. If the 

expected life expectancy were longer, demand for term product that offers pure protection 

would be lower while the demand for cash value policies, serving as a savings instrument, 

would be higher (Outreville, 1996; Ward and Zurbruegg, 2002). Elderly have a high risk 

of mortality and limited income after retirement compared to young individuals, hence 

elderly would be keen to purchase cash value policies for securing successors against the 

risk of early death. Risk-averse individuals demand life insurance, where education is 

being a proxy for measuring risk aversion. When individuals attain a higher level of 

education, their awareness and understanding of mortality risk and financial benefits of 

savings increases (Outreville, 1996; Kjosevski,2012 ) and the subsequent risk aversion 

influences life insurance demand (Li et al., 2007; Beck and Webb, 2003; Baek and 

DeVaney, 2005) and selection of term or cash value policy instead of ULIPs. When the 

need for protection is temporary, term insurance is suitable, whereas ordinary life policies 

are appropriate for lifetime protection.  

Urban development has a direct influence on the demand for life insurance (Beck 

and Webb, 2003; Sen and Madheswaran, 2007), urban people are more knowledgeable 

on the importance of mortality risk management compared to those living in rural 

areas. On the contrary, Zerriaa and Noubbigh (2016) conclude no significant impact of 

urban development on demand for life insurance.  Affordability of premium 

determines the type of policy bought, term policies are apt if the amount of income 

available for life insurance is limited, whereas individuals with a stable income can 

purchase cash value products or ULIPs. Moreover, cash value policies are required if 
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the policyholder expects survival benefits at maturity (Rejda and McNamara, 2017). 

Family size and marital status influence the selection of policies. People with large 

family size require life insurance to build a corpus over a long period to accomplish 

their investment objectives (children‘s marriage or education) and protect the children 

or dependents against adverse financial consequences of early death (Feyen et al., 

2011; Sen and Madheswaran, 2013). Similarly, married people need to maintain a 

similar standard of living even after the spouse‘s death (Baek and DeVaney, 2005), so 

they would choose the cash value policy rather than ULIPs.  

3. Study Variables and Analytical Strategy 

We designed a cross-sectional survey aiming to gather quantitative data from life 

insurance customers in Karnataka. The objective of this study was to explicate the 

determinants of a selection of mis-selling. Hence, we have defined mis-selling as the 

purchase of ULIPs rather than term or cash value policies. Insurance companies 

classify products into mainly three categories, namely term, cash value, or ULIPs. In 

this paper, we have polychotomized the type of policies involving three mutually 

exclusive alternatives; ‗term,‘ ‗cash value‘ and ‗ULIPs.‘ The multinomial logit 

regression was chosen because of the polychotomous dependent variable as well as 

non-normality assumptions. Mis-selling has been reported mainly in the sale of ULIPs 

products; hence, we have considered it as the ―reference‖ category in our multinomial 

regression analysis. We have excluded the data of customers who bought more than 

one type of policies (a combination of term and ULIPs or cash value and ULIPs) from 

statistical analysis. An econometric model that estimated the probability of purchasing 

term/ cash value policy and not ULIPs was estimated using multinomial logistic 

regression analysis. The model has three probabilities, Pj= (1, 2 or 3) associated with 

the three categories of types of policies. The probability of being a term policy is P1, 

the probability of being cash value is P2, and the probability of being ULIPs is P3.  

Pr (yi=j) exp (xiβj) 

            ∑ji exp (xiβj)  

Xi is socioeconomic and relational selling variables that influence the probability of 

insurance purchase. Relational selling variables (trust, contact intensity, covert and overt 

information sharing, cooperative intention and customer disclosure), and types of 

distribution channel (individual agents and bancassurance agents or corporate channel) 

were taken as independent variables. The items on relational selling behavior were taken 

from validated scales in the literature (Crosby et al., 1990; Yi et al., 2012; Yu and Tung, 

2013). Socio-demographic variables were age of the borrower (1=<30 years, 2=31 to 40 

years, 3=41 to 50 years, 4=51 to 60 years), marital status (1=married, 0=Unmarried), age 

(1=<30, 2=30 to 40, 3=41 to 50, 4=51 to 60), distribution agent (1=individual agent; 
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0=bancassurance), gender (1=male, 0=otherwise), income class (1=less than INR 0.5 

million, 2= INR 0.5 to 1 million, 3= more than INR 1 million), education (1= under 

graduation 2= graduation, 3= post-graduation, 4= doctoral), number of dependents (1=1 to 

3, 0= 4 to 6), and place of residence (1= urban, 2=semi urban, 3=rural). The data was 

analyzed using SPSS 22.0, data analysis, and statistical software.  

3.1. Sampling Design 

We adopted multistage cluster sampling with the random selection procedure. 

The geographical area chosen for the study is Karnataka, which has thirty districts. 

Based on the human development index (HDI), these districts were listed in 

descending order, and three districts were randomly selected (Dakshina Kannada, 

Davangere, and Chitradurga). From the selected districts, a list of taluks 

(administrative areas) was prepared, and taluks were ranked based on literacy level. 

Four taluks per district were selected out of 21 taluks. The sampling unit was 

customers of insurance companies‘ investors. The branches of insurance companies in 

these taluks were contacted for a short list of customers. Of these, 10-12 customers 

were approached, and later on, using the snowball sampling method, the required 

respondents were contacted. The sample size was calculated to be 442 (margin of error 

of 5% and a confidence level of 95%) adding 15% for non-response errors. After data 

cleaning, 415 responses were available for further analysis.  

4. Results 

The results of our study are summarised as under, a) socio-economic 

characteristics of the respondents and types of policy bought and b) regression 

estimation.  

4.1. Key characteristics of the respondents 

Primarily, term policies were bought by the majority of the respondents (56.6%) 

followed by cash value (23.1%) and ULIPs (20.3%). We found more men to buy 

ULIPs (27.2%) and less of term policies (49.4%) compared to women (7.6% and 

71.8% respectively) (p=0.00) (Table 1). Almost three-fifths of individuals aged below 30 

years bought term policies, and one fifth bought ULIPs, and 14.4% purchased cash value 

policies. In contrast, half of the respondents aged above 50 years bought term, 33.3% 

purchased cash value, and hardly 1% preferred ULIPs (p=0.00).  Both small families (1 to 

3 members) (54.2%) and large families (above 3 members) (60.8%) preferred term 

policies followed by cash value (21.7% and 22.6% respectively) and ULIPs (24.1 % and 

16.6%) (p>0.05). A higher proportion of the respondents having an annual income of 

more than INR 1million owned ULIPs (61.9%) compared to those earning less than INR 

0.5 million (6.4%). Term policies were bought by 52.5% of low-income individuals (INR 

less than 0.5 million), 15.1% of individuals earning between INR 0.5 to 1 million and 
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9.5% of high-income individuals (more than INR 1 million) (p=0.000). A higher 

proportion of individuals living in urban areas bought ULIPs (24.1%) compared to those 

belonging to semiurban (8.2%) and rural areas (12.5%) (p=0.00).  

Table 1: Profile of the Respondents 

 

Term Policy 

(N=235) 

Cash value Policy 

(N=96) 

ULIPs 

(N=84) 

Gender (%)* 

Male 

Female 

 

49.4 

71.8 

 

23.4 

20.6 

 

27.2 

7.6 

Marital Status (%)* 

Married 

Unmarried 

 

55 

62.8 

 

26.7 

16.1 

 

18.3 

21.1 

Age group (%)* 

Less than 30 years 

31-40 years 

41-50 years 

51-60 years 

 

63.4 

60.3 

43.1 

48.1 

 

14.4 

26.7 

34.7 

33.3 

 

22.2 

12.9 

22.2 

18.5 

Education Qualification (%)* 

Undergraduate 

Graduate 

Postgraduate 

Doctorate 

 

60 

59.5 

62 

28.6 

 

16 

22.1 

18.8 

48.6 

 

24 

18.4 

19.2 

22.9 

Types of distribution channels (%) 

Bankassurance 

Individual Agent 

 

59.3 

56.7 

 

21.3 

23.6 

 

19.4 

19.7 

Occupation (%)* 

Student 

Self-employed 

Professional 

Private sector salaried 

Homemaker 

Government employee 

 

2.8 

9.6 

4 

68.4 

6 

9.2 

 

7.3 

16.7 

4.2 

57.2 

1.2 

13.4 

 

2.4 

14.3 

4.8 

76.1 

1.2 

1.2 

Size of the family (%) 

1 to 3 members 

4 to 6 members 

 

54.2 

60.8 

 

21.7 

22.6 

 

24.1 

16.6 

Annual income (%)* 

Less than INR 0.5 million 

INR 0.5 to 1 million 

More than INR 1million 

 

81.6 

15.1 

9.5 

 

12 

47.2 

28.6 

 

6.4 

37.73 

61.9 

Area of residence (%)* 

Urban 

Semi-urban 

Rural 

 

52.5 

60.7 

75 

 

23.4 

31.1 

12.5 

 

24.1 

8.2 

12.5 

               Chi square test *p<0.05 
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4.2. Estimated Results of Multinomial Logit Model 

The multinomial logit model results presented in Table 2 shows McFadden R
2 

of 0.294, the log likelihood ratio (LR) of 748.3, and correct prediction of 70.2% of 

the cases. Notably, the odds of choosing term policy compared to buying ULIPs 

increases by 3.348 times if the individual seeks the advice of a corporate agent rather 

than traditional agents. Bancassurance agents are more likely to suggest term policies 

rather than ULIPs. Interaction intensity increases the likelihood of purchase of term 

policies (odds ratio 1.15) whereas trust in the advisor decreases the probability of 

choosing term policies (odds ratio 0.85). The higher the interaction with customers, 

the more likely it will be the purchase of term policies. When the customers trust the 

agents' expertise, the likelihood of buying ULIPs increases. The odds of purchasing 

term policy compared to not purchasing ULIPs decreases by a factor of 0.576 for 

individuals living in urban areas compared to rural areas (at 10% significance). The 

individuals living in urban areas prefer ULIPs rather than term policies. Annual 

income is a determinant of types of policies bought, individuals, earning less than 

INR 0.1 million are 3.004 times more likely to buy term policies and those earning 

between INR 0.5 million to INR 1 million are 2.571 times more likely to buy term 

policies than high-income individuals (earning more than INR 1 million). The 

likelihood of buying term policy increases with a decrease in income. Certain socio-

economic determinants were found to be insignificant (age and gender of individuals 

and marital status, size of family, education, and occupation). Customer disclosure, 

cooperative intensity, and policy information given by advisors were insignificant 

predictors of purchase of term policies. 

Similarly, the odds of buying cash value policy and not ULIPs increases if 

interaction intensity with advisors is high (odds ratio 1.23). When the advisors provide 

adequate overt information about the policy, the likelihood of buying cash value 

policies decreases by 0.680 times, compared to purchasing ULIPs. The odds of 

choosing cash value policy compared to buying ULIPs increases by 10.35 times if the 

individual seeks the advice of a corporate agent rather than traditional agents. Other 

factors such as age and marital status, area of residence, occupation, income, and size 

of the family were insignificant predictors of purchase of cash value policies. Overall, 

the model correctly classified 70.2% of cases (82.3% of term policies, 53.5% of 

ULIPs, 58.3% of cash value).  
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Table 2: Multinomial Logit Model: Selection of Life Insurance Policies 

Independent Variables 

Term/ULIPs Cash value/ULIPs 

Odds 

Ratio 
95% CI p 

Odds 

Ratio 
95% CI p 

Distribution channel 

(base: Individual Agent) 

Bancassurance 

 

 

3.34 

 

 

1.5-7.21 

 

 

0.02 

 

 

10.35 

 

 

3.91-27.42 

 

 

0.00 

Interaction Intensity 1.15 1.07-1.23 .000 1.23 1.11-1.36 0.00 

Trust in Advisors 0.85 0.80-0.91 .000 .95 0.86-1.04 0.28 

Customer Disclosure 1.01 0.96-1.07 .544 1.054 0.98-1.13 0.15 

Cooperative Intention 0.98 0.91-1.06 .745 .970 0.87-1.08 0.57 

Overt Policy Information 1.01 0.93-1.10 .672 .680 0.60-0.76 0.00 

Covert Policy Information 1.04 0.96-1.12 .274 1.072 0.96-1.19 0.21 

Gender (base: Male) 

Female 

 

0.65 

 

0.38-1.10 

 

0.11 

 

0.68 

0.33-1.40  

0.30 

Age (base:51-60 years) 

Less than 30 

31-40 

41-50 

 

.465 

.823 

.958 

 

0.17-1.23 

0.31-2.19 

0.32-2.81 

 

0.12 

0.69 

0.93 

0.37 

0.89 

0.92 

0.09-1.38 

0.23-3.38 

0.21-3.97 

 

0.14 

0.86 

0.91 

Marital status (base: Married) 

Single 

 

 

1.01 

 

 

0.53-1.92 

 

 

0.96 

 

 

1.36 

 

 

0.57-3.25 

 

 

0.47 

Area of residence (base: rural 

areas) 

Urban 

Semi-urban 

 

 

0.56 

1.10 

 

 

0.31-1.06 

0.47-2.53 

 

 

0.07 

0.82 

 

 

0.99 

1.32 

 

 

0.43-2.27 

0.43-4.04 

 

 

0.99 

0.62 

Size of family (base: More 

than 6) 

1-3  

4-6  

 

 

0.41 

0.58 

 

 

0.14-1.22 

0.20-1.69 

 

 

0.11 

0.32 

 

 

0.43 

0.45 

 

 

0.11-1.59 

0.12-1.64 

 

 

0.21 

0.22 

Educational Qualification 

(base: Postgraduate) 

Undergraduate 

Graduate 

Doctorate 

 

 

0.56 

1.01 

0.61 

 

 

0.18-1.71 

0.58-1.74 

0.23-1.61 

 

 

0.31 

0.96 

0.32 

 

 

1.03 

0.98 

1.11 

 

 

0.21-4.96 

0.47-2.04 

0.30-3.98 

 

 

0.96 

0.97 

0.88 

Annual income (base: More 

than INR 1million) 

Less than INR 0.1 million 

INR 0.1 to 0.5 million 

INR 0.5 to 1 million 

 

 

3.00 

1.76 

2.57 

 

 

1.12-8.00 

0.82-3.77 

1.12-5.89 

 

 

0.02 

0.14 

0.02 

 

 

0.29 

0.79 

0.91 

 

 

0.05-1.59 

0.27-2.28 

0.28-2.89 

 

 

0.15 

0.66 

0.87 

Number of observations=532; Wald chi
2
 =271.53; Prob> chi

2
 =  0.000 

 -2 Log pseudolikelihood (df 50) = 748.3; Pseudo R
2 

: Cox and Snell 0.444; 

Nagelkerke= 0.514 

Note: The case of ―ULIPs‖ is included as the base (omitted) category 
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5. Discussion 

The present study focused on explicating the determinants of insurance demand, 

either term, cash value, or ULIPs. The results support the hypotheses that contact 

intensity increases the likelihood of buying term and cash value policy and reduces the 

possibility of buying ULIPs. The individuals would be more likely to buy ULIPs and 

not term policies if they trust the intermediaries. Sharing of overt information reduces 

the likelihood of buying cash value policies. Bancassurance agents are less likely to 

suggest ULIPs compared to traditional individuals‘ agents. The individuals living in 

urban areas less prefer term products compared to rural people. Individuals earning 

less than INR one million and between INR 0.1 million to INR 0.5 million are more 

likely to purchase term policies and not ULIPs compared to those earning more than 

INR one million.  

Traditional individual agents proactively sell ULIPs for the high commission, the 

biggest incentive, and single source of income for most agents. On the contrary, in the 

case of bancassurance channel, commission on insurance sales supplements the 

income of the bank and the branch staff are more often earn non-financial incentives. 

Thus, the bank agents would be less inclined to aggressively selling ULIPs. In India, 

traditional insurance agents garner a larger proportion of sales compared to 

bancassurance and often engage in manipulative practices for selling high risk, 

speculative and uncertain products like ULIPs to vulnerable consumers. Based on 

certain assumptions, the agents illustrate overconfident sunny projections of 

investment returns and ‗vanishing premiums.‘  When the company culture promotes 

sales attitude and techniques that support rule-breaking and deceptive selling (Maclean 

2001), agents would focus on sales and not on the means of achieving it. Moreover, 

instead of being proactive, government and the regulators react to public complaints 

by urging compliance to existing regulations.   

When customers lack adequate knowledge about insurance, high-powered 

aggressive sales technique deployed by individual agents often, mislead them to buy 

ULIPs. The customers, being unaware of potential problems of investing in a short 

period (three-year lock-in), financially suffer when the company keeps the full value 

of policy without compensating the customers for losses incurred due to mis-selling. 

Henceforth, companies should not only train the agents to disclose relevant 

information, specifically the pros and cons of investing in ULIPs but also redress 

customers by reimbursing the losses made by the investors. The corporate culture and 

normalization of unethical selling have to change, and marketing policy should include 
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stringent actions against the erring distribution intermediaries. The integrity check 

should be an integral part of the recruitment process that would eliminate the 

prospective agents who might compromise ethical values for pecuniary gains.  

When the intermediaries build a long-term relationship based on trust, the 

customers rely on the agents‘ integrity that they would keep the promise and not 

engage in opportunistic behavior (Palmatier et al., 2006; Anderson and Narus, 1990). 

However, on the contrary, commission-driven advice given by the agents compromise 

customers‘ interests who end up buying ULIPs and not term policies. After 

establishing a trusting relationship with the customers, the agents engage in deceptive 

selling by positioning ULIPs as a short-term policy requiring payment of premium for 

the initial three years for long-term risk coverage. The insured, to build a corpus in a 

short time, buy ULIPs only to experience cognitive dissonance that the policy may not 

give assured returns owing to its dependence on the performance of stocks, which are 

known to provide reasonable returns only in long run. Although several researchers 

suggested the role of trust in strengthening the buyer-seller relationship manifesting in 

referrals (Chen and Mau, 2009; Qin et al., 2009), post-purchase regret experienced by 

ULIPs policyholders might cause disengagement and negative word of mouth. Hence, 

relationship quality can act as a double-edged sword; trust can improve goodwill for 

the company and positive customer engagement and on the other hand, if the agents 

manipulate trusted relationships for selling ULIPs, the adverse effect of such actions 

on company‘s image is unimaginable. Thus, agents‘ training programs should focus on 

building and maintaining a long-term rewarding relationship with customers and 

imposing hefty penalties on erring unethical agents.  

Customers select term or cash value policies when the intermediaries maintain 

frequent interaction of longer duration. The willingness of agents to communicate 

regularly indicates their commitment towards customers (Boles et al., 2000) and 

dissemination of information relevant to decision making. In insurance, technical 

words and jargons used in the policy document are not easily comprehensible. Hence 

the customers expect the agent to disclose the pertinent information and explain the 

fine prints during sales interactions. When the agents fruitfully engage with customers 

to allay their fears and improve their comprehension of policy features, not only 

uncertainty and ambiguity reduces (Ndubisi, 2007) but also the incidence of mis-

selling of ULIPs weakens.  

Disclosure of overt policy information ensues purchase of ULIPs and not cash 

value products. The sharing of overt information on costs, complexities, and risks 
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improve customers understanding of the product benefits and limitations and assess its 

suitability to meet the goals (Morgan and Hunt, 1994). However, biased information or 

rather sharing of limited information where the agents highlight the advantages but 

hide the unfavorable aspects would entice the customers to buy unnecessary ULIPs 

where a basic ‗cash value‘ insurance could meet the insurance need. Skewed 

information sharing, where the positive effect of markets (volatility) on insurance 

returns gets precedence over adverse effect, prompts gullible customers to select 

ULIPs and not cash value products. Even when IRDAI has stipulated mandatory 

sharing of product information with customers, our findings suggest that agents 

disclose less information and suggest unsuitable policies.  

Our finding that rural residents are more likely to purchase ULIPs than term 

products suggests that they are more susceptible to mis-selling. Urban environment 

improves knowledge on insurance and risk management (Sen and Madheswaran, 

2007; Beck and Webb, 2003), making urban residents more aware of mis-selling of 

ULIPs. Moreover, being inexperienced in differentiating varied insurance products, 

rural individuals unduly rely on the advice provided by the agents. If high commission 

incentivizes the agents take advantage by adopting deceptive sales practices, there 

would be higher sales of ULIPs rather than term policies. Previous studies confirm our 

findings that high-income individuals demand life insurance (Truett and Truett, 1990; 

Çelik and Kayali, 2009). Individuals earning low income (less than INR 1,00,000) and 

lower-middle income class (INR I,00,000 to INR 5,00,000) are more likely to purchase 

term policies rather than ULIPs. If individuals have less income to pay the premium, 

the likelihood of buying term policies increases. ULIPs require higher yearly payment 

of premium that might be unaffordable for low-income individuals.  

The study findings provide few suggestions for practicing managers and 

policymakers. Usually, stock market-related investments generate attractive returns in 

the long-term, however, the agents‘ advice customers to buy ULIPs and pay the 

premium only for three years and get higher (guaranteed) tax-free returns as well as 

risk coverage.  The misguided information exposes the customers‘ higher risk of short-

term market fluctuations and negative returns, contrary to agents‘ promise. Albeit 

IRDAI has taken several corrective and punitive measures to curtail deceptive selling 

especially of ULIPs, there are reports of mis-selling because the customers are yet to 

be educated on regulatory provisions that protect their interests. It is equally important 

that insurers revise remuneration structures to curtail adaptive sales practices of agents 

who act in their best interests and sell complex products that rarely covers customers‘ 
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insurance needs. Instead, companies should reduce the complaints of disgruntled 

customers who are disappointed with their buying decision and promote customer-

oriented ethical sales behavior that emphasize trust, information sharing, and higher 

interaction intensity. Training of agents should go beyond sales indoctrination that 

provides the mixed message that assisting as well as outsmarting prospective 

customers is important. Insurance companies should strive to overcome managerial 

myopia or systemic short-termism and encourage ULIPs customers to stay invested for 

long-term rather than surrendering the policy within a short period where they lose the 

entire investment. Unless insurers are swift in transforming the internal working 

environment and corporate culture that encourages deceptive sales practices, the threat 

of public outrage, stringent regulatory actions, and consumer lawsuits are imminent. 

6. Conclusion 

The rampant mis-selling of ULIPs marketed as an investment that guarantees 

attractive returns without disclosing downside risks has imposed heavy losses to 

customers and created an atmosphere of mistrust of insurance markets. This study 

explicates the determinants of purchase of insurance products and concludes that the 

relationship orientation manifested in trust and information sharing increases the sale 

of ULIPs whereas contact intensity improves the sale of term and cash value policies. 

Traditional agents earning commission as the only source of income engage in mis-

selling of ULIPs compared to bancassurance agents. Recent financial regulations on 

consumer protection aim to control areas of conflict of interest that causes mis-selling. 

Unless customer trust in the agents is restored by understanding their needs and 

suggesting solutions to their problems, regulatory measures may fail in curbing mis-

selling.  
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Abstract:  

For start-up enterprises, the issue of raising capital from investors in the early stages is 

very important and necessary. However, after the Startup has been put into operation and 

business, the issue of sharing interests between investors and founders of startups faces many 

obstacles and legal issues can lead to disputes and conflicts such as: legal status of parties, 

ownership and management, disbursement progress, anti-dilution of investment, divestment 

priority order, valuation from time to time, commitment to founding members, gender 

Investors' rights, access to information, intellectual property, information security, etc. In this 

paper, the authors will not only analyze legal issues related to startups and investors but also 

analyze some practical case-study. After analyzing the current legal limitations and 

shortcomings, the authors will propose solutions to further improve the legal framework for 

this issue. 

Key words: legal issues; investment; capital; Startup enterprise; Vietnam. 

 

1. General introduction 

In recent years, Startup is becoming a trend for youth not only in Vietnam but 

also around the World when somebody begins a new business or establish a company. 

Being the Founder and CEO of a startup is one of the most challenging roles out there. 

Your job is to build a product customers love; recruit a team; find funding from 

customers, partners, or investors; and guide the overall prioritization of work. You‘re 

also in charge of incorporating, finding a place to work, creating the foundations of 

your culture, hiring your first employees, setting up a bank account, creating a web 

site, finding early stage funding, and taking out the trash. You‘re basically the Chief 

Everything Officer at this early stage. For start-ups, the issue of raising capital from 

investors in the early stages is very important and necessary.  
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However, after the business has been put into operation and business, the issue of 

sharing interests between investors and founders of startups faces many obstacles and 

legal issues can lead to disputes and conflicts such as: legal status of parties, 

ownership and management, disbursement progress, anti-dilution of investment, 

divestment priority order, valuation from time to time, commitment to founding 

members, gender investors' rights, access to information, intellectual property, 

information security, etc. Therefore, the Government must have the regulations to 

govern this problem. In Vietnam, besides law on enterprise, law on investment, 

National Assembly has been enacted some new law to govern the investment activities 

of investors for startup company (Law on Supporting Small and Medium-sized 

Enterprises 2017 and Decrees guiding implementation).  

In this paper, the authors will analyze legal issues related to startups and 

investors, analyze some practical case-study. After analyzing the current legal 

limitations and shortcomings, then the authors will propose solutions to further 

improve the legal framework for these issues. 

2. Literature review 

2.1.  Understanding about Startup company 

The Clause 2, Article 3 of the Law on Supporting Small and Medium-sized 

Enterprises 2017 has a definition about Startup Enterprises as following: 

―Small and medium-sized innovative-startup enterprises are small and medium-

sized enterprises established to implement ideas on the basis of exploitation of 

intellectual property, technology, new business model and ability to grow fast.‖ 

Thus, startups are newly established businesses with small scale to implement 

new business models and ideas, usually to exploit intellectual property, new inventions 

in technology. These are usually potential businesses and are capable of growing fast 

and strong in a very short time. 

According to Bill Aulet in The Disciplines Entrepreneurship book, startup 

entrepreneurs are the ones who create a new, unprecedented business. Currently, there 

are two types of start-up businesses in the world: 

First type, starting small and medium enterprises (SME - Small and Medium 

Enterprises). This type of business is usually founded by a founder to serve the local 

market and will become a small and medium-sized enterprise operating within that 

locality. Businesses are organized in a small, closely related group, possibly a family 
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business, where close control of the business is important. Basically, this type of 

business does not need to call for much capital. When capital is invested in these 

SMEs, the result is an immediate increase in revenue and creation of more jobs. This 

SME is usually a service or retail business of other company's products. The key factor 

that distinguishes other types of startup businesses is their focus on the local markets. 

Second type, launching a breakthrough invention enterprise (IDE - Innovation 

Driven Enterprises). This type of business is more risky and also more ambitious. IDE 

entrepreneurs aspire to go beyond local markets to global markets or at least in the 

region. These entrepreneurs often work in teams to build businesses based on new 

technologies, processes, business models, or innovations that give them a significant 

competitive advantage over existing companies more interested in creating wealth and 

value than controlling the company and often sell the company stock to pursue its 

ambitious development plan. This IDE business initially grows more slowly than SME 

but will achieve exponential growth when it has attracted customers (in the case of 

Facebook, Google, Apple or Uber). To achieve their ambitions, these companies must 

grow rapidly to serve the global market. 

2.2. Investor 

Investors for small and medium-sized innovative start-ups include innovative 

start-up investment funds, domestic and foreign organizations and individuals that 

conduct business activities through capital contribution to establishment and stock 

purchase, the stakes of small and medium-sized startups. 

According to Article 2 of Decree 38/2018/ND-CP: 

- Investing in small and medium-sized innovative start-ups (hereinafter referred 

to as innovative start-up investments) is an investment by an investor in order to carry 

out business activities through the establishment of capital contribution, buying shares 

and capital contributions of small and medium-sized innovative start-ups is not yet a 

public company; 

- Creative start-up investment fund is a fund formed from capital contributed by 

private investors to make creative startup investments; 

- Capital contributed by a fund is the total value of assets contributed by 

investors to an innovative start-up investment fund; 
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- The company performing the management of an innovative start-up fund is a 

company established under the law on enterprises, having creative startup fund 

management industries. 

Regarding the Fund for creative start-up investment, the Decree stated that: The 

start-up investment fund has no legal status, as a maximum of 30 investors contribute 

capital on the basis of the fund's charter. Creative start-up investment funds may not 

contribute capital to other creative startup funds. 

Contributed assets may be in Vietnam Dong, gold, land use right value and other 

assets which can be valued in Vietnam Dong. Investors must not use loan capital to 

contribute capital to establish an innovative start-up investment fund. 

In addition to investment funds, individual investors can invest in startups. In the 

world, these individual investors are often called Angel Investors. Angel investors are 

understood as individual investors who make initial investments for startup businesses. 

Besides venture capital funds, angel investor play an important role in the 

development of startups today. 

2.3. Relation between investors and founders of Startup company 

Investing in small and medium-sized innovative start-ups (hereinafter referred to 

as innovative start-up investments) is an investment in which an investor invests in 

business activities through capital contribution to establish and purchase. Shares, 

Stakes of small and medium-sized innovative start-ups are not public companies. 

Under the provisions of Decree 38/2018/ND-CP, investors can conduct 

investment activities in startups through the following forms: 

- Contributing capital to establish, buy shares, capital contributions of small and 

medium-sized start-up businesses; 

- Establishing and contributing capital to the creative start-up investment fund to 

make investments. 

Normally, when investors make investments in startups, they will require the 

investor to accept the investor as a capital contributor / shareholder of the enterprise 

with the capital contribution initially accounted for about 10% of the charter capital of 

the business. Depending on the agreement between the founders of Startup and 

Investors, how much is this capital contribution and how it changes after the company 

comes into operation, grows and calls for new investment capital from other investors. 

Normally, in a capital contribution contract, the investor usually requires a provision 
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on anti-dilution to preserve the percentage of ownership of his / her stake in the startup 

when the startup receives more contributed capital from new investors when 

developing and expanding in the future. 

3. Results and discussion 

3.1. Some issues related to the relationship between Startup and Investors 

The failure of The KAfe and Dao Chi Anh after raising $5 million from investors 

is a typical financial lesson for start-ups when raising capital. This failure stems from 

many causes. The first reason can be mentioned is the inappropriate investor selection. 

There are investors called Sharks, whose acquisition targets are not their companions. 

They came to take over and with the goal of making a short-term profit from 

controlling the company and selling the company, not towards long-term investment. 

Many financial investors aim for this goal. Therefore, the priority order of investor 

selection should be the same industry Partner or Investment Fund of the same industry 

or the Financial Investment Fund.  

Currently, in fact, there are Vietnamese businesses that receive investments in the 

number of millions of dollars, but also receive new products from partners, new 

technologies from partners, administrative support from partners to develop the 

Vietnamese market. That will be the goal towards. Meanwhile, the nature of the 

financial investment fund is that they will have a term of investment and pressure to 

divest from the fund's shareholders, so the time these funds invest in Startup will be 

much shorter.  

Second, many startups are inexperienced, or are not careful in negotiating terms 

of investment, causing disputes over ownership and startup management. This is the 

key point in The KAfe' s failed deal. Receiving investment money will be 

accompanied by a series of conditions of investors, especially they will make a request 

for full financial control. Meanwhile, Founders are often not very good at this. 

Investors will impose acquisition targets, and if Founders do not meet the targets, they 

will increase the ownership and acquisition of the company. Start-ups do not usually 

build their active financial strategies from the beginning, so when they are lack of 

capital, they will blindly accept every investor's request. In addition, they will often 

forget to negotiate an Incentive package (income, including salaries and bonuses) for 

the Founders. Incentive packages are normal in every deal, but investors often 

deliberately ignore this issue, and start-ups do not know to ask for negotiations.  



  

 

 

631 

Third, as a startup, this enterprise often lack or have not built a standard 

corporate governance mechanism. Even many founders of start-ups still do not 

understand what and how to govern a corporate. An unstable corporate governance 

mechanism will cause conflicts between the executive and the investor, especially pure 

financial investors. When conflicts occur, unclear mechanisms make the conflict 

worse. And like The KAfe, founder Dao Chi Anh had to leave the company shortly 

after receiving the capital, causing the company to collapse.  

The fourth reason is that the Startups Founders did not develop a viable business 

plan after raising capital. Incomplete or unreasonable business plans, even without a 

well-planned, detailed and feasible business development plan of the company, are 

very serious problems for start-up businesses. Especially, for startups, there is only one 

Founder. When alone, the founder of Startup can do anything he wants. But when 

there are more founders, they need to guarantee the interests of all. At that time, a 

detailed and feasible business plan from which the parties will base on which to 

implement and will help meet the benefits, or at least use that as the basis of "co-

suffering and suffering."  

On the contrary, if there is no reasonable business plan and corporate 

governance, it is easy to contradict Founders and Investors. In addition, Founders need 

to understand the nature and purpose of investors pouring capital into a serious 

working attitude, constantly learning and perfecting products, developing the 

company, not considering it as a source. ODA funding is not refundable because when 

Investors feel their interests are affected, and they will take action. At this time, bad 

governance mechanism will lead to ends for the parties. In addition, the lack of ability 

to carry out business plans is also one of the causes of startup failures. Many Founders 

after receiving capital need to be properly aware of the ability and reality of the 

business to have business plans and operate it effectively every day. The company 

must be streamlined and designed. It is these initial effects that will help startups build 

their brands.  

Besides, the lack of financial management and good cash flow are also a cause of 

Startup's failure. For example, tax issues: Previously selling F&B, all retail customers 

should declare low. Now, you must declare enough revenue, tax expenses soared. 

Founders see how much money they spend, they don't see much benefit, only large 

scale, much work and low efficiency. Cash flows ran wild, not knowing how to 

manage at this time, the interests of investors will be affected leading to conflicts. 

Therefore, a startup needs a good financial strategy and an effective financial strategy. 
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"Master yourself, master the enemy". Startups must know the legality of the assets 

they are prepared to own, how much they are owned, how much they hold, the rules 

stored in the shareholder register or legal documents, licenses. and rules. Startup must 

regulate and understand its internal, this is the best way to protect before participating 

in the game with investors. One of the fastest ways to develop resources is to receive 

investment capital from organizations and individuals. The founders should be clear 

from the beginning about the terms of cooperation, modes of cooperation. That way, it 

can solve the problems that arise in the business process or when the company grows 

in the future.  

Currently, there are many founders who do business without establishing 

businesses, especially in the field of technology, until investors pour capital to pay 

attention to forming legal entities. From a legal perspective, simple agreements in the 

form of civil agreements between founders can easily lead to subsequent disputes. 

Disputes between the founder and the investor usually appear when the project has 

stabilized, bringing high revenue, because the parties did not control the problem in 

the first place. To avoid this situation, founding members need to have clear 

shareholder agreements or membership agreements right after establishing a business 

and incorporation into the company's charter.  

In addition, tax obligations are based on three principles: accurate, complete and 

timely. Receiving large amounts of investment capital but failing to comply with the 

process of declaration, reporting and paying taxes may put the startup at unnecessary 

risks, causing damage and being handled by state agencies. Concerning intellectual 

property rights, unique and different ideas about products and services need to be 

registered for intellectual property protection right at the start of the project or right 

after its establishment enterprise. Regarding the roadmap for receiving investment 

capital, it is necessary to plan and negotiate from the beginning, clearly stipulating the 

rights and obligations of investors and founding members of Startup. It is also 

important to know your investors to know that the investment is legal, to avoid 

becoming money laundering for illegal financial sources.  

Current Vietnamese startup projects are usually smaller in scale than the region 

and the world. They generally approve the funding mechanisms proposed by investors. 

In case the startup is only a group of individuals or individuals (not establishing an 

enterprise), the investment is made according to the capital contribution and benefit 

distribution mechanism in accordance with the Civil Code. If following the mechanism 

of enterprise formation, the investor will buy the capital contribution or shares under 
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the Enterprise Law, if the investment capital from abroad is according to the 

mechanism of the Investment Law. To prevent risks, the general principle is that what 

is unknown should hire a consultant. The experts here are not necessarily lawyers but 

can be capital strategic advisors who have experience. Advisors, lawyers, experts are 

all good sources of support, helping startups achieve sustainable development and 

establish a fairer game with investors. 

3.2. Method of Crowd-funding 

Crowd-funding is a term that is no stranger to the international startup 

community. To put it simply, crowd-funding is a form of crowd-funding, in particular 

online community contributing capital to realize an idea or a new product. To 

encourage donations, the project owner gives souvenirs or favors when buying 

products. The pledge is actually considered to be a pre-order product. Because of the 

prior purchase and the risk of not receiving the product, the purchase price is usually 

30% - 50% lower than the market price. 

The first benefit when calling community capital to mention for businesses is 

capital. This is the reason why this form attracts so many start-up projects, especially 

those companies that do not have enough access to diverse capital sources, business 

experience or ability to do so. To raise capital from investors or banks. With crowd-

funding, callers only need to convince the network community to open their wallets. 

Gradually, the number of supporters increased, the business earned an unexpectedly 

large amount of money, enough to develop and produce the product they promised. 

The second advantage of crowd-funding is the market survey. Start-up product 

ideas are often ones that have never appeared on the market or have unique features. 

So how to know this product, the other feature will be welcomed by the market? It is 

very costly and wasteful to invest a large amount of money to develop products 

without being sure that the market will accept them or not. With crowd-funding, the 

results and market reaction are the most accurate base of product potential. Consumers 

may incorrectly answer market surveys, but when they can boldly spend money to buy 

an unreleased product, that product must be appealing to a certain extent and ensure 

guarantee the success level when it's born. In addition to the advantages, the form of 

public funding also faces obstacles and risks such as: there is no guarantee that after 

calling for capital, the project owner will release the product and bring it to the 

community as promised. The form of crowd-funding so far remains spontaneous, the 

state has not had any form of management or control for businesses and projects 

calling for capital in this form. So far, the United States is the place to call for the most 



  

 

 

634 

thriving community capital due to open-mindedness, high levels of risk-taking, and the 

liking for new ideas network companion. 

In Vietnam, a company can fully participate in raising capital equally as other 

companies in the world due to the openness of the world community calling network 

(such as Indie Go Go, Kick Starter). New products, not only in the field of technology, 

but also in the fields of arts, handicrafts, even agricultural products, food ... can access 

not only domestic community capital. But it is also possible to apply a more generous 

way of calling investment to consumers around the world for their appearance. 

3.3. Vietnam laws and regulations regarding the investors' capital contribution to 

Startup enterprises 

Start-up businesses in addition to complying with the provisions of the law on 

investment, law on enterprises, they will enjoy more incentives and advantages as well 

as support from the state and society in accordance with the Law on Support small and 

medium enterprise 2017 and its guiding documents. Decree 38/2018/ND-CP of the 

Government guiding the implementation of the Law on Supporting Small and Medium 

Enterprises has specified the investment and support model for current start-ups, 

initially forming and completing the legal framework for startups' operating model as 

well as the relationship between the founders of Startup and investors, limiting risks 

for investors as well as protecting rights and Benefits of the founders of Startup. 

Accordingly, the Creative Start-up Fund is formed from the capital contributed by 

private investors to invest in small and medium-sized start-up businesses according to 

the following principles: 

- Investing in small and medium-sized innovative start-ups not exceeding 50% of 

the charter capital of the enterprise after receiving the investment; 

- Private investors who contribute capital to the fund must have financial 

conditions and take responsibility for their contributed capital. 

Investors of small and medium-sized start-up businesses are exempted from, or 

limited to, corporate income tax for a limited period of time for incomes from 

investments in small and medium-sized start-up businesses under the provisions of law 

on Corporates income tax. Based on local budget conditions, provincial-level People's 

Committees shall propose People's Councils of the same level to decide on assignment 

of local state financial institutions to invest in innovative small and medium-sized 

enterprises. Guidelines as following: 
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a) To select creative start-up investment funds eligible to jointly invest in small 

and medium-sized start-up businesses; 

b) The investment capital from the local budget must not exceed 30% of the total 

investment capital mobilized by creative start-ups from the selected creative startup 

investment funds; 

c) Transferring the investment capital to the private investor within 5 years from 

the time of capital contribution. The transfer of investment capital complies with the 

law on management and use of state capital invested in production and business 

activities in enterprises. 

Decree 38/2018/ND-CP provides quite detailed instructions on the operation and 

operation of funds. The portfolio and investment activities of the innovative start-up 

investment fund include: Depositing at commercial banks according to the provisions 

of law; invest no more than 50% of the charter capital of small and medium-sized 

businesses starting their businesses after receiving the investment. All contributed 

capital and assets of investors at the fund must be accounted separately from the fund 

management company; Investors contributing capital to establish a fund shall reach 

agreement on their competence to decide on investment portfolios and this content 

must be provided for in the fund charter and contracts with the fund management 

company (if any). 

The creative start-up fund is organized and managed by one of the following 

models: The General Meeting of Investors, the company that manages the creative 

startup investment fund; General Meeting of Investors, Board of Fund Representatives 

or Director of Funds, companies that manage creative startup investment funds; 

General Meeting of Investors, Board of Fund Representatives and Director of the 

Fund, the company implements the management of an innovative start-up fund. 

Investors of the fund may establish or hire companies to manage creative startup 

funds. The fund management company shall carry out procedures for establishment of 

a fund and notify the supplementation of lines of management of an innovative start-

up investment fund in accordance with the law on enterprise registration when 

performing management investment fund creative startup. 

The management of creative start-up fund as stipulated in this Decree shall 

comply with the fund's charter, contracts signed with the fund (if any) and not 

governed by the securities law. The transfer of shares of founding shareholders at the 
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company that manages the creative startup investment fund shall comply with the Law 

on Enterprises. 

The increase or decrease of contributed capital of an innovative start-up 

investment fund complies with the following provisions: the charter of the fund 

stipulates the increase or decrease of the contributed capital of the fund; the increase 

and decrease of the fund's capital contribution were approved by the Fund's General 

Meeting. 

The fund liquidation and dissolution is conducted in the following cases: the 

operation duration stated in the fund charter has expired; The general meeting of 

investors decides to dissolve the fund before the expiry of the operation term stated in 

the fund charter; the fund management company is dissolved, bankrupted, or its 

certificate of enterprise registration is revoked but the fund management board fails to 

establish a fund management company within 2 months from the date of arising event. 

The mechanism of using local budgets to invest in small and medium-sized 

innovative start-ups is prescribed as follows: 

Based on local budget conditions, provincial-level People's Committees shall 

propose People's Councils of the same level to assign local state financial institutions 

with financial investment function to make investment in small enterprises and just 

started his creative career. 

In cases where local state financial institutions organize and operate under the 

model of off-budget state financial fund, the assignment of tasks and support of charter 

capital to off-budget state financial funds must meet specified in Clause 11, Article 8 

of the State Budget Law. In cases where local state financial institutions organize and 

operate according to the enterprise model, the addition of charter capital must comply 

with the provisions of Articles 4, 13, 14 and 15 of the Law on Management and using 

state capital to invest in production and business in enterprises. Principles of 

innovative start-up investment by local state financial institutions comply with Clause 

4, Article 18 of the Law on Support for Small and Medium Enterprises; Local state 

financial institutions exercise the rights and responsibilities of the owner representative 

when investing in innovative start-up small and medium enterprises. 

Information about innovative start-up activities funded by local budgets must be 

publicized on the web portal of the People's Committee of the province where the 

application is made. Local government of financial institutions select creative start-up 

investment funds with the following minimum investment requirements: Commitment 
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with local state financial institutions to invest in small businesses and have just started a 

creative business; at least 1 year of experience in investing in startup activities; be able 

to cover expenses when participating in making investment; Other conditions (if any). 

Every year, local state of financial institutions assess, adjust and publish the list 

of selected innovative investment funds on the websites portal of the local state 

financial institutions and of the provincial People's Committee. 

4. Conclusion and Recommendation  

Starting a business is a new trend of the era all over the world, suitable for many 

subjects, especially young people. As a start-up business, capital is always needed 

from investors. Therefore, building a legal framework to regulate the relationship 

between investors and startups is essential in the current period. In general, the current 

Vietnamese legal system on investment and business is quite complete, just need 

additional separate regulations to guide investors in more detail when investing capital 

in startup businesses. 

For a start-up business, before deciding to receive investment capital from 

investors need to conduct careful investor evaluation. Investigation needs to be done 

very carefully in terms of financial capacity, prestige, etc. including civil 

investigations about investors, representatives and showing the investors' 

commitments in writing. When signing an investment cooperation agreement, there 

must be clear and detailed provisions on investment cooperation on each contractual 

term when negotiating. In the investment agreement, it is necessary to specify the limit 

of ownership, management of investors and founding members of Startup. In which it 

is necessary to anticipate ownership and administration after receiving capital for each 

stage of development, establishing intellectual property rights for intellectual property 

assets formed in the early stages of the Startup business. These agreements are signed 

in writing before receiving the capital and clearly agreeing on this property right after 

receiving capital. Startup also needs to be careful in publishing information. Widely 

disclosing information to the media to avoid problems with taxes, competitors, 

creditors. In the investment cooperation agreement, it is also necessary to specify the 

costs, a clear agreement on the amount of capital received, that is the amount of capital 

the founders receive or the capital for doing business; expenses such as taxes, 

brokerage fees, attorneys, etc. party to bear or deduct from the investment. The parties 

need to know clearly the regulations on corporate finance, the transfer of money into 

and out of the account, paying taxes, the capital of the investors, etc. should comply 

with the provisions of law.  



  

 

 

638 

In addition, the parties also need to have regulations on divestment of investors 

from Startup enterprises. The parties should agree on a divestment right at the 

negotiation stage, the case unilaterally terminate the contract. The parties should have clear 

rules about their obligations if there is a risk of divestment. To avoid risks or disputes, the 

parties need to agree on agreement from the stage of negotiation until conflict or 

divestment, including the termination of investment and the termination of cooperation to 

protect the prestige of together. In the process of investment cooperation between Investors 

and Start-ups need to standardize legal documents and records. 
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Abstract:  

In recent years, the extension of E-commerce system around the world has been 

unstoppable. E-wallet, which is known as a form of E-payment, is a very common payment 

method in many developed nations. However, Vietnam is still confused in trying to catch up 

with this trend despite government efforts. Therefore, this study will explore the reasons why 

mobile payment, especially E-Wallet in Vietnam has a slower growth than other countries.  

The research was conducted in Ho Chi Minh city, Vietnam with 288 individuals 

involved in. Although most of the interviewees were young and modern, the findings still show 

that nearly half of the participants do not have an E-wallet due to the fact that they feel 

unnecessary and insecure to create an E-wallet. Meanwhile, there is a different response 

stated that people think cash is more convenient than others payment method. With 

respondents who have used E-wallet, compatibility is the factor which should be improved 

and adapted to enhance better E-wallet‘s performance. 

The results also indicate that the reliability of this research is confirmed by elevated 

stats. At the end of this paper, we finally collect and analyze enough data to give out some 

suitable suggestions for enhancing the usage of this payment method. 

Keywords: E-Commerce, E-Payment, E-Wallet, Mobile payment. 
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1. Introduction 

1.1. Research background 

Nowadays, smartphone has widely became one of the essentials in life. Along 

with the growth of smartphone, the demand for a quicker, safer and more convenient 

payment method gradually becomes one of the most important factors in the society.  

According to World Pay 2018, non-cash payment has developed into the most 

optimal payment method in the world along with the annual growth of the transaction 

volume. During 2015-2016, non-cash transaction payment volume kept growing at a 

significant growth rates by 10.1% to reach a total of 482,6 billion. Among all the non-

cash payment method, E-Wallet is supposed to grow even faster with 41.8 billion of 

transaction volume estimated. Those data show an important role of how successful 

the E-Wallet payment method is. 

In Vietnam, E-Wallet providers were officially allowed to operate since the end 

of 2008. Then, up to 2016, the value via E-Wallet transaction reached 2.3 billion 

dollars which had increased 64% compared to 2015‘s.  

1.2. Research motivation 

The advent of E-Wallet is a great contribution to the E-Commerce section, it 

makes the E-Commerce more convenient, faster and easier to approach. Firstly, the 

customer‘s payment procedure will be done quicker when shopping online, the sellers 

can reduce the cost and time in managing their revenue. Furthermore, the pressure of 

the banks in credit card transaction management will also be reduced. Receiving and 

transferring money regardless of the geographic distance, the amount of cash flow in 

society will also diminish, which helps stabilizing inflation, developing country. 

Secondly, the action of making payment by E-Wallet applications is simple and 

convenient because users basically need a smartphone and a bank account to perform 

their transactions. E-Wallet brought to the users many benefits: saving times, receiving 

or transferring money easily, managing their own financial flow by keeping track of 

their accounts.  

Therefore, the research is conducted to indicate the benefits and drawbacks of E-

Wallet, simultaneously finding methods to make use of the advantages and improve 

the disadvantages of this rapidly emerging paying method.   
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1.3. Research objectives  

 To analyse the factors affecting the intention to use E-Wallet; 

 To identify the problem that leads to the slow development of E-Wallet users. 

2. Literater review 

2.1. Definition of terms 

Tella, A. (2012) stated that E-payment is a part, including electronic payment for 

the transaction. That means E-payment structures are supposed to cover the majority 

of non-cash transaction such as credit card, debit card, E-Wallet, E-bank, etc. 

Meanwhile, according to Salodkar et al. (2015), E-Wallet is defined as ―a virtual 

service used as a replacement of cash for a transaction‖. According to Amoroso and 

Watanabe (2012), an E-Wallet is an electronic money server based where it needs to 

be connected to severe publishers first in the process of use. An E-Wallet can be 

defined as a virtual cashless service which can replace hard cash notes (Wróbel-

Konior, 2019). E-Wallet is a program or web service that allows users to store and 

control their transaction history, logins, passwords, and shipping address and credit 

card details, in one central place, and to retrieve these details quickly and securely for 

future purposes (e.g online shopping), thus bridging the inconvenience experienced by 

users (Digital Wallet: Wikipedia, 2008).   

2.2. General view on E-Wallet in Vietnam  

E-Wallet was born in 2008 in the context of Vietnam's E-Commerce market, which 

requires suitable payment tools, and E-Wallets are expected to connect buyers and sellers 

rapidly with each other. Therefore, E-Wallets have emerged a long time ago, but only in 

2014 did they progressively regain their place and turn into a major revolution by 

pioneering big brands like Momo, Zalo Pay, VTC Pay, Samsung Pay, etc. 

Based on the most recent data of UNFPA, Vietnam is in the "golden population 

structure" era and will end in 2040, with the population in the working age from 15  

years old - 64 years old being the majority to 70 % of the population. Therefore, as 

well as Vietnam's young population, the smartphone coverage is quite wide, along 

with the convenience and attractive promotions that are making E-Wallets prefered 

and used by many users.  

However, according to latest statistics in a Vnreview article, the rate of cash 

payment when shopping online in Vietnam is at the highest level in Southeast Asia 

which is 90.17%. This points out the habit payment of Vietnamese people, particularly 

the young generation, who quickly grasp the change and development of technology 

because they are always in contact with social media. Thus, although there have been 
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very strong developments in recent times, E-Wallets seem to be unable to replace cash 

and still haven‘t had too much impact on the habit of using cash of Vietnamese people. 

2.3. Barriers for development of E-Wallet in Vietnam  

One of the main obstacles, according to an article on Smart Buddy Vietnam, is 

the habit of using consumers' cash wallets. In the early years, E-Wallets have not really 

become popular and sometimes decline because many people only register to receive a 

lot of promotions in E-Wallets for the first time. They barely use it any longer after the 

first registration.  

Furthermore, an article on Nikkei figured out that Fintech
43

 in Vietnam is facing 

many barriers because according to the regulation of the State Bank of Vietnam, E-

Wallets‘ accounts must be connected to the bank accounts. To be clearer, If you do not 

have a bank account, you cannot open an E-Wallet account. Moreover, Internet 

Banking
44

 service is also required to access E-Wallet applications. Registration for an 

account is complicated when Internet Banking services often come with a monthly fee 

and tend to be alienated by users. 

2.4. TAM and application  

Technology Acceptance Model (TAM) was first introduced by Fred Davis in 

1986 for his doctorate research. Based on the Theory of Reasonable Action (TRA) by 

Ajzen and Fishbein (1975), TAM is specifically designed to model users‘acceptance 

towards information systems or technologies. 

Figure 1: Technology Acceptance Model (TAM) 

 

Source: Davis et al., 1989 

The basic TAM model consisted of two fundamental variables: Perceived 

Usefulness (PU) and Perceived Ease of Use (PEOU). According to Davis (1989), 

Perceived Usefulness refers that people have a tendency to use or not to use a 
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 Financial technology, often reduced to fintech, is the technology and innovation that attempts to compete with 

traditional financial methods in the delivery of financial services. It is an emerging industry which utilizes 

technology to improve financial activities.  
44

 It is an electronic payment system that allows clients of a bank or other financial institution to perform a 

variety of financial transactions through the website of the financial institution. 
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technological product to the degree they believe that it will enhance their job or 

performance better. Davis (1989) also stated that Perceived Ease of Use is the degree 

to which potential customers think that using a new system will be free of effort. 

What‘s more, External Variables can also have an impact on people‘s belief in a new 

service. Intention to use explains the level of intensity of an individual's intention to 

take a specific action (Ajzen and Fishbein, 2011).  

Some studies which take TAM as reference also developed their models with 

other factors. Gia-Shie Liu, Pham Tan Tai (2016) added some other factors such as 

mobi-convenience, compatibility, trust-safe to use,etc. Thanh D. Nguyen and Phuc 

A.Huynh (2017) also used TAM and developed their own structural model with some 

other factors such as perceived risk, confidence. Different as they may seem, both of 

them were built base on the TAM application and shared a common purpose to 

evaluate the acceptance of users towards using new technology. As a result, a model 

from this study is constructed and shown below in figure 2. In this model, there are 

total nine factors and one dependent variable which is behavior intention to use. 

Moreover, this model also applies three controller variables or demographic factors 

including gender, age, income to find out their impact on the dependent variable.  

Figure 2: Model of factors affecting behaviour intention to use E-Wallet 

 

From the statement, hypotheses can be given:   

H1: Higher Perceived Ease of Use lead to higher intention to use E-Wallet; 

H2: Higher Perceived Usefulness can lead to higher behavioral intention to use 

E-Wallet. 
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Perceived Risk (PR): describes user behavior on the risks (Bauer, 1960). To be 

clearer, Perceived Risk is a structure that represents the uncertainty of the users about 

the potential adverse effect on the use of new technology. In this study, perceived risk 

can be understood as the risks of online transactions and the security issues of the E-

Wallet systems 

H3: Higher risk rate leads to less intention to use. 

Perceived Trust (PT): a willingness to use a new system with a sense of comfort, 

safety, and risk acceptance (Kim et al., 2010). When it comes to e-payment system, 

trust will help to reduce the demand on understanding, controlling and monitoring 

activities, enabling customers to use services easily and efficiently without much effort 

(Kim et al., 2010). 

H4: Higher trust can affect higher intention to use.  

Social Influence (SI): the behavioral change that one individual has due to how 

the changed person perceives himself or herself in relation to the influencer, other 

individuals, and society in particular. In e-payment system, users‘ intention to use or 

usage frequency can be changed due to social influence, which is based on the way 

they feel about E-Wallet when being affected by surrounding people, friends‘ 

recommendations, etc.  

Therefore, a hypothesis is proposed: 

H5: Social Influence can impact positively to the intention to use.    

Facilitating Conditions (FC): the degree to which a person perceives that 

technical and organizational infrastructure needed to use a new system are available. 

This definition covers constructs of perceived behavioral control (planned behavior 

theory and decomposed planned behavior theory), facilitating conditions (PC 

utilization model) and adaptability (innovation diffusion theory) (Davis, 1989; 

Venkatesh, 2003). 

H6: Facilitating Conditions affect behavior intention to use. 

Perceived Reputation (R): the way how people obtain the information of one 

individual or organization. It is a combination of two factors which are the information 

and the perception the receivers have on that knowledge.  

H7: Higher Perceived Reputation leads to less intention to use.    

Perceived Convenience (PC): convenience means the state of proceeding 

something with ease, comfort and little effort. Compared to traditional payment 

services, the convenience of E-payment services can be pointed out to bring 

advantages to customers and have high possibilities to affect their intention to use. 
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H8: Perceived Convenience can affect positively to the intention to use.  

Compatibility (C): the ability of a new system that can provide operational 

effectiveness compared to traditional values of existing services (Mallat, 2006). In 

terms of E-Wallet, it is the extent to which they believe this service can fit their 

lifestyles with modern, suitable and effective appearance. 

H9: Higher compatibility leads to higher intention to use. 

3. Research design and methodology  

The researchers looked at previous literature before carrying out the study. The 

slow development of E-Wallet in Ho Chi Minh City, particularly in Vietnam in 

general, has been affected by nine factors. The survey consists of 41 item statements of 

10 variables. 

From Jul 2019 to August 2019, the study was conducted online by students from 

universities and colleges in Ho Chi City who were the most common replies. The 

measurements of responses and the assessment of respondents for all things shall 

consist of quantitative assessments in combination with a five point Likert scale (1= 

strongly disagree to 5= strongly agree). Sample size of the survey is 288. In which, 

female take a majority of 66.67%. In addition, respondents who used E-Wallet 

accounted for more than half of 59.02 % (170 over 288 forms). 

A statistical package for social science (SPSS) version 20.0  is used to analyze 

data. A set of methods for analyzing statistical data including descriptive analysis, 

reliability analysis.  

4. Research analysis and discussions 

4.1. Descriptive analysis 

To ensure a survey with higher reliable ratio level, a form of questionnaire is 

made to collect data. Firstly, all members who take part in this research are living in 

Ho Chi Minh city where is a high chance of people getting access to morden online 

service. Secondly, the survey was provide online to take advantage of a wide 

communication network. Moreover, it would be easier to recognize the person who 

was asked to complete this survey. Total 288 responses were collected and used for 

analysis. Nearly a half of the respondents (40.98%) said ―NO‖ when being asked if 

they have used E-Wallet before. Table 1 shows that majority of the participants were 

female (66,67 %), aged from 19 to 25 years old (92 %). In terms of income, 
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respondents earn lower than 3 millions VND per month constitute the majority 

because the survey was conducted almost on students from different universities.  

Table 1: Data of respondent profiles 

  Sub profile Frequency 
Percentage  

(%) 

Gender 
Male 96 33.33 

Female 192 66.67 

Have ever used  

E-Wallet? 

Yes 170 59.02 

No 118 40.98 

Age (years old) 

< 18 11 3.8 

19 - 25 265 92 

26 - 32 8 2.8 

> 32 4 1.4 

Income (millions VND) 

< 3 163 56.6 

03-May 85 29.5 

05-Jul 17 5.9 

> 7 23 8 

Which E-Wallets  

they are using? 

Momo 135 79.4 

Zalo Pay 52 30.6 

Airpay 51 30 

Moca 54 31.8 

VnMart 1 0.6 

Others 13 7.6 

How long they have use 

E-Wallets? (months) 

< 3 57 33.5 

03-Jun 57 33.5 

06-Dec 23 13.5 

> 12 33 19.4 

Using E-Wallet for 

Bills payment  

(water, electricity, Internet, etc.) 
65 38.2 

Getting vouchers, promotions, etc. 130 76.5 

Purchasing products  

(top up your mobile phone, cinema 

tickets, flight tickets, etc.) 

124 72.9 

Financial transactions 80 47.1 

Others 2 1.2 

Frequency  

of using E-Wallets 

Rarely (1-2 times a month) 56 32.9 

Sometimes (3-9 times a month) 82 48.2 

Usually (over 10 times a month) 24 14.1 

Always (almost every day) 8 4.7 
 

With a variety of E-Wallets that the respondents can choose more than one, 

Momo dominates over other wallets with total 135 users. The next three wallets nearly 

shared the same amount of customers with 52, 51, 54 people respectively. Moreover, 

just 13 participants chose to use other wallets such as Viettelpay, Timo,etc. When 
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being asked about time, over half of the respondents (67%) have used E-Wallet for 

under 6 months while 13.5% have used from 6 to 12 months and the rest have used 

this service for over a year. The most frequent purpose to use E-Wallet is to seek for 

vouchers, promotions (130 answers) followed by purchasing products like movie 

tickets or flight tickets (124 answers). This can be seen as the motivations or 

incentives that E-Wallet brings to customers so that they can use to meet their needs. 

However, in terms of frequency, the majority of them which accounts for 48.2% just 

use this service about 3-9 times a month and 32.9% of customers even use it very 

rarely, which means 1-2 times a month, while only 32 users showed a high frequency 

of using E-Wallet with over 10 times a month.  

4.2. Reliability measures 

Table 2 below showed the descriptive statistical results and the Alpha coefficient 

in Cronbach for this survey. To test reliability of the questionnaire, Cronbach's Alpha 

was calculated. Nine factors based on the framework structure of the study were tested 

for the reliability of the study. 

Table 2: Reliability 

Variables Cronbach‟s Alpha N of items 

Perceived Ease of Use 0.912 5 

Perceived Usefulness 0.897 5 

Perceived Risk 0.888 7 

Perceived Reputation 0.897 3 

Social Influence 0.860 5 

Compatibility 0.783 3 

Facilitating Conditions 0.815 3 

Perceived Convenience 0.828 3 

Perceived Trust 0.928 3 

 

First, the reliability of brand equity measurements will be evaluated. It should be 

above 0.7; that implies it has high reliability (Cronbach, 1971; Nunnally, 1978). 

Cronbach‘s Alpha must have high reliability. The reliability of all the factors in this 

research is over 0.7, according to the results of Table 2, so it can be concluded that the 

questionnaire is very coherent internally. 

Perceived usefulness, risk, reputation, social influence, convenience and facilitating 

conditions measures are slightly high in terms of reliability of respectively 0.897, 0.888, 
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0.897, 0.860, 0.828 and 0.815. Finally, Cronbach‘s Alpha of perceived ease of use and 

perceived trust are especially high reliability of 0.912, 0.928, respectively. 

Table 3: Reliability of item Perceived Usefulness 5 (PU5) 

 Scale Mean 

if Item 

deleted 

Scale 

Variance if 

Item deleted 

Corrected 

item - Total 

Correlation 

Squared 

Multiple 

Correlation 

Cronbach‘s 

Alpha if 

Item deleted 

PU5 20.18 15.957 0.450 0.234 0.897 

According to Rule of Thumb for Interpreting the Size of a Correlation 

Coefficient, the multiple correlation of item smaller than 0.3 means low positive 

(negative) correlation.   From table 3, item PU5 (perceived usefulness 5) presents the 

state:‖ By using E-Wallet, I don‘t need to carry cash‖. The lowest correlation ratio is 

factor PU5. This suggests that the majority of respondents are quite new to the 

tendency to use cash. This means that most people still have the habit of using cash to 

pay rather than E-Wallets.  

4.3. The results of Anova  

Table 4 shows the evaluation of personal information (gender, age, income) on the 

behaviour intention to use. Theoretically, if p-value is smaller than 0.05, the demographic 

factors have a significant impact on the dependent factor, which is Behaviour Intention to 

use in particular. According to the survey results, all of the factors (gender, age, income) 

have p-value that is higher than 0.05 in correspondence with each of the factor of 

Behaviour Intention to Use. It can be concluded there are no differences between male, 

female; groups of age and income on the intention to use E-Wallets.    

Table 4: Results of One-Way ANOVA and T-Test by Personal Profile 

Behaviour Intention to use              

(BITO) 
Gender Age Income 

BITO1- Given a chance, I plan 

to use E-Wallet in the future 
0.075 0.702 0.241 

BITO2- Given a chance, I think 

that I will frequently use E-

Wallet in the future. 

0.452 0.623 0.272 

BITO3- I will highly 

recommend others to use E-

Wallet. 

0.593 0.638 0.199 
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4.4. Results of the people who have never used E-Wallet  

According to all the answers for this survey, 118 people have never used E-

Wallet, which accounts for 40.97% of the total 288 responses and they were asked to 

give reasons for this selection. All the explanations have been split into seven factors 

representing seven main reasons as shown in the chart below. 

Figure 3: Factors of not using E-Wallet 

 

30 people which is accounted for most 30.26% did not find E-Wallet very 

necessary in their daily life activities. 26.22% of responses is related to the shortage of 

E-Wallet knowledge, which means that they have literally never heard of E-Wallet‘s 

concept. The third ratio belongs to the group explaining the payment habit. 16 people 

which is accounted for 16.14% said that they do not use E-Wallet for payment as a 

habit and they prefer to use cash on hand instead. What‘s more, 14.12% of total 

respondents have doubts about the trust of E-Wallet related to security or personal 

information risk while 12.10% have problems with the banks issues as they do not 

have credit cards. Even if they have cards, they still cannot use E-Wallet due to the 

fact that they either not connect or being willing to use Internet Banking, which make 

them to pay monthly fee for this service as mentioned in chapter 2. One more factor 

represents some explanations behind ease of use, which means the respondents said 

that they have difficulties getting to use E-Wallet due to its complexity. The rest of 11 

answers are other factors related to their personal reasons such as they do not use 

smartphones or their phones‘ shortage of storage, etc.          
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5. Conclusions and suggestions  

5.1. Conclusions and suggestions 

Based on the outcomes of reliability and validity, the reliability of Perceived 

Trust and Perceived Risk are both high (0.928 and 0.888 respectively). That means the 

more risks E-Wallets have, the less trust people have on them. In this research, 

however, it can be concluded that there is a difference related to perceived risk among 

young people, particularly in Ho Chi Minh City, Vietnam's largest economic center. 

They are highly aware of the risks that E-Wallets offer, but they will still accept and 

trust to use this service.  

The findings indicate that compatibility is the lowest cronbach alpha in 

comparison with other factors among the nine factors which directly influence conduct 

intention. Specifically, E-Wallet or mobile payments in general remain incompatible 

with young people's payment habits. If companies or service providers can therefore 

find solutions in the future to the compatibility issue between young people's mobile 

payment practices and payment practices, the amount of use of E-Wallets will increase 

and encourage the development of electronic wallets.  

Among those questions in the questionnaire, there is an evaluated statement ―By 

using E-Wallets, I don‘t need to carry cash‖, which was eliminated from the results. 

People disagree with this because they stated that even with E-Wallets, they still take 

some cash due to its convenient. Then, we can realize the importance of cash in 

Vietnam that E-Wallets can not totally replace at once. Therefore, the government 

should support this kind of payment like doing some marketing strategies and 

incentive policies via social media to encourage using as well as make people believe 

in E-Wallets. The incentive strategies must provide an interesting content to promote 

firms and people to register an E-Wallet such as free charge and withdrawal, giving 

exclusively preferential vouchers, refunding an amount of money when paying via E-

Wallets, etc. 

For those who have never used E-Wallets according to the survey, the reasons 

listed above can come from both the respondents themselves and the external factors. 

The major reason why they have never used E-Wallet is that they feel they have no 

need to use this service. Few suggestions may be given to improve this reason. 

However, there are still other major reasons that we can focus more on them and 

therefore more possible actions can be implemented. There are people who admitted to 

have no knowledge of E-Wallet or prefer to use cash on hand. In this case, it would be 
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easier to give advice to improve the slow usage. People can improve their 

understanding of E-Wallet through word-of-mouth, media and they are even likely to 

use it through the suggestions of people around them. 

With external factors, specifically on security-related issues, each of the 

electronic wallets should enhance more security layers. Secondly, a more reliable 

cooperation between service provider and the banks is needed to be strengthened. As a 

result, the cash flow run into E-Wallet would be more convenient and faster and it is 

also necessary to improve convenience, speedy, and uncomplicated, unnecessary 

procedures should be eliminated. Thirdly, more and more attractive promotions for 

users who are both enterprises and individuals should be given so that a wider e-

payment communication of E-Wallets would be suitable for all groups, not only for 

young generation. Last but not least is the legal framework, to stimulate investment in 

mobile payment system market, the government should enhance and implement more 

incentives investment policies, support business development credit, set up 

organizational models applying modern E-Commerce methods. What‘s more, to 

enable every people to use E-Wallet, both the Government and service provider need 

to improve and compatibility factor, as explained above, including service innovations, 

always-updated versions, effective appearance to create modern, suitable lifestyles for 

all of the users.  

5.2. Research limitations 

Despite the positive efforts, there are still some limitations should be noted. 

Firstly, the sample size that is used for this study is pretty small because it is carried 

out only in Ho Chi Minh city. Therefore, it does not offer the population representative 

for the whole Vietnam. Secondly, the consumer‘s perception towards E-Wallet may 

not be accurately evaluated. Therefore, that might somehow affects the reliability of a 

survey‘s results. 
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Abstract:  

After more than three decades of ‗Doi moi‘, Vietnam is witnessing a vital period 

of economic growth along with sustainable development model. Nonetheless, the deep-

rooted social problems have urged further promotion of social enterprises due to its 

beneficial nature of social-business hybrid. Although the concept has gained its 

momentum, there are various inner and outer issues diminishing the performance of 

social enterprises. Hence, with the purpose of suggesting a development approach 

contributing to the development of social enterprises in Vietnam, the paper will 

employ the mixed-methods research approach with the collection of primary and 

secondary data. While the primary data is obtained through semi-structured and 

followed-up in-depth interviews with CSIP and Tohe, the secondary sources are from 

previously published books, journals and academic papers. The discussion of findings 

in the paper will be divided into three main parts. The first part will be an introductory 

overview about Vietnam‘s social enterprise realm including the conceptualization and 

the highlights with a deep look at estimating the factors influencing their performance 

through theoretical interaction model of criteria of estimation to find out the 

constraints for their further development. In addition, based on international 

experiences drawn from Singapore and Thailand in the second part, the author will 

propound some policy recommendations to achieve more flourished social enterprises 

sector in Vietnam in the last part.      

Keywords: Social enterprise, social enterprise ecosystem, theoretical interaction 

model, socioeconomic development.  
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1. Introduction 

It can be asserted that over three last decades, the world‘s tendencies towards 

globalization aligned with privatization and liberalization have stirred up diverse 

moves in the balance of relationships among public, private and non-profit sectors 

(Mori & Fulgence, 2009). The capacity of public sector which is traditionally known 

for taking in charge of confronting those complex and diverse issues has been 

questionable while the private sector solely attempts to maximize profit for the 

shareholders. Hence, the role of civil society is emphasized on filling the gap between 

private and private sector in meeting social needs. However, according to Huni (2015), 

civil society organizations and NGOs are found to get difficulties in sustaining the 

finance in pursuit of their activities and programs. In this context, social enterprise 

model appears as meeting these criteria. As explained by Singapore Center for Social 

Enterprise (2017), this model describes the businesses that are set up is not only for 

getting profit but mainly for creating positive social impacts including uplifting the 

lives of marginalized people, handling entrenched and emerging social problems 

through innovative solutions.  

World Bank (2015) claimed that Vietnam was an example of the country which 

underwent a development success story with a stronger business in all-embracing non-

state economic and social organizations after its implementation of ‗Doi moi‘ reform. 

Nevertheless, in the rear of the aftermath of global economic crisis, the government 

has coped with several complex social and environmental issues (UNDP, 2017).  In 

this spotlight, CIEM, CSIP, Pham (2013), and Patton (2016) believed that social 

enterprises are indispensable organizations for the making of a healthier society, and 

developing social enterprise is essential to support the development of comprehensive 

and sustainable country with its potential advantages derived from non-profit nature 

and sustainable social mission.  

The buzz around the state of social enterprise in Vietnam is growing and 

inconsistent (Asialife Magazine, 2015). Even though the contributions of social 

enterprises to the national socio-economic development have been determined, there is 

a lack of analysis on identifying the social enterprise concept taking into account 

Vietnam specificity and different ways of classifying social enterprises are suggested 

when studying the accessible literature publications (Pham, 2013). Furthermore, more 

descriptive and introductory studies were conducted, but not yet a comprehensive 

analytic model for evaluating social enterprises‘ performance in order to identify the 

strengthening as well as the challenges they are facing with. As Vietnam‘s social 
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enterprise regime has been in nascent stage, the experiences from pioneering nations in 

their approaches to develop social enterprises are precious for Vietnam. Thus, this 

paper is deemed to fulfill the literature gap in conjunction with integrating an 

unprecedented-applied model of the estimation of the social enterprise in Vietnam that 

will be able to be employed in further academic works on the same topic.      

The paper will silhouette the contour of social enterprise concept in Vietnam as 

well as educe the current picture of Vietnam‘s social enterprises that lightens not only 

a broad landscape but also a dig into exploring the most proper estimating model of 

the factors influencing the performance of them to find out the constraints for the 

development of this sector. Based on the lessons learnt from Singapore and Thailand, 

some policy recommendations will be devised.         

2. Research methodology 

This paper uses mixed research method that combines both quantitative and 

qualitative forms of research (Neuman, 2006). In certain, stemming from the 

qualitative data gained to understand some issues surrounding the problem of 

Vietnam‘s social enterprise, the quantitative data in Truong‘s study embraces the 

highly rational variables for in-depth qualitative data explaining the specific impact of 

outer and inner factors on the performance and development of Vietnam‘s SEs. The 

empirical qualitative data is collected and expanded in the light of Bikse & Linde‘s 

theoretical model of estimation of social enterprise.  

In term of data collection, this study deployed both two sources of data including 

primary sources and secondary sources. Firstly, direct semi-structured interview and 

followed-up in-depth interviews were the instruments to collect primary data where 

the questions in semi-structured interviews were developed within the indicators of 

criteria in Bikse & Linde‘s analytical model. Furthermore, in-depth personal interview 

questions were also inquired, following the stream of initial data collection when there are 

a few new variables emerging beyond the theoretical framework. With purposeful 

sampling, the participants were the representatives from CSIP and Tohe who have specific 

knowledge on the investigated topic. The interviews were directly carried out in the 

headquarters of the organizations in Hanoi and generally lasted from 1 to 1.5 hours.  

The secondary data sources were acquired from a pool of books, journals, articles 

and previous academic research reports. Other digital information was carefully 

selected from the official websites of national research institutes and a series of 

prestigious international journals. 
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3. Discussion of findings  

3.1. Analysis of Vietnam’s SEs 

3.1.1. Conceptualization 

Though the literature on social enterprises has burgeoned recently, the foundation 

of this concept foreruns over a century. Nonetheless, it is undeniable that there are 

various stances on perceiving the meaning of social enterprises and different concepts 

have been used in the international literature. Strikingly, the main differences have 

stemmed from the specific context where the concepts were formed (Kerlin, 2010).  

In Vietnam, there is a wide pool of concepts appearing in public articles that have 

determined the nature of social enterprises up to the present. Strikingly, Vietnam‘s 

Central Institute of Economic Management (CIEM) published a document in 2013 

where both the terminology of social enterprise and the specific context are 

extensively illustrated: 

Social enterprise is a concept that refers to the work of social entrepreneurs 

under different legal entities depending on specific purposes and operation conditions. 

Social enterprises directly target social benefits and are led by a strong 

entrepreneurial spirit to achieve both social benefits as well as economic returns 

(CSIP, 2011). 

Prior to the CSIP‘s definition, the conceptual framework built up by OECD has 

been widely applied due to its comprehensiveness and relevance to Vietnam. 

Certainly, OECD‘s definition draws the attention on sustainable business method and 

integration services of social enterprises for marginalized groups and communities 

whether in urban and rural area, especially under the provision of community services 

in fields of education, environment and culture (OECD, 2007).  Thus, even if the 

interpretation of social enterprise concept varies, the relatively equivalent definitions 

from OECD and CSIP can be most proper in Vietnam.  

3.1.2. The highlights of Vietnam‘s SEs 

3.1.2.1. Main figures 

Recently, the overall picture of Vietnam‘s social enterprise has more shined than 

ever before indicated in several annual reports on the growth of social enterprises 

conducted by CSIP, CIEM and British Council. The most up-to-date findings were 

primarily reported in the 2017 project called ‗Mapping Social Enterprise in Vietnam‘ 
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where a meta-study in the numbers and the tendent models of social enterprise was 

evaluated in Table 1. 

Table 1. Meta-models of Vietnam‟s SEs  

 

Source: Truong, 2017 

The other outstanding fact was explored in the self-assessment of the excellence 

level in organizational aspects. All the social enterprises in Truong‘s project evaluated 

their human resources management, finance, strategy, product development, 

technology, tax-legal framework and marketing as ‗normal‘ and ‗quite weak‘ whilst 

the percentage of social enterprises having ‗good‘ or ‗excellent‘ organizational models 

was inconsiderable. It apparently reflected some micro-level weaknesses of Vietnam‘s 

SEs in general. Hence, these collected facts and figures require more in-depth analysis 

on the performance of social enterprises in Vietnam, especially regarding their outer 

and inner challenges in the national development backdrop.  

Table 2. Self-assessment of the operational aspects of Vietnam‟s Ses 

 

Source: Truong, 2017 
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3.1.2.2. Estimating the performance of Vietnam‘s SEs – Tohe as outstanding example 

In Vietnam, while Nguyen (2013) applied the RISQ‘s model (Réseau 

d‘Investissment Social du Québec) which gave the internal factors, Bui (2015) based 

on UK‘s ecosystem model which more focused on the external factors. Additionally, 

Vietnam‘s long process of global cooperation and regional integration puts the screws 

on the considerations of the global and regional factors, besides the state factors when 

investigating the social enterprise activities. This integration model where the criteria 

are divided into four levels: global-regional, macro, mezzo and micro level can 

provide a meticulous framework for the formulation of Vietnam‘s SEs (Bikse & 

Linde, 2016).  

In the paper, this theoretical interaction model will be applied as a foundation for 

elaborating factors affecting the activities of social enterprises used to build semi-

structured interview with Tohe. Not only has the uniqueness in the model but also the 

innovativeness in its products brought Tohe as an outstanding example of sustainable 

social enterprise. In a nutshell, the qualitative data gathered propounds the light for the 

summary of estimation that shows homogeneities between the result of this study with 

previous evaluation in two studies conducted in 2013 and 2015. In term of micro level-

estimation, while social elements have been robust during time, the financial resource 

and economic components have reported to be the most perturbing issue. Meanwhile, 

the weaknesses in legal framework and finance have been highlighted despite the 

introduction and recognition of social enterprise concept in government‘s LOE. Tohe 

did not deny the incentive policies from government, but they are assumed to be 

inadequate especially in deductive taxation and unclear financial supports. 

Accordingly, the programme of state action including management and support 

principle of social enterprise is not well defined that has huge negative impact on the 

business activities and the process of pursuing social goals.  

At mezzo level, Tohe has a strong domestic and international partnership in its 

implementation of social goals. Apart from a wide network of volunteers, some 

organizations are reported to frequently coordinate with Tohe including INGOs, 

private business enterprise, intermediary and other social enterprises. However, despite 

accomplishing the international partnerships, Tohe is reported to get some difficulties 

when working with local NGOs.  
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Table 3. The summary criteria of evaluating Tohe 

 

Another salient finding was found in identifying the connection between Tohe 

and the pursuit of global and regional goals. The contribution of Tohe in proceeding 

the of UN‘s millennium social development goals is undoubted. It has partially helped 

decrease the poverty, increase the equality principle, and ensure the sustainability of 

environment protection by its green products and innovative technologies. 

Additionally, regional impetus is also found as one variable influencing the business 

activities of Tohe. Its products are distributed regionally and internationally that also 

provokes the adoption and exchange of understanding of social enterprise models and 

products. Tohe, as regarded as one of the most outstanding profitable social enterprise 

in Vietnam, can participate in elaborating and implementing the social enterprise 

concept and model in the region. 
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3.1.3. Constraints 

It is obvious that the maturation of Vietnam‘s social enterprise has been more 

impressive than what was predicted many years ago with a rage of opportunities. 

Notwithstanding, the data collected shows that there are enormous challenges in need 

of being alleviated toward the construction of a more dynamic and sustainable social 

enterprise realm.  

The first challenge for the development of Vietnam‘s social enterprise has been 

placed in the legislative regulations and legal framework. As mentioned before, the 

government proposed diverse incentive policies in regard with financial support and 

taxation for social enterprises resisted under Vietnam‘s LOE. Nevertheless, the 

profitable social enterprises where business activities are operated have still been 

eligible for the normal taxation even though their profits are reinvested with the 

purposes of achieving social goals (Cam Anh, 2018). There is no clear guideline for 

the operational model of social enterprises that limits their flexibility and 

proactiveness. It is also indicated in the result that the lack of assisting programs in 

term of training, counselling, networking as well as the insufficiency of direct and 

indirect financial supporting instruments from the state are the other constraints for the 

development of social enterprise. 

 Furthermore, mention has been made of the lack of an ‗ecosystem‘ to promote 

the development of social enterprise. In fact, the international and national networking is 

still limited with a weak collaboration between social enterprises and other stakeholders 

(CIEM, CSIP & British Council, 2012). This challenge is rooted from the ignorance of 

state in the emersion of social enterprises that hinders them from accessing to sponsors 

and social investors and vice versa, from the passive approach of social enterprises 

toward reaching to social enterprise network and the network with stakeholders (raiSE, 

2017). A weak social enterprise ecosystem lessens the collaboration and coordination 

among government, investors, immediacies and social enterprises that can negatively 

influence the sustainability of social enterprises in all aspects.  

If running a mainstream business is difficult, then running a social enterprise is 

even harder. Vietnam‘s SEs are subject to micro-level difficulties in the self-sustain 

abilities including access to finance, products, market and human resources (Bui, 

2015). Effort made by intermediaries is not fully complete the financial expenditures 

that social enterprise used to stabilize and expand their activities. Owning to their 
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young and small-sized feature, social enterprises get involved in the market with high 

risk and low return on investment rate that are seemingly unimpressive to investors.  

Smith and Darko (2014) emphasized on the issue of human resources and 

competence of leading entrepreneurs in social enterprises.  Above all, weak 

management skills are typical in all types of enterprises, saliently in converted social 

enterprises and those in the process of converting from NGOs or traditional business 

enterprises to social enterprises. Besides, it is evident about the shortage of capacity 

relating to business management such as product development, financial management 

capacity, accounting, and social impact measurement. There is a small number of 

opportunities for capacity building, training, and experimentation from intermediary 

organizations and the government.  

To sum up, the constraints for Vietnam‘s social enterprises are pinpointed in the 

outside environment and self-sustainable capacities of them. These mentioned 

challenges urge for the further effort to develop social enterprise.   

3.2. Case study: The experiences of Singapore and Thailand and lessons learnt for 

Vietnam  

One of the key observations from this study is that it is a lack of a supportive 

ecosystem for social enterprises as a medial trigger generating the other constraints. 

Interestingly, ecosystem is chief finding in the process of exploring the ways Singapore 

and Thailand have developed their social enterprise sector to gain the reputation as 

pioneering nations in the region. Based on the differences in the national development 

process, these two countries underwent unique directions to social enterprise. In detail, 

Singapore have developed an amazingly mature social enterprise realm under strong 

government leadership whose vision is to make Singapore as central point and leading 

hub of social enterprise movement in the region (MIF & Japan Research Institute, 2016). 

On the other hand, a longer story of developing social enterprises is found in Thailand 

which is regarded as a pioneering nation with the emphasis on the participation of civil 

society and the promotion of social innovation derived from poverty alleviation efforts of 

government. This part will primarily provide an overview in the landscape of social 

enterprises in each country, then identify the most striking elements and highlight the 

relevance to Vietnam toward further development of this sector. 

3.2.1. Singapore 

One distinct feature of Singaporean social enterprise is that without some general 

agreement on its definition and primary characteristics, the sector had gained adequate 
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traction from the government owing to its contribution to the local community (raiSE, 

2017). Singapore has a clear top-down approach to its promotion of social enterprise 

which accentuates the foremost role of government, meaning that Singaporean 

government remains the most powerful actor in the ecosystem of support (Prakash & 

Tan, 2011). While social enterprise ecosystems are slowly emerging in most countries, 

Singapore has built a dynamic and vibrant social enterprise ecosystem rather, as 

follows:   

Figure 1. Ecosystem Players in Singapore‟s Social Enterprise sector  

 

Source: raiSE, 2017 

As the leader putting forward the development of social enterprises, Singaporean 

government has implemented a wide range of policies to promote this sector in term of 

financing, mentoring and competition, coincided with the efforts to build a strong 

ecosystem. Furthermore, other players such as intermediaries and academic entities - parts 

of social enterprise ecosystem - also support the development of social entrepreneurs to 

expand the business, especially in educating and incubating young change-makers (MIF 

& Japan Research Institute, 2016). In addition, the strategy for social enterprises has been 

focused on such issues as funding social enterprises, promoting social entrepreneurship, 

raising public awareness, fostering partnerships among key stakeholders, and offering 

social enterprise courses for students interested in a career in the sector. Different agencies 

may approach social enterprises with their own priorities, but they came to an anchor 

voice with the establishment of Singapore Center for Social Enterprise (raiSE) which has 

played an important part in distinguishing social enterprises and helping social enterprises 

enhance their recognition by the public in the context of no legal social enterprise 

definition in Singapore.   



  

 

 

666 

The lessons learnt from state-driven ecosystem in Singapore can be adapted to 

address the challenges that Vietnam‘s social enterprises are facing with. It is obvious 

that a culture of government-led action with private sector support has become 

effective instrument to enhance the awareness of Vietnamese community toward social 

enterprise. More importantly, the leading role of state in creating and guiding a 

favorable ecosystem for social enterprise is essential in Vietnam whose environment 

for the activities of social enterprise is mainly developed by intermediary 

organizations. A unique top-down approach of entering the overseas market, distinctly 

different from domestic-oriented initiatives observed in the region is also a key to 

solve the problem of domestic competition, then would diversify financial resources 

and market, as well as stimulate the dissemination of international experiences.      

3.2.2. Thailand 

Different from the absolute top-down approach in Singapore, the close 

collaboration between the Thai government and intermediaries has rather created the 

cornerstone to the emergence and development of social enterprise (MIF & Japan 

Research Institute, 2016).  

Inspired from the long-rooted development viewpoint which features the 

participation of civil society and the promotion of social initiatives toward creative 

economy minimizing negative impacts of traditional enterprises, the launch of the 

National Social Enterprise Committee (NSEC) in 2009 was regarded as the most 

turning point for the social enterprise realm. According to Thiemboonkit (2013), 

realizing that social enterprises could be effective tools to ease regional disparities and 

to promote economic growth, the government implemented many action plans that aim 

at facilitating the growth of intermediaries to frame the core pillar for the development 

of social enterprise based on the association between Thai government and these 

intermediary organizations. The Social Enterprise Master Plan (2012 - 2014) with the 

establishment of Thai Social Enterprise Office (TSEO) indicated the expectations and 

efforts of the government to develop this sector. In fact, Thailand is still considered 

one of the most active social enterprise ecosystems in South East Asia despite the 

dissolution of TSEO in 2016 that left a lot of precious lessons for the government in 

providing the guidelines and shaping the policies and direction for this sector 

(Agapitova et al., 2017). The structure of TSEO and the efforts to build a legal 

framework are worth learning for Vietnam where there is no direct specialized agency 

and no specific plan and provisions. 
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In term of the structure, TSEO is a state agency under the involvement of both 

government and the private sector that takes responsibility for developing policies and 

managing the social enterprises. The concrete co-working between the Government 

and private sector in delivering programs and providing resources for TSEO reflects 

the state‘s approach to develop social enterprise sector. In addition, the government 

also plans to provide clear regulations on registration system as well as the standards 

to support social enterprises from Thai Social Enterprise Promotion Committee at the 

top to TSEO below (MIF & Japan Research Institute, 2016). Hence, it is necessary for 

Vietnam‘s government to build systematic process and comprehensive guidelines 

since in Thailand they have established a favorable legal environment for the 

prosperous development of social enterprise.  

Nonetheless, the gaps in finance-related and human resource players can be 

found by the lack of cooperation between government-intermediaries and other 

players. Then, the construction of comprehensive guidelines at the top leading by 

government and supported by private sector must be taken at the same time with 

building a platform or ecosystem. It is perceived as a valuable experience for Vietnam 

in the process of developing its own social enterprise realm.     

In short, each case mentioned above has left many lessons for Vietnam in 

different aspects. Different from top-down or programmed approach based on the 

close collaboration between state and intermediaries, the social enterprise in Vietnam 

has been more developed only by the efforts of intermediaries. Thus, it is possible for 

Vietnam to harmonize two approaches into one aggregated direction in which the 

interplaying of stakeholders is emphasized since the sector has been in the nascent 

stage and a long path of development is forward. A more proactiveness of civil society 

at the bottom, leading role of government on the top supported by private sector, and a 

flexible and vibrant ecosystem in the center under favorable legal environment will 

together be able to erect an appropriate direction for the development of social 

enterprise in Vietnam.   

3.3. Policy recommendations 

The analyzed and discussed findings above have shown the issues surrounding 

the notion of social enterprise in Vietnam. Based on the practical situation and 

international experiences, some recommendations below should be taken into 

consideration in order to develop the social enterprise sector in Vietnam. 
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Government should be proactive in spearheading the promotion of social 

enterprises in Vietnam. It is recommended that the government should implement 

transparent and open public procurement for social enterprises in fields of 

environmental protection, education, public healthcare and other social services. To 

obtain that, higher number of policies and action plans offering priority to the goods 

and services supplied by social enterprises must be implemented. Also, regarding the 

legal framework, favorable business environment with the financial supporting 

policies, as well as instruments should be constructed to enhance the efficiency and 

sustainability of the activities of social enterprises. 

As drawn from the international experiences, developing a vibrant ecosystem 

where diverse players cooperate is one of the most proper directions toward the 

development of social enterprises in Vietnam currently. The ecosystem should be led 

by the government, supported by intermediaries and private sector and promoted by 

community-based organizations and NGOs.   

 Firstly, it is essential for government to establish a systematic set of incentives 

for social enterprise requiring the involvement of different ecosystem players. A 

comprehensive system should cover four main aspects where the social enterprises are 

constrained, including (i) information and marketing strategies, (ii) training courses 

aiming at enhancing human resources, (iii) financial support and (iv) institutional 

support. The incentives in these four facets must be taken into action concurrently in 

order to optimize the positive effect they would bring. In detail, building a separate 

governmental funding organization or a general administrative governmental agency is 

potential for the social enterprises to acquire the financial sustainability when the 

capital and investments from state budget, charities, social investors and foreign 

sponsors are enhanced and managed. On the other hand, the gap in human resources in 

the ecosystem can be fulfilled by the professional support service or the capacity 

building training courses. The constraints questioned in the competence of 

entrepreneurs in business administration, problem-solving skills and management 

capacity can be removed. 

Furthermore, an ecosystem developed by government must also emphasize the 

role of research institutes and academic activities for developing social 

entrepreneurship or social innovation. Strikingly, the universities can get involved in 

the development of social enterprises through sharing knowledge and training 

activities, such as putting business ethics and social responsibilities as subjects, even 

creating a specialized curriculum on social enterprises for those interested in.  
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Finally, one of many advantages brought by the global and regional integration is 

the access to international cooperation in developing social enterprises. A vast of 

stakeholders, investment as well as sources of mature experience and knowledge can 

flow to Vietnam. Hence, it is essential to promote the social enterprises based on a 

wide network through such activities as workshops for exchanging experiences and 

knowledge or social enterprise festivals at regional level to get investments and 

acquire higher possibility of collaboration among social enterprises, investors, 

researchers and policymakers.  

4. Conclusion 

Social enterprises offer a great volume of potential for the economic, societal and 

environmental gains. They not only effectively pursue their social goals but also could 

be sustainable owing to the generation of revenue from business activities. Under the 

light of globalization and regional integration, this sector becomes an effective tool to 

resolve the deep-rooted social problems. It explains for the vivid presence and 

increasing prominence of this sector in Vietnam where a wide range of social issues 

remain although the country has obtained many socio-economic achievements. 

Recognizing the cruciality of the social enterprise sector in transitioning era 

when the notion of social enterprise is entitled in legal documentations and at the 

present time, some intermediary organizations have continuously promoted the curves 

of social enterprise in the general picture of national development. Not only have 

Vietnam‘s social enterprises grown in both quantity and quality but they also reflect 

some weaknesses in need of being addressed. From evaluating the outstanding sample 

of Tohe based on a comprehensive analytic model exploring of factors affecting the 

performance of social enterprises, some strengths underlying in social elements are 

revealed but the necessity of a development approach for this sector is also proposed 

due to the weaknesses in term of  financial resource and legal framework. 

Subsequently, the international experiences from Singapore and Thailand can help 

Vietnam‘s government to adapt the harmonized direction with a more proactive civil 

society and community at the bottom, leading role of government on the top supported 

by private sector within a flexible and vibrant ecosystem in the center under favorable 

legal environment. Considering the regional and global integration and knowledge 

exchange, it is recommended that the participation of diverse players in social 

enterprise ecosystem, especially in financial resources and human capacity-building is 

also necessary in order to put the social enterprise sector of Vietnam step forward.  
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Abstract: To secure halal integrity in the supply chain, the industrial players and 

academia should emphasize the supply chain risk study in order to ensure the sustainability of 

halal practices specifically in food sectors. The understanding the sources of risk is very 

important to develop effective strategies in halal supply chain. Thus, the main purposes of this 

paper are to identify the risks involved in the halal food supply chain in an article published 

in the context of halal management. The study utilized an extensive literature review to 

identify the type of risks in published articles. 146 articles were found related to the halal 

management. The study has found nine significant risks in the halal food supply chain which 

is halal certification, logistic risk, halal traceability, human resource, product characteristic, 

raw materials, market characteristic and outsourcing practice risk. This review includes 

many present studies and is a source of beneficial references for examining risk in the halal 

food supply chain.   

Key words: Food supply chain, halal food, type of risk, supply chain risk. 

 

1. Introduction 

In the Islamic food-management context, halal food is that which is permissible 

or lawful for Muslims to consume. Halal is benchmarked for quality with permitted by 

Sharia law and applies to every activity in the business operation. Thus, halal supply 

chain (HSC) processes are applied similar to conventional supply chain processes; 

however, they must be embedded in accordance with the Sharia law (Omar, Jaafar and 

Osman, 2013; Azmi et al., 2018, 2019). It is an approach to ensuring integrity at the 

final consumption (Fathi et al., 2016). 
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Due to maintaining quality and integrity, lack of control of food standards and 

Muslims sensitivity, HSC becomes complicated to manage and design (Tieman and 

Darun, 2017). Furthermore, HSC exposes to a higher risk of getting contaminated due to 

the complexity of the global supply chain (Elias et al., 2019). Thus it can cause 

vulnerability in a business network that will contribute to the risk of contamination with 

haram that would affect the status of halal (Tieman, 2017; Zailani, Iranmanesh, et al., 

2017). Soon, Chandia and Regenstein (2017) added, ethics in food production must be 

lawful according to Sharia law such in order to secure halalness of the products. Secure 

the halal status throughout the entire supply chain process is a priority objective of the 

HSC besides to achieve customer satisfaction (Mansur, Farida and Albab, 2017).  

A study by Azmi et al., (2019) recommends identifying the source of risk in halal 

food supply chain (HFSC) in order to secure the halalness of the food production. 

Dani (2015, p.133) added it is important to understand the sources of these risks and 

the different ways to manage them. Thus, there is many studies have performed to 

quantify the risks, however, no studies that have been made to identify risks in HFSC. 

Moreover, Tieman (2017) mentioned, there are very limited works dealt with risk 

management in halal management. Thus, the need to have proper risk management 

research is important to ensure the food safety, health issue and halalness to securing 

all the stages in the supply network (Khalid et al., 2016). Special attention and 

endorsement to the halal network to secure halal integrity along the supply chain. To 

secure halal integrity in the supply chain, the industrial players and academia should 

emphasize the supply chain risk study in order to ensure the sustainability of halal 

practices specifically in food sectors. The understanding the sources of risk is very 

important to develop effective strategies in HSC. Thus, this paper reviews various 

articles in halal management to identify potential risk in HFSC. 

2. Supply Chain Risk 

The practitioners must take a full understanding of the chain in order to secure 

the entire business network. One of the most important issues in supply chain 

management is the identification and management of the risk involved in it (Heidari, 

Khanbabaei and Sabzehparvar, 2018). In the supply chain, risk can be defined as 

potential variances that interrupt the objective of the organization that contributes to 

the value of the outcomes (Kumar, Tiwari and Babiceanu, 2010). The increasing of 

production variety, more customers demand and highly interconnected distribution 

network are related to uncertainties in the food supply chain (Diabat, Govindan and 

Panicker, 2012; Amorim et al., 2016; Radzi, Saidon and Ghani, 2017; Govindan, 
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2018; Zhu et al., 2018). As such, globalization of sourcing in the food supply chain 

has increased the vulnerability of HFSC (Tieman, 2017). 

Jüttner, Peck and Christopher (2003) organized risk into three categories which is 

an internal risk related to operational control, external risk related to supply and 

demand, and network risk related to environmental.  Meanwhile, Johnson (2001) 

classified risks into two categories which is supply and demand risk. Moreover, in the 

food supply chain, Diabat, Govindan and Panicker (2012) introduced five categories 

which is a macro-level risk, demand risk, supply risk, products risk and information 

risk. According to Dani and Deep (2010), there are several factors that give potential 

risk to the food supply chain which is from the input of raw material (farms), 

processing stage and maintaining quality, logistics, local authorities, government 

involvement and supply chain partners. Meanwhile, the HSC risk can be found in the 

process of the business, logistic control, resources of the supply chain, and supply 

chain structure (Tieman, van der Vorst and Ghazali, 2012).   

3. Research Methodology 

The study reviewed halal management publication articles published between 2010 

and 2018. The purpose of this approach to figure out potential risk or critical factors in the 

HSC that has been published in academia database. By having the problem of lack in halal 

management study about risk management, the study taking main points what is a 

potential risk and what in critical factors contributed to the success of the HSC. 

This study adopted research methodology Ho et al., (2015), as illustrated in figure 1. 

First, the search terms "supply chain" AND "halal" AND "risk" for the title, abstract, 

keywords and thereafter main text. Second, the study review of the articles based on the 

scope and extracted the articles based on Web of Science, Scopus, Google Scholar 

databases and the main popular publisher databases such as Springer, Elsevier, Taylor & 

Francis and Emerald Insight. Due to the limited of halal management articles publication, 

whereas research papers, conceptual papers, literature review papers, proceeding papers, 

book chapters, and others related to the study were included for this review. Third, the 

criteria have been determined and it was utilized to performing filtering of articles. The 

criterion is based on the content in the abstract, keywords and the title of the articles 

related to the halal management.  Fourth, the listing of references was shortlisted carefully 

to evaluate in order to ensure the relevant articles were included in the study. Finally, each 

article was thoroughly reviewed to ensure the content of the articles fit into the context of 

halal management.  This study has found 280 articles in the field of halal management, 

however only 146 articles related to the study. 
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Figure 1. Research methodology for literature review 

4. Findings 

4.1. Analysis of articles  

Figure 2 illustrates the number of articles (146 articles) published on 

international database annually since 2010. It shows the high growth rate of the field 

of halal management, with the number of articles increasing year-on-year since 2010, 

except for the year of 2013 and 2014. 

Figure 2. Number of articles by years 
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Table 1 presents the number of articles type published in halal context since 

2010. It shows the high number of research paper whereby 87 articles were published. 

Follow by a literature review which calculated 19 articles. Proceeding publication was 

calculated 17 articles respectively. Conceptual papers were calculated only 9 articles. 

Lastly, other articles such as book chapters, notes and related to halal management 

calculated 14 articles. 

Table 1. Type of articles published in halal context 

Type of articles No. of articles (146) % of total articles  

Research paper 87 59.6 

Literature review 19 13.0 

Proceeding 17 11.6 

Conceptual  9 6.2 

Others  14 9.6 

 

Moreover, many studies focus on the food sector (92 articles), as shown in table 

3. Meanwhile, 30 articles in the services sector such as logistic and hotel. Followed by 

the pharmaceutical sector with 4 articles, and cosmetic articles with 2 articles. 18 

articles discussed on generally on halal management. 

Table 3. Number of articles by sectors 

Sectors  No. of articles (146) 

Food 92 

Services 30 

Pharmaceutical 4 

Cosmetic  2 

General 18 

 

Lastly, as shown in table 4, 59% of articles have employed empirical study 

approaches which is 68 articles was a survey approach, 11 articles were a multiple 

case study, and 7 articles was a single case study. Furthermore, 25% of articles 

employed literature review approaches which is 35 articles was a traditional literature 

review, and 1 article was a systematic literature review. Meanwhile, a conceptual 

article was counted at 10%. Moreover, analytical approached was counted at 5% 

which is 2 articles was a linear programming and mathematical approaches. Lastly, 1% 

of articles was employed a mixed-method approach. 
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Table 4. Research methodology approaches 

Research method  No. of articles (146) 

Literature review (25%)  

Traditional literature review 35 

Systematic literature review 1 

Conceptual (10%) 14 

Empirical (59%)  

Single case study 7 

Multiple case study 11 

Survey 68 

Analytical (5%)  

Linear programming 2 

Mathematical 2 

Experiment  4 

Mixed method (1%) 2 

4.2. Type of risks in halal supply chain 

In this section, the study reviews various articles in halal management to identify 

potential risks in the HFSC. The study determines the type of risks based on the 

important subject that highlighted by the articles. In HSC studies, most of the scholars 

have been highlighted the integrity of halal food to ensure the sharia law should be 

followed by the players. The long and complex food supply chain contributes to the 

breach of the integrity of halal. Thus, most of the scholar mentioned the importance of 

the halal certification, logistic factors, production processes, traceability system, 

human errors, characteristics of products, raw materials, characteristic of the market, 

and outsourcing practice. This type of risk has been cited by the authors that 

potentially contribute to the contamination of the final product of halal. 

Table 5. Number of risks cited by the previous authors 

Type of risks Cited by authors  

Halal certification 76 

Logistic risk 37 

Processing risk 28 

Halal traceability 18 

Human resource 18 

Product characteristic 13 

Raw materials 11 

Market characteristic 4 

Outsourcing practise risk 4 
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4.2.1. Halal certification 

Halal certification was found most cited by the authors. Table 5 presents number 

of potential risks cited by previous authors. It is similar to the other international food 

standards, but it more emphasized towards Islamic principles. For the Muslim 

consumer, it is a trademark or label for quality assurance towards the business (Ab 

Talib, Hamid and Zulfakar, 2015). (Ahmed et al., 2018) found out halal certification is 

very significant towards a willingness to pay halal products because the consumers 

very concern about religiosity and ingredient of products. Demand from consumers is 

very important to ensure the business to maintain in the marketplace especially it is 

located in the Muslim community. Thus, consumers can ensure the authenticate of 

product is halal through the halal certification (Razalli, 2018).  

4.2.2. Logistic risk 

Logistic risk is the second most cited in this review. Logistics becomes the main 

source of risk that possible the product will be contaminated by a forbidden element in 

Sharia law (Fujiwara and Ismail, 2018). In halal context, it is clearly stated logistic is a 

facility to transport or segregate halal products in order to avoid the product has no 

direct contact with non-halal products (Saifudin et al., 2018). However, there is a case 

whereby conventional logistic with high standards has permitted to transport the halal 

product (Apandi et al., 2018) and at the same time can transport also with the non-

halal product (Zailani et al., 2010). Although the conventional logistic was allowed to 

practice such way, there is no guarantee the product has no direct contact with non-

halal products.  

4.2.3. Processing risk 

Furthermore, processing risk is the third most cited by the authors. According to 

(Ali and Suleiman, 2018), the food processing stage to convert raw materials into 

another form of foods. This stage is a very crucial stage to ensure food quality, safety 

and health (Barlow et al., 2015). Halal processing is free from a forbidden element in 

Sharia law or contamination and harmful sources (Ambali and Bakar, 2013). (Fujiwara 

and Ismail, 2018) mentioned a processed food is supply risk sources hold the 

possibility of containing materials that are prohibited in Islam. Thus, during the 

manufacture of halal products, it is imperative that all possible sources of 

contamination be eliminated (Hussain et al., 2016; Bujang, Noor and Abdullah, 2018). 
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4.2.4. Halal traceability 

Traceability system will assist firms to minimize unsafe or poor quality products and 

contributes to minimize potential recalls, liability and inferior in the firms (Aung and 

Chang, 2014). For food manufacturers, efficient traceability in supply chains, especially 

food supply chains has the potential to reduce risks and costs associated with foodborne 

disease and eliminate food safety hazards (Saifudin et al., 2018). Halal traceability 

channels all information related to halal standards allow consumers to verify halal 

products and secure the specification of the halal requirement (Shafii and Khadijah, 2012). 

By obtaining information from halal authority allows the stakeholders getting information 

about the product (Ab Talib and Chin, 2018) such as the name of firms manufacture the 

products and for a food manufacturer, they can trace the supplier who has halal 

certification. The effectiveness of traceability is important to trace and mitigate the 

potential risk that can disrupt the halal global supply chain (Zailani et al., 2010).  

4.2.5. Human resource 

Moreover, human resource factors were cited by previous studies that contribute 

to the vulnerability in the HSC. The understanding of the halal standards by internal 

employees is a crucial part to ensure the halal process in the production (Zailani et al., 

2015). Ahmad et al., (2017) mentioned, all internal staff is the critical success factors 

to ensuring halal food management system are successfully implemented in the 

business. Meanwhile, a study by Elias, Othman and Yaacob (2017) found out business 

performance is not really good due to the top management are not well manage risks in 

the HFSC. Thus, developing fundamental, knowledge, service and skills of halal 

become a necessity in order to ensure human factors well understand in the halal 

industry (Khairuddin et al., 2018; Rahman et al., 2018). In halal practices, knowledge 

of the employee, management commitment and service play a big role in the 

production of halal in order to manage the raw material from suppliers, possessing of 

the products, storing the products and distributing the products to the consumer. 

4.2.6. Products characteristics 

A products characteristic is very important in halal aspect whereby the 

consumers easily determine the halal product specifically food-based products. 

Mohamad and Hassan (2011) mentioned product characteristics are part of the holistic 

concept of halal and should reflect halal products regarding cleanliness, safety, health 

and nutrition. According to Tieman (2017), the animal-based product and finished 

product from non-Muslim countries require more extensive risk management to ensure 
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the product is free from prohibited element according to Sharia law. For example, 

halal meat requires more proper segregation for ensuring the integrity of halal food 

(Tieman, Ghazali and van der Vorst, 2013). Moreover, frozen products or unitized 

products have major implication on the structure of HFSC specifically in the context 

of risk (Tieman, van der Vorst and Ghazali, 2012). 

4.2.7. Raw material risk 

Nerín, Aznar and Carrizo (2016) stressed the main source of food contamination 

comes from raw material factors which is it's contaminated to the environmental and 

transportation of raw material. Meanwhile, the input of supplier must come from halal 

species if the firms produce the animal-based product or product-based marine, plant, 

minerals and chemicals should be permitted in sharia law or authorized by authority 

body in origin country. Food manufacturers believed the purity of raw material 

guarantee by halal certification (Ali and Suleiman, 2018). The halalness of raw 

materials is a one-key factor ensuring integrity in halal food (Ali, Zhan, et al., 2017; 

Ermis, 2017). Hence, strategic cooperation with suppliers should be seriously taking into 

account in order to ensure the halalness of the raw materials (Kitayama et al., 2018). 

4.2.8. Market characteristic 

Market characteristics rely on the supply and demand of the halal product. The 

market requirement from local or international will determines the vulnerability of the 

HSC. Halal market global gives motivation to the firms to ensure mitigation risk and 

halal food integrity by practitioners (Ali, Tan and Makhbul, 2013; Ali et al., 2014). 

Meanwhile, if the supply raw material comes from a non-Muslim country it can be 

exposed to the direct contact of the non-halal products (Tieman, van der Vorst and 

Ghazali, 2012). Ali et al., (2014) and Tieman (2017) stressed there is a higher integrity 

risk with global supplier especially they come from non-Muslim countries and it 

requires more extensive risk management than supplier from Muslim countries. Thus, 

suppliers from non-Muslim countries require a strong partnership in order to ensure 

the halalness of the products (Tieman and Ghazali, 2013). 

4.2.9. Outsourcing practice 

Outsourcing logistics can be referred to as third-party logistics service that provides 

transportation, warehouse, packaging & handling, inventory management and sourcing of 

skilled and unskilled workers (Ali et al., 2014; Zailani, Shaharudin, et al., 2017). 

Nevertheless, it makes the supply chain becomes longer and it lead to difficult to track the 

quality of the product along the supply chain (Lyles, Flynn and Frohlich, 2008). 
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Additionally, Nerín, Aznar and Carrizo (2016) stressed the source of food contamination 

comes from food packaging, distribution and storage of packaged food and transport of 

packaged food. Meanwhile, outsourcing services for food processing needs proper 

management in order to secure halal food production (Ali and Suleiman, 2018). The 

major risks in outsourcing services can contribute to the contamination with the non-halal 

product during transportation (Khan et al., 2019). Thus, halal integrity not only focuses on 

internal operation but outsourced operational required in order to ensure halal practice in 

particular activity outsourced (Ali, Makhbul, et al., 2017). 

5. Conclusion and Recommendation 

The development of effective strategies for managing risk hinges on first 

understanding the sources of risk and their relationships. In conclusion, based on the 

discussed literature, the study provides useful nine significant types of risk in the HFSC. 

First, halal certification is a symbol of assurance by the stakeholders. Actors in the supply 

chain become more trust if the source of halal was certified by halal standards. Second, 

logistics is seen as one of the probable sections in the supply chain that has a hidden risk 

towards halal integrity (Ali, Tan and Makhbul, 2013). Third, the processing context is a 

very crucial stage to ensure the halalness of the product whereby in this stage must be free 

from impurity materials or contamination and harmful germs. Fourth, the traceability 

system in the business should be implemented in order to help minimize the potential risk 

in the structure of the supply chain.  Fifth, human resource context very important in the 

structure of the HSC whereby it is involved in the understanding of the halal practices to 

implement in the whole process of the supply chain. Sixth, a product characteristic of the 

production is very important context to determine of the risks. Tieman (2017) stressed, 

food product, animal-based product and product from non-Muslim countries require more 

extensive risk management in order to guarantee the halalness of the products. Seventh, 

the raw materials context must come from permitted sources in Sharia law in order to 

ensure the halalness of the product. Eighth, the market characteristic will expose to risk 

depends on the supplier of the material or product whereby integrity risks with the 

suppliers located in non-Muslim countries. Lastly, outsourcing practices risk can occur 

when the untraceable sub-contracting practices eventually, pose a significant risk to food 

integrity (Ali et al., 2014).  

The study recommends identifying and analyzing empirically that type of risk in 

the food manufacturer in order to quantify which type of risk is more prominent. The 

type of risk can be mitigated if it were identified and classified into various categories 

for ease of monitoring. 
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Abstract: 

Capturing the opinion of the people and customers is essential for strategists, 

policy makers, researchers and business-owners at all different levels of management. 

This is an important premise for strategic planning to have the right decisions to meet 

the needs of citizens and customers. So far, this task has been done through traditional 

surveys, so the results are limited by the resources and technical deviations of the 

survey. Therefore, the need to get more accurate and complete information is essential 

for managers. With the development of information technology, computer science with 

new algorithms such as machine learning, deep learning, and artificial intelligence 

has provided many new tools to serve the needs of society. 

This article focuses on introducing social listening tool and its application in 

capturing opinions of people, particularly the price increase of electricity in 2019 in 

Vietnam to determine the social response to the problem and how? From the results of 

this study, this article also proposes some recommendations to widely apply this tool 

as well as suggest further research directions. 

Keywords: Artificial intelligence, big data, deep learning, electricity price, 

machine learning, social listening. 
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1. Introduction 

1.1. Background  

Measuring the people's response to specific issues always plays an important role 

for strategists and policymakers at the micro and macro levels. At the macro level, 

listening to people's opinions from any step of the policy formulation helps 

policymakers make appropriate adjustments with the real situation. At the micro level, 

business owners need to know the opinion of consumers in order to launch products 

that match their tastes to better dominate the market. 

Therefore, in order to contribute to the development of society, to help people have 

better and happier lives, the timely collection of opinions from people is a crucial task. 

Up to now, due to limited resources, listening to people's opinions has been 

conducted through traditional surveys with the limited number of interviewees, the 

contents and time to conduct interviews, so the result has certain limitations. In 

addition, the results of the survey may be biased because traditional surveys always 

contain certain fairness (Christopher G. Leggett, 2009) and people are not free to 

express their thoughts on all aspects. For this reason, the results from traditional 

survey do not fully reflect the social concerns related to this issue on time. 

With the development of science and technology, especially information 

technology and computer science, people have been able to interact with each other 

faster and more easily. The technology also brings information about every aspect of 

everyday life to people, and it also transmits the many of opinions of each person 

through many ways such as social networks, websites, blogs, video, etc. 

In recent years, the number of internet users has increased significantly and the 

popularity of internet applications such as websites, social networks, blogs, etc. has 

made it easier for people to express their views on a specific topic via the internet. 

Figure 1: Number of internet users worldwide from 2005 to 2018 (in millions) 

 

Source: www.statista.com 
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Figure 2: Social platforms: active global accounts 

 

Source: https://dazeinfo.com 

These views will be expressed in many different forms such as articles, 

comments, status on social networks, videos on YouTube, etc. It has created an extra-

large amount of digital data known as ―Big Data‖ – ―a term that describes the large 

volume of data- both structured and unstructured - that inundates a business on a day-

to-day basis‖ (the SAS, Inc).  

It is simple that big data is more abundant and complicated data compared to the 

basic data such as survey data. This kind of data could be from the different forms 

such as images and sounds. These packs of data are so resilient that basic data software 

cannot analyze them. However, these data can be used to solve all sources of your 

problems that you were not able to get rid of before. 

Besides requiring new data processing and management methods, big data offers 

several benefits to a number of users such as the government bodies, enterprises, 

researchers in their fields.  

It is more necessary for statistics, academic institutions if they can create new 

measurement, bridging the lagging time of existing statistics and provide an advanced 

source of data to produce official statistics. Those advantages and disadvantages of big 

data prompted statistical institutions to be more careful when implementing big data as 

new source of statistics. As mentioned by Hammer et al. (2017) ―Big Data offers 
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opportunities, challenges, and implications for official statistics that compilers and 

users of statistics need to be aware of when they start to incorporate big data into their 

work plan to the extent relevant.‖ 

In Vietnam, social listening is largely done through traditional surveys (interview 

via questionnaire). Some marketing and market research companies have also 

conducted social listening from the big data source for marketing campaign of 

enterprise, but there is no research at macro level. 

1.2. Aims and objectives of the study 

The overarching goal of this research is to determine the social response to the 

increasing electricity price in Vietnam from big data source using social listening tool.  

To achieve the overall aims, this research seeks out the following specific 

objectives: 

 Buiding a social listening tool to collect social views on increasing electricity 

pricefrom the Internet; 

 Using machine learing, artificial intelligence, deep learning for content 

analysis; 

 Determining the social response in term of sentiments, and the source of 

opinions. 

1.3. Research instrument 

A quantitative research was employed in this study to find out and to describe 

sentiment of people to the increasing electricity price in Vietnam. 

1.4. Structure of the study 

The study comprised of three sections: Introduction, Development and the 

Conclusion with five parts: 

 Introduction presents the background, rationale, aims and objectives, methods, 

and design of the study; 

 Literature Review is intended to give some experiences related to using social 

listening and its applications; 

 Using social listening to analyses contents about increasing electricity price in 

Vietnam deals with research governing orientation, research methods and presents the 

situation analysis, data collection instruments, data collection procedures and 
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calculates the social impact index. The detailed results of the database and a 

comprehensive analysis on the data collected are also found in focus; 

 Findings and Discussions shows major findings and discussions on the contents 

of increasing electricity price in Vietnam;  

 Conclusion and Implications summarizes the issues addressed, recapitulates the 

research procedure, and further makes recommendations for the act of using Big Data, 

social listening in producing indicator and measurements in the following research. 

2. Literature review 

In recent time, the quick growth of information technology, artificial 

intelligence and machine learning has brought many tools for people in 

management. With the above tools and resources, many studies have been done on 

social listening to specific issues. 

Being concerned of the shortcomings of the data sources, including the potential 

of under-reporting, the uniformity of geographical sites, and the lag of time when the 

event occurs and its subsequent uncovering, Gregory E. Powell et.al (2016) exerted the 

social media data extracting software to collect the information of users. The 

information was posted publicly by patients, so is often available to collect. It 

represents fresh sources of post-marketing surveillance data that can augment the 

existing data sources to provide a methodology that could bring the potential of social 

media for safety surveillance. 

The research incorporated with the data from Facebook and Twitter data through 

a vendor who collected 24 months of public data. In the processing data phase, it 

standardized the drug‘s names and vernacular symptoms as well as getting rid of the 

data noise and duplication, concealing the identified information and augmenting 

additional data for the review process. The data were then analyzed for safety and 

beneficial information   

Through Twitter, there were 6,441,679 Medical Dictionary for Regulatory 

Activities (MedDRA) Preferred Terms (PTs), mirroring 702 individual PTs which 

were described in identical tweet as a drug, compared with 15,650,108 total PTs 

representing 946 individual PTs on Facebook. Other analysis revealed that 26 % of 

posts on both social network platform also consists of beneficial information. 
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So far, the researchers have known that listening to social media is an important 

method to supplement the post-marketing surveillance. However, numerous works remain 

to decide which is the most practical tools for using this rapidly evolving data source. 

In the research of Heather Cole-Lewis et.al (2015), it has been known that the 

usage of Electronic cigarette (e-cigarette) has surged in the United States (US), that led 

to an intense debate in the public health sector, regarding the usage of e-cigarette. To 

get more understanding and information about the e-cigarette smokers as well as 

market trend and behaviors, public health researchers can look at the discussion on 

social media such as Twitter. They managed to produce a content analysis to 

determine the key elements of those conversations terms and patterns over time using 

Twitter‘s past data. A 5-category content analysis was implemented on random 

samples, chosen from all public tweets posted between the time of May 1, 2013, and 

April 30, 2014, that contained the crucial keywords related to e-cigarettes. Relevant 

tweets were detached from the total random sample of approximately 10,000 tweets 

and they were classified according to the genre, user‘s characteristic, and theme. After 

that, the descriptive analyses with univariate and bivariate associations as well as 

correlation analyses were conducted on every category take part in order to determine 

the inclinations and patterns. 

The analysis disclosed a soar in e-cigarette–related content in Twitter from May 

2013 to April 2014, with a positive trend; 71% of the sample were identified as 

containing positive sentiment. The top two user categories were everyday users (65%) 

and individuals who are taking part in the e-cigarette community movement (16%). 

These groups were to produce a majority of informational (79%) and news tweets 

(75%), compared to the media news foundations or organizations, which only posted 

5% of informational tweets and 12% of news tweets. On the other hand, personal 

opinion (28%), marketing (21%), and the first-time person who used the e-cigarette 

use or intended to do so (20%) were the three most common category of tweets, which 

are likely to have a positive sentiment. Marketing was the most common theme (26%), 

government related tweets were second with 20%. In comparison, 86% of these tweets 

coming from everyday people and the e-cigarette community movement, compared to 

5% of policy and government tweets coming from the government, reputable media 

news sources, and other organizations. 

From the result, the authors concluded that analyzing social media proclivity is 

very meaningful to give public health‘s professionals more insights into current 
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sentiments in the regard to e-cigarettes. Otherwise, this study contributed to the 

replicable methodology. 

This year, Aqdas Malik et.At (2019) found the patterns of communication through 

Juul usage and users on Twitter, using Twitter API for data collection by querying the 

words of juul, juuls, juuled, and juuling, and hashtags #juul, #juuls, #juuled, and #juuling. 

Using this query, in 2 months (April 27, 2018 until June 27, 2018), they retrieved 69,374 

original tweets (excluding retweets and retweets with comments). 

Using the result of the analysis, they identified that most of the tweets were 

through personal accounts followed by a person of the tobacco industry. The 

participation by anti-tobacco advocators, educational volunteers, and governmental 

organizations was limited. Posts were mostly about first-hand usage, intentions, and 

personal opinions. Tweets which are advocating Juul were most common, meanwhile, 

a handful of tweets dispirited the Juul‘s usage. Young women, young men, and the 

tobacco industry expressed positive sentiments about Juul. 

Twitter data is the new resource for analyzing and understanding public 

communication to support the surveillance of new kind of tobacco products. The 

youngsters widely and positively transfer their opinions towards Juul as well as other 

information sources on Twitter. In this regard, the content and strategies must be 

evaluated for educational purpose curtailing the dissemination of positive trends and 

advocacy that generalize and increase the Juul‘s usage among youngsters and non-

smokers. The researchers also found very limited evidence for supporting a claim that 

Juul is a smoking cessation adjunct. 

To that end, social media platform can be a great informational source for 

researchers to acquire public health information on a larger scale and veracity. The 

data flow derived from these platforms can contribute to the data collection and 

understanding user behaviors, adoption patterns, user‘s sentiment and public opinion 

toward emerging and vital health-related issues. Data from social media platforms 

such as Twitter can help us understand real-time public opinions and sentiments by 

extracting the texts of what people are really thinking about and expressed it in their 

own words on social media. Social media data streams can support tobacco and post-

marketing surveillance and guide public health‘s campaigns to the right direction as 

well as inform policies and strategies for tobacco control throughout all organizations 

and entities. In spite of some limitations occurred in the current study, they illustrated 

how to use the data from a popular social media platform, ie, Twitter to understand the 

vibration of public perspective about a rampant phenomenon (Juul) among youngsters. 
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The analysis‘s result will inform and complement the policymakers, the public health 

sector, anti-tobacco organizations, and educators some suggestion in order to fulfill the 

efforts to understand users‘ behaviors towards Juul and counter the growing 

popularity, extension, and approval. 

The expressed opinions on social media platforms are not only a data source for 

analysis but also it is growing influence over the market. Seeing the influence of 

President Trump‘s tweets on market, analysts at JPMorgan Chase & Co. have made an 

index to quantify the growing effects of those tweets on U.S. bond yields. Meanwhile, 

Citigroup Inc.‘s foreign exchange team reported that these micro-contents on social 

media are becoming ―increasingly relevant‖ to foreign-exchange decisions. 

―Volfefe Index,‖ creation of JPMorgan after President Trump‘s inscrutable 

―covfefe‖ text in one tweet from May 2017, indicating that the president‘s usage of 

social media is having a statistically significant effect on Treasury yields. The number 

of market-moving Trump tweets have rocketed in the past few months, with words 

such as ―China,‖ ―billion,‖ ―products,‖ ―Democrats‖ and ―great‖ which are among the 

most likely to impact prices, the analysts found. 

Fed was directly mentioned or referenced about 20 times over the past month. 

That excludes the tweet that he questioned FED‘s Chairman Jerome Powell if he is a 

bigger threat than China on 23th August. JPMorgan‘s analysts analyzed the Treasury 

yields in five minutes after a Trump tweet, and the index shows the one-month 

probability that each tweet is moving the hold market. 

They concluded that the Volfefe Index can contribute a ―measurable fraction‖ of 

decisions and moves to the market in implied volatility, acknowledging in interest rate 

derivatives known as swaptions. That‘s particularly probable at the shorter end of the 

curve, with two- and five-year rates are more likely impacted than 10-year securities. 

Furthermore, Citi‘s work found that president Trump‘s tweets are generally 

followed by a stretch of higher volatility across the currency trading market. And there 

is a limited sign that traders are becoming numb over these messages. 

―We find little evidence that the market achieves ‗fatigue‘ on Trump tweeting,‖ 

Chatterji wrote. ―If anything, the opposite has proven true with many of the largest 

market moves on Trump tweets having occurred recently.‖ 

The aforementioned are only two notable examples of companies which are 

trying to measure the impact of Trump‘s Twitter activities on the market and the whole 

economy. Merrill Lynch, an Analysts at Bank of America, published a missive last 
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week, claiming that in the days that saw Trump‘s intensively tweets, the tweets 

relatively impact and frequently derive a negative stock return of 9 basis points on 

average. In contrast, the days that witness fewer presidential tweets tend to derive a 

positive trend of 5 basis points on average. 

From the above studies, social listening is an effective tool to measure people's 

reaction to each specific problem. Not only that, these reactions of the people also 

have a significant impact on the market and society. 

In Vietnam, public opinion surveys are still regularly conducted by government 

agencies and market research companies though traditional surveys. 

The Viet Nam Provincial Governance and Public Administration Performance 

Index (PAPI) is the country‘s largest annual time-series, citizen-centric, nationwide 

policy monitoring tool. Since 2009, PAPI has captured and reflected the experiences 

of 117,363 citizens with diversified demographic features. 

According to Giang Dang (2013), the PAPI is a joint collaboration between the 

Centre for Community Support Development Studies (CECODES) under the Viet Nam 

Union of Science and Technology Associations (VUSTA), and the United Nations 

Development Programme (UNDP) in Viet Nam since 2009, with the close partnership 

and support of the Centre for Theory Work of the Viet Nam Fatherland Front from 

2009-2010, the Front Review from 2010-2012, the Commission for People‘s Petitions 

under the National Assembly Steering Committee in 2012, and the Centre for Research 

and Training of the Viet Nam Fatherland Front—VFF-CRT from 2013. 

PAPI assesses three mutually reinforcing processes: policy making, policy 

implementation and the monitoring of public service delivery. The dimensions are 

specifically tailored to Vietnam‘s national and local level contexts. 

The end result is Viet Nam‘s first publicly available dataset providing an 

objective evaluation of governance from the perspective of citizens. Based on this 

citizen input, PAPI provides a set of objective indicators that help assess the 

performance in governance and public administration, while at the same time 

providing an incentive for provinces to improve their performance over the long term. 

However, this research is still conducted based on the designed questionnaire 

integrated to mobile devices to survey people's opinions. Therefore, research results 

can still be affected by the objectivity in each opinion of the people. 
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It can be concluded that so far, no studies have surveyed people using big data 

sources. This study will use big data retrieved from social listening tool to determine 

the social response with the case of the price increase of electricity in 2019 in 

Vietnam. 

3. Using social listening to analyses contents on increase electricity price in Vietnam 

3.1. Background of electricity price increase in early 2019 in Vietnam 

Since the beginning of December 2018, the Ministry of Industry and Trade 

announced to the public that they will submit 3 plans to raise the price of electricity in 

2019 to the government. Since then, there has been mixed debate in the public about 

this issue. 

The average retail price of electricity in Vietnam has officially increased by 

8.36% from March 2019, met with significant opposition from public. Many 

economists worry that rising electricity prices will not only lead people to pay more 

for electricity consumption but also lower household budgets as this will increase the 

prices of other consumer goods. 

There have been many articles quoted by experts that people are concerned about 

this. People reacted strongly on social media to personal status wondering why 

electricity prices were so high. There are even fan pages created to call on the 

government to remove EVN's monopoly in power supply, reconsider the EVN's 

investments, etc. 

The public reaction was so strong and protracted that the government had to 

direct a comprehensive inspection of electricity price increases. The Ministry of 

Industry and Trade issued a decision to set up 3 inspection teams on adjusting the 

average electricity retail price and electricity selling price regulation. 

Therefore, listening to the society opinions to see the reaction of the people is 

essential to help the government, the Ministry of Industry and Trade and EVN to 

answer questions, reassure public opinion and avoid causing social problems may 

affect to the social development stability. 

3.2. Creating a social listening tool to collect the social opinions 

According to the report from Hootsuite, with a population of approximately 95 

million people (ranked 15th in the world, of which, Internet penetration accounts for 

more than 60%), Vietnam is the 16th country in the world in terms of Internet users. 
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The internet has become a routine activity with average 7 hours per day participating 

in Internet-related activities. 

According to the statistics of We are social, in 2017, the actual number of active 

users of Facebook in Vietnam was 55 million, while that of 2016 was only 46 million. 

The number of active social users of Facebook Vietnam has increased by 9 times 

compared to the population growth in the past year 

With such a high level of penetration and growth, Facebook will surely continue 

to be the social networking site with the highest number of users, and likely to have 

the most impact on Vietnamese consumers in the coming years. 

In 2015, the actual number of Facebook users (Active social users) recorded by 

We are social was 35 million by 2017 to 55 million. However, in terms of the total 

number of discussions, within 2015-2017, the number of discussions increased from 

20 billion to 55 billion. 

Therefore, in the two years from 2015-2017, while the number of users increased 

by 57%, the number of discussions increased to 175%, more than 3 times. In 2018, the 

estimation of total discussions wills more than double that of 2017. 

These numbers show that social network users are increasingly willing to speak 

up. In 2017, on average every day, a social network user will contribute 2.7 social 

media discussions rather than simply surfing the new feed to receive information 

silently and one way. And the social readiness of social media users in 2017 increased 

by 50% compared to the previous year. 

Figure 3: Internet statistics in Vietnam 2018 

 

Source: dammio.com 
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However, information from social networks cannot be collected and searched by 

common searching engines like google or Bing. Therefore, social listening tool is 

needed to build for collecting information from both website and social network. The 

design of tool flows is shown in Figure 4. 

 

Figure 4: Social listening flow 

This tool will scan data from: (1) website; (2) personal post; (3) fan page post; 

(4) group post; (5) comments; (6) forum and (7) YouTube. It is larger source than 

Google with searching only on website. 

In this study, the range time from 2018, 1stDecember (the first time the Ministry 

of Industry and Trade mentioned about raising the electricity price) to 2019, 26th 

September was focused on to collect all mentions regarding to the increasing 

electricity price in Vietnam. 

From the collected database, it is found that there are 112.736 mentions about the 

increasing electricity price. 

The number of mentions varies from month to month, with people starting to pay 

attention to raising electricity prices from December 2018, when the Ministry of 

Industry and Trade starts announcing plans to raise electricity prices in 2019. It 

downed in January and February, 2019 (possibly affected by other concerns as this is 

the time to coincide with the Lunar New Year) then rises again in March when 

electricity prices are decided to increase and raise sharply in April and May when the 

implications of electricity price hike were realized. 
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Figure 5: The number of mentions by month 

 

Source: Author 

The source of mentions was noticeably higher in the personal post at 78,1% and 

comment at 12,7%, followed by website at 3,41%. 

Figure 6: Sources of mentions 

 

Source: Authors 

Among the above sources, Fan page, Group, Personal post, comments are 

applications of Facebook, the most popular social network in Vietnam today with 

more than 58 million users as of April 2018 (Khanh Khiem, 2018). 
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Figure 7: Social media service popularity 

 

Source: Khanh Khiem (2019) 

Thus, it can be affirmed that the two main sources of information on electricity 

price increase are from Facebook (95,97%) and websites (3,41%). The rest are 

YouTube with 0,6% and forum with 0,02%. 

Regarding to the Facebook, the number of comments, share, like and the 

followers the post was collected also. This information will reflect the popularity of 

that post on social network. 

Figure 8: The number of like, comment and share in Facebook by month 
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In each mention, the algorithms of machine learning and deep learning will 

analyze the content of the article in each context to determine the sentiment of that 

article according to three criteria: 

 Positive sentiment is the content of the mention supporting for this issue; 

 Negative sentiment is the content of the mention opposing to this issue; 

 Neutral is the content of the mention is not closely related to the research 

problem. In other words, it could be considered as noise. 

In each month, the mentions are divided into two sentiments: negative and 

positive, expressing society's opinion on electricity price increase. 

Figure 9: The proportion of sentiment in December, 2018 

 

 Source: Author 

The number of positive/ negative sentiments also varies from month to month. In 

December 2108, when the Ministry of Industry and Trade informed that electricity 

prices would increase in 2019, many mentions don‘t support this. In January and 

February 2019, the number of opinions supported was more than that of opposition. 

However, this is not represented by the low volume of electricity prices mentioned as 

people focus on the Lunar New Year. From March 2019 onwards, the number of 

opposing comments is always larger than the ones that support. 
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Figure 10: The proportion of sentiments from December 2018 to September 2019 

 

 Source: Authors 

Based on the information of each Facebook account, the gender, age, location of 

mentions are also collected. For example, from April 2019 to June 2019, the mentions 

reached the peak (figure 5), this information are illustrated in Figure 11 (a, b, c). 

Figure 11a: Information of subscribers 
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This graph shows that men are more interested in raising prices than women and 

18-25 is the age most concerned about this issue. 

Figure 11b: Location of subscribers 

 

Source: Authors 

Regarding location, the urban people are more concerned about electricity prices 

than rural people corresponding 87% and 13%. 

Figure 11c: Education of subscribers 

 

 Source: Authors 

Regarding the education of subscribers, most of them hold bachelor‘s degree. 

When it comes to the website, beside the direct link, the ranking of this website 

on Alexa is counted. Alexa rank is a measure of website popularity. It ranks millions 

of websites in order of popularity, with an Alexa Rank of 1 being the most popular. Alexa 

Rank reveals how a website is doing relative to all other sites, which makes it a great KPI 

for benchmarking and competitive analysis. Alexa rank is calculated using a proprietary 

methodology that combines a site‘s estimated traffic and visitor engagement over the past 

three months. Traffic and engagement are estimated from the browsing behavior of people 

in our global panel, which is a sample of all Internet users. 
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Table 1: Influence websites 

Domain Alexa Rank 

news.zing.vn 8 

kinhdoanh.vnexpress.net 9 

vnexpress.net 9 

24h.com.vn 10 

vtv.vn 13 

m.kenh14.vn 14 

kenh14.vn 14 

dantri.com.vn 19 

m.nguoiduatin.vn 27 

nguoiduatin.vn 27 

tinhte.vn 28 

vietnamnet.vn 31 

m.vietnamnet.vn 32 

Source: Authors 

4. Findings and discussion 

The results obtained through social listening provide a wealth of information 

regarding people's opinions on electricity price increase. Compared with traditional 

survey, this result has outstanding advantages such as: 

- The number of observations is much larger; 

- Diverse information; 

- Save time and financial resources to aggregate results. 

From a macro management perspective, an increase in electricity price is 

necessary (Le Thai Ha, 2019; Nguyen Dinh Cung, 2019) but people strongly opposed 

this increase (figure 10). In the research period, the number of negative sentiments was 

always greater than the number of positive (except January and February 2019, when 

the number of mentions was very small, less than 100 comments, due to the Lunar 

New Year, so it was not guaranteed with the representations).  

Therefore, to avoid causing the negative public opinions on this topic, EVN 

needs to handle some of the following tasks: 

- Consider social media as an important communication channel to spread the 

correctness of electricity price increases; 

- Proactively post the presentation on the correctness of electricity price increase 

on websites with high traffic volume; 
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- The above tasks should be done right after announcing the draft plan of 

increasing price (December 2018) and especially 1-2 months after the price increase 

decision takes effect. 

5. Implication and further study 

Social listening is an effective tool for listening to people's opinions about 

specific issues. This tool provides more diverse information related to research issues 

than traditional surveys at much lower costs. This tool can be applied to different 

levels of management from micro to macro levels depending on the purpose of the 

researcher. 

The application of new algorithms of computer science such as machine learning, 

deep learning has helped a lot in classifying the sentiment of each mention. However, 

for better results, this algorithm needs to be constantly upgraded to make the tool's 

database more diverse, the classification will be better. 

In the results obtained, the sentiment of each mention has been separated by month 

separately. In order to have more tools in management, an indicator that reflects the general 

sentiment of society needs to be thoughtful and calculated in the following studies. 
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Abstract: 

The research is to check whether transparency is applied in sustainable supply chains 

by the examination of ten companies including incumbent and newly founded companies that 

claim to have supply chain transparency (SCT). Chosen determinants of transparency and 

sustainable supply chain management (SSCM) are examined by the example of the companies 

and their credibility. Findings show that many determinants of SCT are linked together with 

determinants of SSCM. Companies need to examine their approach to ensuring supply chain 

transparency critically and can be supported by Logistics Service Providers (LSPs) through 

their expertise and knowledge along working within the supply chain (SC). Implementing SCT 

without restricting companies‘ operations can lead to perceived green-washing strategies 

from consumers. Concluding SCT and SSCM is very complex and depends on many 

determinants leading to more success or serious image problems of companies. In the end, 

approaches to how LSPs can enhance the transparency of the SC are outlined. 

Keywords: logistics service provider, original equipment manufacturer, supply chain 

transparency, sustainable development goals, sustainable supply chain management 

 

1. Motivation, research aim and research approach 

Topics relating to the seventeen Sustainable Development Goals (SDGs) adopted by the 

United Nations in 2015 (United Nations, 2017) as a natural progression of the Millennium 

Development Goals (MDGs) are gaining increasing attention by consumers and 

governments. Global supply chains affect most directly the SDGs like Decent Work and 
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Economic Growth (8), Industry, Innovation and Infrastructure (9), Responsible Production 

and Consumption (12), Climate Action (13), Life Below Water (14), Life On Land (15) and 

Partnerships for the Goals (17) (Kodiak Rating Community, 2017). This forces original 

equipment manufacturers (OEM) to provide transparency in their global supply chains (SC) 

to satisfy consumers' expectations and be able to adapt their production according to new law 

requirements like minimization of carbon dioxide for the automobile or decarbonisation of the 

transport industries. Logistics is an integral part of global supply chains, and that‘s why 

affected by the sustainability concerns (Murphy et al., 1995) but can provide appropriate 

services, allowing OEM‘s to become even ―greener‖ (Wu and Dunn, 1995), and their value-

added chains – more transparent. Furthermore, logistics service providers (LSPs) often have a 

central role in the supply chains because of high levels of logistics outsourcing. At the same 

time, a unique, comprehensive performance measurement of LSPs, addressing SDGs is 

lacking in the literature (Dovbischuk, 2018).  

 The capability to make supply chains more transparent is decisive in a 

digitalized world during the fourth industrial revolution (Industry 4.0), relying on 

transparency for more connectivity, visibility, prediction and further performance 

improvement (Acatech, 2013). It is also predicted that supply chain transparency 

(SCT) will have a huge influence on cost, quality, flexibility advantages and ethical 

differentiation (Bastian and Zentes, 2013, p.553).  

The study follows an explanatory research design to indicate the portrayal of 

transparency in sustainable supply chains as it occurs and to scrutinize the distinctive 

aspects of the issue, identified in the literature and look over some new characteristics as 

well summarize the lessons learned. The research flow is illustrated in Figure 1. 

Figure 1: Research Approach 
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The aim of the paper is to reveal a distinctive understanding of transparency in the 

sustainable supply chains and the contribution of LSPs. In the next section 2, the 

theoretical framework focus on LSPs‘ logic why to contribute to transparency and 

different distinctions of transparency in supply chains will be outlined in order to derive a 

comparative framework for ten case studies. This deductive case study design is applied to 

compare the lessons learned on transparency in the sustainable supply chains and the 

contribution of LSPs. The discussion of the comparison will be in Section 4. Lessons 

learned and research outlook are going to round up the paper.  

2. Theoretical framework 

In the following, the mixture of theoretical logistics is presented, followed by the 

state of the art about sustainable supply chain management. Finally, different approaches 

to deal with transparency in supply chains are outlined from the literature.  

 2.1. Theoretical underpinning in terms of a firm’s motivation 

This study integrates the natural (NRBV) and relational resource-based view 

(RRBV) and social exchange theory following the environmental sustainability 

perspective.  

NRBV and RRBV follow the typical ―resource-capability-performance link‖ of the 

classical resource-based view (RBV) (Barney, 1991): while resources are the source of an 

LSP or OEM capabilities to enhance transparency in global supply chains, this capability 

is the main source of its competitive advantage (Grant, 1991, p.199). The NRBV says that 

firm-specific environmental capabilities can create a competitive advantage (Hart, 1995). 

Dyer and Singh (1998) proposed the RRBV because the firm‘s critical resource can 

extend beyond its boundaries and be developed by combining the resources of various 

partners in the SC.  

Social exchange theory explains the motivation of LSP to satisfy OEM or the 

motivation of OEM to satisfy customers‘ needs: having received favour from one party, 

will lead to a return like a customer loyalty in the future. Especially the interaction with 

the customer is believed to have positive effects on a firm‘s innovativeness to develop 

new services or products (Homans, 1958).  

Finally, LSPs act as an integral part of SC, and that‘s why they are affected by the 

transparency concerns (Murphy et al., 1995) and must provide green services (Wu and 

Dunn, 1995).  
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2.2. Sustainable supply chain management (SSCM) 

The core construct of this study is transparency in the context of sustainable supply 

chains. This context is decisive for further deriving a comparative framework of selected 

case studies. Seuring and Muller (2008) define SSCM as ―the management of material, 

information, and capital flows as well as cooperation among companies along the supply 

chain while taking goals from all three dimensions of sustainable development, i.e., 

economic, environmental and social, into account which are derived from customer and 

stakeholder requirements‖. This and many other definitions place emphasis on the ―triple 

bottom line‖ (TBL), that is, financial, societal, and environmental, performance and 

assessment of this performance in the long-term. Nevertheless, the ecological dominant 

logic of SC (economic interests are superseded by societal and environmental interests) is 

dominated through the instrumental logic (the equal connection between environmental, 

societal and financial facets) according to the research of Montabon et al. (2016, p.16). In 

their conceptual study, Beske and Seuring (2014, p.324) proposed significant classes of 

SSCM and associated practices that are necessary to satisfy sustainability demands: 

orientation towards SCM and sustainability, collaboration, continuity, risk management, 

and proactivity.  

2.3. Transparency in the supply chain 

Transparency is crucial for the sustainability of business (United Nations Global 

Compact, 2014). An LSP‘s willingness to be committed to sustainability is accompanied 

by the obligation to make a sustainability report, transparently and publicly to its 

stakeholders. The sustainable performance reporting, offered by numerous initiatives, was 

event extended to LSPs (e.g. Global Reporting Initiative (GRI), Dow Jones Sustainability 

Index (DJSI), Carbon Disclosure Project (CDP) or transport infrastructure providers (Dow 

Jones Sustainability Index (DJSI)).  

Transparency in a setting of commodity supply chains is commonly used in 

connection with sustainability and is recognized to bear both substantive and normative 

meaning (Gupta and Mason, 2014; Mol, 2010). Taking a normative perspective, 

transparency is considered to be a tool to fulfill the standards of equality, membership, 

and responsibility. It is understood as a capacity to facilitate overturning the profound 

inconsistencies in how information is accessed by different supply chain participants 

(Mol, 2010). From a substantive perspective, transparency is perceived to include a range 

of precise measures that are necessary to enhance sustainability standards and practice, in 

combination with those associated with surveillance, overseeing, inspection, disclosure 
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(voluntary or mandatory), distribution, marketing, reporting, grievances and 

authentication (Gardner et al., 2019; Doorey, 2011).  

Egels-Zandén et al. (2015) pointed out that there is a lack of empirical studies of 

SCT in supply chain literature and established three dimensions of transparency: 

traceability, sustainability conditions, and purchasing practices. They stress that in supply 

chains, information has conventionally been distributed using different kinds of reporting 

and disclosure tools, for instance, organizational sustainability reports, systems and 

labeling for certification, etc. Other tools for transparency which have gained popularity 

recently include online databases, traceability platforms, self-disclosure information 

systems, different types of footprint calculations, scorecards and autonomous local 

monitoring initiatives (Grimard et al., 2017).  

2.4. Comparative summary on frameworks of transparency analysis 

A comparative view on the proposed frameworks of transparency in supply chains 

have in common that they bring different factors together for analysis on transparency 

between SC actors. Using the framework by Deimel et al. (2008) the focus is on the 

―formative and the reflective formation of the latent construct ‗transparency‘. Structural 

and behavioral determinants specify the formative influence on transparency. Then the 

framework examines the output effects of transparency on performance indicators in the 

SC and the perceived transparency by communication approaches of the business. A more 

complex framework is suggested by distinguishing between six classes in information 

disclosure by (Gardner et al., 2019). These classes of information collection are 

traceability, financial transaction, impacts, policies, and commitments, activities, and 

effectiveness. With the gathering of information, decisions on core challenges of SC 

sustainability governance can be taken e.g. how to manage risk or improve conditions. By 

taking actions on these challenges the outcome focuses on the TBL and lessons learned to 

evaluate the six classes again. The last framework examined is proposed by (Trienekens et 

al., 2012). Following a circuit, this framework relates to consumer, government and the 

company which translate demands by the availability of information and flexibility. 

Facilitating the next step in the circuit of network management, through information 

technology, governance mechanisms, and production standards. This network is supported 

by information system function and information technology. Finally coming back to 

comply with consumer, government, and company which is facilitated through 

information technology.  
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2.5. Customers view on the supply chain 

In former times most consumers did not care about the provenance of their products 

but more about their outcomes (Wang and Alexander, 2018). Only certain consumers 

were interested in the supply chain of their product e.g. kosher, halal or organic food 

(New, 2010). A factor that sensitizes consumers to supply chains is the origin of products. 

For example, products manufactured in their own country can be preferred for products 

from abroad, as they usually have a lower ecological footprint (Wang and Alexander, 

2018) and support the local economy. Companies have also recognized their consumers 

growing interests in supply chains and are using this for marketing activities such as Nike, 

which was the first company in the apparel industry to disclose its manufacturing facilities 

(Doorey, 2011). Other companies, such as Apple, were forced to disclose parts of their 

supply chain when several employees of the supplier Foxconn committed suicide because 

of poor working conditions (New, 2010). In addition, the development of new 

technologies facilitates the traceability of products. Consumers can easily scan QR codes 

with standard mobile phones and receive information about the origin or the production of 

the products. Large retail chains such as Wal-Mart or Tesco are already relying on new 

technologies such as RFID and are offering their customers more and more transparency 

about their supply chain (New, 2010; Fernández-Caramés et al., 2019).  

LSPs are part of the supply chain and a collective term for forwarding companies, 

transport companies, carriers, and many others. As the link between the customer and the 

manufacturer, their role is to act like the customer's first point of contact and to keep their 

service promises (Fabbe‐Costes et al., 2008) to deliver ―the correct product to its intended 

destination at the right time for the best price‖ (Miller, 2019). While transparency is more 

concerned with the focal firm, LSPs tend to play a passive role (Gruchmann and Seuring, 

2018). In general, Fabbe‐Costes et al. (2008) found that the literature on LSPs was too 

inconsistent because the different names for LSPs made extensive research difficult.  

2.6. Factors influencing transparency 

Using transparency can influence a company operating in different ways. In several 

studies, different factors have been identified to have an impact on transparency as well as 

transparency influences the performance factors of the business. In the following, four 

factors that influence transparency are examined. Other factors influencing transparency are 

not reviewed further because in most literature just these four factors were frequent. Factors 

that are affected by transparency are not further analyzed in the review because of the focus 

on how LSP can ensure transparency in its operating part of the global supply chain.  
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The first-factor disintermediation is described as ―the bridging of supply chain tiers 

and elimination of supply chain players through vertical integration or technical solutions‖ 

(Locke et al., 2007). Therefore, with high disintermediation, the supply chain consists of 

very few supply chain players (Bastian and Zentes, 2013, p.555-556). Less supply chain 

members mean better control and less complexity in managing the supply chain (Sarkis et 

al., 2011). The SCT can be improved by disintermediation by eliminating ineffective 

intermediaries from operations (Ahmed and Omar, 2019, p.6) which can also have a 

positive impact on production costs. However, it can also be reasoned for information 

asymmetry between supply chain actors with a negative impact on transparency (Sarkis et 

al., 2011). As Božić et al. (2019) conclude, disintermediation may have the biggest impact 

on supply chain transparency in comparison to the following factors.  

The formalization of processes describes the creation of standard practices to fulfill 

ethical and quality requirements. It is used to improve the control of the supply chain 

among intermediaries (Ahmed and Omar, 2019, p.6). Standard characteristics as part of 

formalization enhance the reflection on the goal achievement of suppliers by also reducing 

complexity. It is a reliable tool to disclosure information about processes (Bastian and 

Zentes, 2013, p.556). Formalization through standard processes of the LSP is an easy way 

to ensure transparency in the supply chain. The condition is that standardization of 

processes must be possible at suppliers and operations through similar practices. Too 

many differences between processes could endanger the quality of processes and should 

stay individual.  

There are three types of monitoring for businesses. The first part describes the self-

monitoring of its internal business processes and involving customers relates to the second 

party. Third-party integration can be understood as the monitoring of the business's supply 

chain by independent organizations (Alvarez, 2010, p.484). Certifications with 

participatory structures, clear standards and the use of credible verification are mostly 

provided by non-governmental organization (NGOs) as third parties (Laura Raynolds et 

al., 2019, p.149) Integration of Third Parties is necessary to understand the own supply 

chain of the business completely, else bias and misunderstandings about processes may 

occur (Locke et al., 2007). Consequently, bad relationships with suppliers may be 

developed or costs can be under-calculated, which also endangers the quality. As an 

advantage, independent third-party organizations can take a great impact on qualified 

transparency as they can reduce complexity in the supply chain and raise the credibility of 

SCT for consumers (Bastian and Zentes, 2013, p.557). The use of third parties also 
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demonstrates the willingness of transparency and can be viewed as favorable by possible 

suppliers or costumers regarding competitors.  

Communication within the supply chain is essential to guarantee transparency. Close 

relationships between business partners support the exchange of information and establish 

a better working atmosphere (Locke et al., 2007). The intention of communication 

regarding SCT is to support the disclosure of information on an effective level. (Kaur and 

Sharma, 2018, p.1712). Communication within the supply chain can be supported through 

informal meetings. Hereby deeper insights into suppliers‘ processes and business cultures 

are possible. IT-Information flows also guarantee a transparent as well as the fast 

exchange between businesses, especially when dealing with complex situations. (Bastian 

and Zentes, 2013, p.557). However, communication does not guarantee quality 

transparency because the information might get faked or manipulated for others to their 

own advantage. So reliable sources of communication types need to be found (Deimel et 

al., 2008, p.24).  

All in all, these four factors can be used by LSP to influence supply chain 

transparency. It is important to analyze the impact these factors can have. Especially third-

party integration can be very helpful to have credible transparency in the view of 

customers. The use of Non-governmental Organizations is favorable to guarantee 

independence relations to the business which likes to be certified. It must be carefully 

decided how these factors get implemented to guarantee a positive effect on the 

transparency in the supply chain.  

2.7. Approaches for LSPs to ensure transparency along the SC 

As described in the previous chapters LSPs are getting more and more involved in 

supply chain management in recent years. They are already taking a management and 

controlling role which gives them the power to implement new approaches to ensure 

transparency along the global supply chain.  

Transparency is also getting more attention in the current time as customers ask for 

information about business practices and the origin of the products. Therefore, it is 

important to examine the need for logistic service providers to work with these new 

approaches and what approaches can be used to enable better transparency.  

―The cross-functional nature of logistics makes it vital to every corporate strategy, 

particularly to actions and policies aimed at ensuring environmental and social sustainability 

of operations‖ as Piecyk Maja Izabela and Björklund Maria (2015) say. The sustainability 

aspect is an essential point for transparency through traceability and purchasing practices 
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(Egels-Zandén et al., 2015). Because of the strategic role LSPs play in the SC, they are in a 

good position to implement sustainability along the whole SC with initiatives like Corporate 

Social Responsibility (CSR). CSR reports are a good way to inform the public about social 

and environmental actions and strategies (Piecyk Maja Izabela and Björklund Maria, 2015). 

Logistics social responsibility as a sub-concept of CSR can be defined as ―socially 

responsible logistics management‖ as Gruchmann et al. (2019) say.  

Many logistics service providers know that technologies can help them to work 

more efficiently and responsively because the adopting technologies improve 

communication between the supply chain which will also help to improve transparency. 

Constant innovations in logistics services will increase the performance of LSPs. These 

innovations come from technological improvements in the current time of digitalization. 

One good point to start is to implement radio frequency identification (RFID) in the 

logistics process (Chieh-Yu Lin and Yi-Hui Ho, 2009). Another important factor for 

needing technical innovations in the logistics sector is that Logistics 4.0 is kind of an 

answer to Industry 4.0. Therefore, a good integration of all the participants in the supply 

chain is needed and this is the chance for the LSPs to jump in and fill the gap (Cichosz, 

2018). Not only for companies in the logistics sector but for all companies in the supply 

chain it is important to monitor the flow of goods and products in their specific supply 

chain (Dominika Crnjac Milic et al., 2017). This increases the transparency of the supply 

chain, so advanced technologies are required. Blockchain is one of these advanced 

technologies which can and will increase the performance and transparency of the supply 

chains. For this reason, it is mandatory to use blockchain correctly. This can help all 

participants of the supply chain to bring their business to the next level regarding an 

economic and a sustainable view (Casado-Vara et al., 2018; Cole et al., 2019; 

Westerkamp et al., 2019).  

In conclusion, it is clear to say that if LSPs want to improve the performance and the 

SCT, which includes the sustainable aspect and the social consideration as part of CSR, 

they need further technologies such as RFID, Blockchain or Big Data. These technologies 

are already there. Now it depends on the LSPs to harness these technologies and get a 

competitive advantage regarding efficiency and transparency in the SC. 

3. Methodology  

The objective of this paper is to find approaches to how LSPs can enhance the 

transparency of its global SC. This will be done with a deductive analysis. First, the 

determinants of transparency and SSCM, which have been outlined in the theoretical 

framework, will be collected to gain a better understanding of the current standard. 
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Next, a framework following the literature will be created including chosen aspects 

from established frameworks. The used research framework including the examined best 

practices companies can be found in Table 1.  

The focus is on ten global businesses from different branches to provide different 

approaches regarding the handling of transparency in the supply chain. Businesses were 

chosen from individual experience about business transparency practices and with the 

help of Gartner‘s Ranking of the Top Supply Chains (Gloria Omale, 2019). An in-depth 

analysis of how the business transparency approaches affect their organizations would 

require a broader number of businesses. However, for this paper, it is enough to get ideas 

about approaches for usage by LSPs. 

The businesses are evaluated by the usage of qualitative secondary data from 

independent surveys about these businesses such as academic journals, publications of the 

companies and external news. Businesses investigated are viewed as best practices for the 

implementation of SCT. 

4. Results 

In Table 1 the results of the case studies are shown. Relating to the first column, 

where the companies name is written, the table identifies the determinants of transparency 

and SSCM used by these companies. In the last four columns factors influencing 

transparency have been evaluated whereby ―++‖ presents a very good handling of this 

factor by the company, ―+‖ a good approach, ―0‖ identifies a satisfying approach, ―-― a 

sufficient realization and ―- - ‖ relates to a non-consistent approach to implementing this 

factor in the company. 
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Table 1: Comparison of best practices by determinants of transparency and SSCM 

Best practice

View on 

transparency

normative or 

substantive 

transparency Motivation to enhance transparency Class of SSCM

WALMART Consumer substantive

RRBV, environmental sustainability 

perspective Orientation, Collaboration, Continuity

McDonalds Consumer Normative RRBV, social theory Orientation, Collaboration, Continuity

Nike Consumer Normative social theory Continuity, Risk Management

Lenovo General Normative RRBV,  Continuity, Risk Management

Nestlé Consumer Normative RRBV Continuity, Risk Management

Nudie Jeans General Substantive

NRBV, environmental sustainability 

perspective

Orientation, Collaboration, Continuity, Risk 

management

Ikea General Substantive NRBV, RRBV, social theory

Orientation, Collaboration, Continuity, Risk 

management

Tesco Consumer Normative RRBV, social theory

Orientation, Collaboration, Continuity, Risk 

management

Fairphone Consumer Substantive

NRBV, environmental sustainability 

perspective

Orientation, Collaboration, Continuity, Risk 

Management and Proactivity

BMW General Substantive NRBV, social theory Collaboration, Continuity, Risk Management

Followed logic by SSC

Disinter-

mediation Formalisation

Third-Party 

Integration Communication

Ecologically Dominant Logic ++ + O +

Instrumental Logic -- ++ + O

Instrumental Logic -- + ++ +

Instrumental Logic + O O no data found

Instrumental Logic - ++ + O

Ecologically Dominant Logic ++ + + +

Instrumental Logic + + O O

Instrumental Logic O + O ++

Ecologically Dominant Logic ++ + ++ ++

Instrumental Logic ++ + ++ ++
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Analysis 

The analysis will be done regarding six successional categories. It will start with the 

view on the transparency of the examined companies to understand the business 

perspective. The next category is the transparency approach by the companies regarding 

normative or substantive Furthermore, it is important to understand what motivates the 

companies to enhance their transparency. There will be a focus on theories such as RBV, 

NRBV, and social theory. To integrate SSCM as a relative to transparency, it is analyzed 

which classes are used by the examined companies. Another important aspect is the 

understanding of which logic the companies follow. This is separated between the 

instrumental logic and ecologically dominant logic. Lastly, the factors which influence the 

transparency will be examined. These factors include disintermediation, formalization, 

third-party integration, and communication.  

Starting with the view on transparency, most of the companies have a consumer-

centered view. The analyzed companies don‘t have an LSP-centred view. The reviewed 

companies operate mostly in Business to customers (B2C) businesses, so their focus is on 

-consumer behavior. Only a few companies especially the big manufacturing companies 

have a general view on transparency. They focus on giving transparency to their 

consumers but also on transparency for their LSP working together with their suppliers to 

establish reliable working practices. This might be because their main goal is to create 

transparency along the whole SC so that every business involved increases their 

performance.  

It is interesting to see, that half of the companies have substantive transparency and 

the other half has normative transparency. All the companies which have a normative 

approach are big and incumbent. Looking more in-depth, most of these companies had 

huge image problems in the last decade. There are other big and incumbent companies, 

like WALMART and BMW which have a substantive approach to transparency. Taking 

their role as market-leaders in a highly competitive environment, their approach may be 

related to thinking long-term and being innovative on business strategies. Smaller 

companies, and start-ups like Fairphone or Nudie Jeans, have started their business with a 

substantive approach since day one. These companies were founded based on having a 

positive impact on their businesses in the economic world.  

The motivation of companies to enhance their transparency shows a connection to 

the normative and substantive approach of the company. It is clear to see that the 

companies which have a normative approach for transparency also use the RRBV and or 
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the social theory as a motivation. Therefore, these companies are trying to satisfy their 

costumers by the company image using the demands of the consumers on the disclosure 

of information interpreting an SSC. On the other side companies with a substantive 

approach often show different motivations for transparency. Mostly the NRBV and 

environmental sustainability perspective can be identified. So, these companies rely on 

their competitive advantage of using environmental-friendly resources by conscious 

consumers. Using the social theory as motivation shows that these companies think that 

they will get more appreciated by the customer by doing this, like Homans (1954) 

explained receiving a favor from the company will lead to a return like customer loyalty 

in the future. As there are one of the market-leaders in their branches, this statement can 

be supported.  

Every examined company wants to have continuity regarding their class of SSCM. 

This shows that long term relationship and development with their partners in SC is one of 

the key factors for every business. Most companies communicate to choose new suppliers 

carefully on many criteria, to guarantee the elements of the TBL. This relates to the 

orientation of SSCM classes. Another important factor for most of the companies is 

collaboration. It is related to technology integration and enhanced communication. These 

are topics that are important for the companies because they can improve the performance 

of the SC. Blockchain or RFID technologies are among these topics but also tools for a 

better communication in the SC such as Tesco who implemented a free app for all 

suppliers to inform them on a constant base about the latest news, insights and updates 

from the retailer, as well as the opportunity to sign up for upcoming supplier visits, 

presentations and conferences. Also, WALMART and Nestlé in cooperation with 

Carrefour created an app for consumers to check the SC and origin of several products. 

Joint Development ensures the enhancements of sustainability. Businesses who use this, 

try to establish improvements creating sustainability programs with other businesses other 

suppliers. Risk management is an essential SSCM class for nearly all companies because 

they often rely on certificates and standards to make the SSC credible and to satisfy 

pressure groups of the business. Most certificates are either from NGOs, governmental or 

certifications of the company programs. The only company which fits all classes of SSCM 

is Fairphone. They also focus on Pro-Activity by creating modular phones for ensuring 

long-term use by customers to minimize the impact of smartphone production on the 

environment and exploitation of workers. They also care about the life cycle assessment 

by taking back the old smartphones if the customer doesn‘t want them anymore and 

recycle them in this case. This company has the vision to change the supply chain of 
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smartphones into the most sustainable way possible. Therefore, they took the approach to 

consider all SSCM classes.  

The researches show that nearly all the examined companies have an instrumental 

logic regarding the SSC and only three of them have an ecologically dominant logic. This 

view implies a none fundamentally strategy regarding transparency and sustainability as 

gaining profit is seen as the main goal and business practices build upon the tragedy of the 

commons. Even though measures for SSCM and SCT are taken, these companies use a 

greenwashing strategy. The companies following the ecologically dominant logic also 

have a substantive approach regarding transparency. Their long-term thinking from an 

environmental-friendly point of view supports the credibility of their SSCM and 

transparency strategy. Nevertheless, the instrumental logic trumping the ecological one 

supports the results of the researches of Montabon et al. (2016).  

Coming to the last section of the analysis you can recognize a clear trend regarding 

the factors which influence the transparency. All companies which follow the ecologically 

dominant logic got excellent results after evaluating the factors. They are more involved 

in transparency processes and know how to influence them and which impact 

transparency can have on their SC. The disintermediation of suppliers supported the 

businesses in taking control of their SC and helps them to have a precise overview of 

operations at suppliers. For businesses like Nike, who completely outsourced their 

production, the impact on disintermediation is not likely to be successful because they do 

not appear responsible for production practices at their suppliers. All examined companies 

have a satisfying performance on formalization. This shows that formalization which 

equals standardization is a key factor for the companies influencing transparency. 

However, in most cases it is not completely related to transparency reasons but for the 

usage of economic reasons. Keeping standardization in business practices and operations 

helps companies to improve their SC on efficiency because every player in the SC knows 

what he must do and how he must do it. Integrating independent third parties in the 

company SC strengthens the credibility of their transparency control to consumers. Third 

parties also often provide further sustainability aspects relating to the TBL which should 

be regarded in contributing transparency. Using profit-related parties or only certificates 

from programs offered may lead to unreliable disclosure of information from the 

consumers' point of view. Communication is similar to collaboration in the class of SSCM 

because it also helps to improve the performance of the SC. Here it is important to differ 

between the communication inside the SC and outside to the consumer. Examined 

companies found different ways to communicate their SCT to the consumers. Most 
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approaches do not contribute a completed view on the businesses SC due to different 

factors. A problem which is explained by Nudie Jeans is that suppliers often don‘t 

cooperate in communication approaches because they fear to get a bad image from 

consumers or even their own suppliers.  

5. Conclusion 

There are lots of determinants and possibly views on transparency in the sustainable 

supply chain and therefore the contribution of LSP can be transcribed in different ways. 

This concludes that the portrayal of transparency in SSC needs to be adjusted to a 

company‘s demands and consumer wishes as describes in the following.  

 5.1. Lessons 

If incumbent companies want to become more transparent it can be perceived as 

greenwashing by consumers through a wrong approach. Here, greenwashing relates to 

communicating sustainable business practices although maintaining the exploitation of 

different kinds. Working in old structures hinder these companies to integrate a credible 

transparency strategy. It is questionable if incumbent companies can restructure 

themselves and implement transparency and SSCM, so the consumers are convinced of 

their operations communicated and sustainable business ethics.  

Therefore, it might be a proactive idea for start-ups to directly implement 

approaches for transparency and SSCM. Consumers are more likely to believe in 

company values. Otherwise, they could face the same problem of incumbent companies. 

However, these incumbent companies can have a chance of validating their transparency 

and SSCM by restructuring the whole company and their operations including suppliers.  

By restructuring a company's determinant of transparency as well as SSCM needs to 

be examined carefully before decisions on the application are made.  

 5.2. LSP’s contribution to enhancing transparency of the SC 

An LSP can enhance the transparency mostly by improving the factors which 

influence the transparency. 

To ensure disintermediation as an LSP, the sub-suppliers can be limited to a clear 

structure. Strong relationships with suppliers are unavoidable to assure the three 

dimensions of transparency in SC. This can also be related to the use of LSP. In this case, 

it is an advantage to have their capacities of transportation, warehousing, and experienced 

employees to be in control of the whole SC. Higher trust and validity are gained because 

of similar procedures within the LSP‘s operations. 
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LSPs can support SCT also with a code of conduct that refers to the dimension of 

transparency in their operations. Certifications for business principles often support public 

opinions on the validity of formalization. LSPs should work with high accepted and 

recognized certified organizations by consumers like the United Nations Global Compact. 

Due to the fact that, LSPs often already work with technologies such as RFID or 

blockchain, they provide essential expertise and experience to support business in tracing 

their products along the SC. With the results of the data generated, LSPs can improve the 

formalization of processes. 

Regarding the LSP, the OEM already has the main responsibility to involve third-

party actors in the supply chain. It can be difficult for the LSP to involve another third-

party. Gaining certificates about own business practices of the LSP is a favorable way to 

guarantee the validity of transparency in the SC without having a bad impact on the 

relationship with the OEM.  

LSP must be careful about communicating the supply chain of their OEM to 

consumers because it can be confidential information of the business. As part of logistics 

services, LSP can provide technologies to track and trace products during the 

transportation process of SC with blockchain or RFID technology. Often the expertise and 

experiences for these are settled down within logistics businesses.  

All in all, LSPs can improve its global SC by using their knowledge and experience 

operating worldwide. However, as a service provider for an OEM which wants to 

maintain a good relationship, it is important to agree on practices regarding transparency 

beforehand. Otherwise, it can be possible that LSPs publish confidential information 

about suppliers of the OEM which are not meant for the public.  

5.3. Research outlook 

For further research, the effects of these approaches need to be analyzed with the use of 

broader best practices items. As there are lots of determinants influencing transparency and 

influencing the supply chain, decisions made for using approaches to transparency need to be 

critically evaluated further. The results gave the impression of a greenwashing strategy for 

transparency and SSCM by some companies. The effects and reasons need to be evaluated 

critically to understand the company‘s behavior and to give credibility to their approaches. 

Furthermore, connecting transparency with SSCM, analysis on business ethics and working 

conditions within the SC should be taken, as these aspects go hand in hand with the TBL. 

Besides, these criteria, there are as well even more criteria that can be examined for an 

analysis of SCT which can have a huge impact on this topic. A limitation of this research can 
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be found in the common branches of companies examined operating in the worldwide 

economy. There may also be family businesses operating just on a market-leading national 

level which offers examples for the use of transparency in their SSCM. 

REFERENCES 

Acatech (2013), Recommendations for implementing the strategic initiative 

INDUSTRIE 4.0 Final report of the Industrie 4.0 Working Group, retrieved on September 

23
rd

 2019, from <https://www.acatech.de/wp-

content/uploads/2018/03/Final_report__Industrie_4.0_accessible-1.pdf>. 

Ahmed, W. and Omar, M. (2019), ‗Drivers of supply chain transparency and its 

effects on performance measures in the automotive industry: Case of a developing 

country‘, International Journal of Services and Operations Management, 33(2), 159-176. 

Alvarez, G. (2010), ‗Fair trade and beyond: Voluntary standards and sustainable 

supply chains‘, in Delivering Performance in Food Supply Chains, Elsevier, 478-510. 

Barney, J.B. (1991), ‗Firm resources and sustainable competitive advantage‘, 

Journal of Manegement, 17(1), pp. 99-120. 

Bastian, J. and Zentes, J. (2013), ‗Supply chain transparency as a key prerequisite 

for sustainable agri-food supply chain management‘, The International Review of Retail, 

Distribution and Consumer Research, 23(5), 553-570. 

Beske, P. and Seuring, S. (2014), ‗Putting sustainability into supply chain 

management‘, Supply Chain Management: An International Journal, 19(3), 322-331. 

Božić, D., Alexis, S.M., Bateman, H. and Josué, C. (2019), From haute couture to 

fast-fashion evaluating social transparency in global apparel supply chains; Evaluating 

social transparency in global apparel supply chains, retrieved on September 23
rd

 2019, 

from <http://hdl.handle.net/1721.1/111237>. 

Casado-Vara, R., Prieto, J., La Prieta, F.D. and Corchado, J.M. (2018), ‗How 

blockchain improves the supply chain: case study alimentary supply chain‘, Procedia 

Computer Science, 134, 393-398. 

Cichosz, M. (2018), ‗Digitalization and Competitiveness in the Logistics Service 

Industry‘, e-mentor, 77(5), 73-82. 

Cole, R., Stevenson, M. and Aitken, J. (2019), ‗Blockchain technology: implications 

for operations and supply chain management‘, Supply Chain Management: An 

International Journal, 24(4), 469-483. 



  

 

 

725 

Deimel, M., Frentrup, M. and Theuvsen, L. (2008), ‗Transparency in food supply 

chains: empirical results from German pig and dairy production‘, Journal on Chain and 

Network Science, 8(1), 21-32. 

Doorey, D.J. (2011), ‗The transparent supply chain: from resistance to 

implementation at Nike and Levi-Strauss‘, Journal of Business Ethics, 103(4), 587-603. 

Dovbischuk, I. (2018), ‗Helping to establish pathways to a comprehensive 

framework of logistics performance‘, In Nachhaltige Impulse für Produktion und 

Logistikmanagement, Dovbischuk, I., Siestrup, G. and Tuma, A. (Eds.), Berlin: Springer, 

65-75. 

Dyer, J.H. and Singh, H. (1998), ‗The relational view: cooperative strategy and 

sources of interorganizational competitive advantage‘, Academy of Management Review, 

23(4), 660-679. 

Egels-Zandén, N., Hulthén, K. and Wulff, G. (2015), ‗Trade-offs in supply chain 

transparency: the case of Nudie Jeans Co‘, Journal of Cleaner Production, 107, 95-104. 

Fabbe‐Costes, N., Jahre, M. and Roussat, C. (2008), ‗Supply chain integration: the 

role of logistics service providers‘, International Journal of Productivity and Performance 

Management, 58(1), 71-91. 

Fernández-Caramés, T.M., Blanco-Novoa, O., Froiz-Míguez, I. and Fraga-Lamas, P. 

(2019), ‗Towards an autonomous industry 4.0 warehouse: A UAV and blockchain-based 

system for inventory and traceability applications in Big data-driven supply chain 

management‘, Sensors, 19(10), 1-31. 

Gardner, T.A., Benzie, M., Börner, J., Dawkins, E., Fick, S., Garrett, R., Godar, J., 

Grimard, A., Lake, S., Larsen, R.K. and Mardas, N. (2019), ‗Transparency and 

sustainability in global commodity supply chains‘, World Development, 121, 163-177. 

Grant, R.M. (1991), ‗The resource-based theory of competitive advantage: 

implications for strategy formulation‘, California Management Review, 33(3), 114-135. 

Gruchmann, T. and Seuring, S. (2018), ‗Explaining logistics social responsibility 

from a dynamic capabilities perspective‘, International Journal of Logistics Management, 

29 (4), 1255-1278. 

Gruchmann, T., Schmidt, I., Lubjuhn, S., Seuring, S. and Bouman, M. (2019), 

‗Informing logistics social responsibility from a consumer-choice-centered perspective‘, 

International Journal of Logistics Management, 30(1), 96-116. 



  

 

 

726 

Gupta, A. and Mason, M. (2014), Transparency in global environmental 

governance: Critical perspectives, Cambridge, Massachusetts, MIT Press.  

Hart, S.L. (1995), ‗A natural-resource-based view of the firm‘, The Academy of 

Management Review, 20(4), 986-1014 

Homans, G.C. (1958), ‗Social behavior as exchange‘, American Journal of 

Sociology, 63(6), 597-606. 

Kaur, A. and Sharma, P.C. (2018), ‗Social sustainability in supply chain decisions: 

Indian manufacturers‘, Environment, Development and Sustainability, 20(4), 1707-1721. 

Kodiak Rating Community (2017), Global Supply Chains and UN‘s Sustainable 

Development Goals: A relationship of reciprocity, retrieved on September 23
rd

 2019, from 

<https://medium.com/@KodiakRating/global-supply-chains-and-uns-sustainable-

development-goals-a-relationship-of-reciprocity-9a520b7bc0e8>. 

Lin, C.Y. and Ho, Y.H. (2009), ‗RFID technology adoption and supply chain 

performance: an empirical study in China's logistics industry‘, Supply Chain 

Management: An International Journal, 14(5), 369-378. 

Locke, R.M., Qin, F. and Brause, A. (2007), ‗Does monitoring improve labor 

standards - lessons from Nike‘, Industrial and Labor Relations Review, 61(1), 3-31. 

Milic, D.C., Martinovic, M. and Simovic, V. (2017), ‗Pallet tracking and cost 

optimization of the flow of goods in logistics operations by serial shipping container 

code‘, International Journal of Computer and Information Engineering, 11(12), 1278-

1284.  

Miller, S.P. (2019), Logistics, Salem Press Encyclopedia. 

Mol, A.P. (2010), ‗The future of transparency: Power, pitfalls and promises‘, Global 

Environmental Politics, 10(3), 132-143.  

Montabon, F., Pagell, M. and Wu, Z. (2016), ‗Making sustainability sustainable‘, 

Journal of Supply Chain Management, 52(2), 11-27. 

Murphy, P.R., Poist, R.F. and Braunschweig, C.D. (1995), ‗Role and relevance of 

logistics to corporate environmentalism: an empirical assessment‘, International Journal 

of Physical Distribution and Logistics Management, 25(2), 5-19. 

New, S. (2010), ‗The Transparent Supply Chain‘, Harvard Business Review, 88(10), 

76-83. 



  

 

 

727 

Omale, G. (2019), ‗Gartner announces ranking of the 2019 supply chain top 25. 

Colgate-Palmolive takes top spot, Unilever joins the ‗Masters‘ Category‘, retrieved on 

September 23
rd

 2019, from <https://www.gartner.com/en/newsroom/press-releases/2019-

05-16-gartner-announces-rankings-of-the-2019-supply-chain-t>. 

Piecyk, M. I. and Björklund M. (2015), ‗Logistics service providers and corporate 

social responsibility: sustainability reporting in the logistics industry‘, International 

Journal of Physical Distribution & Logistics Management, Vol. 45 No. 5, 459–485.  

Raynolds, L., Murray, D. and Heller, A. (2019), ‗Regulating sustainability in the 

coffee sector: A comparative analysis of third-party environmental and social certification 

initiatives‘, Agriculture and Human Values, 24(2), retrieved on September 23
rd

 2019, 

from <https://ideas.repec.org/a/spr/agrhuv/v24y2007i2p147-163.html>. 

Rožman, N., Vrabič, R., Corn, M., Požrl, T. and Diaci, J. (2019), ‗Distributed 

logistics platform based on Blockchain and IoT‘, Procedia CIRP, 81, 826-831. 

Sarkis, J., Zhu, Q. and Lai, K.H. (2011), ‗An organizational theoretic review of 

green supply chain management literature‘, Asia Pacific Journal of Marketing and 

Logistics, 30(5), 1379-1400.  

Sermpinis, T. and Sermpinis, C. (2018), Traceability Decentralization in Supply 

Chain Management Using Blockchain Technologies, 1-8, retrieved on September 23
rd

 

2019, from <http://arxiv.org/pdf/1810.09203v1>. 

Seuring, S. and Müller, M. (2008), ‗From a literature review to a conceptual 

framework for sustainable supply chain management‘, Journal of Cleaner Production, 

16(15), 1699-1710.  

Trienekens, J.H., Wognum, P.M., Beulens, A.J.M. and van der Vorst, J.G.A.J. 

(2012), ‗Transparency in complex dynamic food supply chains‘, Advanced Engineering 

Informatics, 26(1), 55-65. 

United Nations (2017), Global indicator framework for the Sustainable 

Development Goals and targets of the 2030 Agenda for Sustainable Development, 

retrieved on September 23
rd

 2019, from 

<https://unstats.un.org/sdgs/indicators/Global%20Indicator%20Framework_A.RES.71.31

3%20Annex.pdf>. 

United Nations Global Compact (2014), Guide to Corporate Sustainability, New 

York, USA. 



  

 

 

728 

Wang, S. and Alexander, P. (2018), ‗The factors of consumer confidence recovery 

after scandals in food supply chain safety‘, Asia Pacific Journal of Marketing and 

Logistics, 30(5), 1379-1400. 

Westerkamp, M., Victor, F. and Küpper, A. (2019), ‗Tracing manufacturing 

processes using blockchain-based token compositions‘, Digital Communications and 

Networks, 1-10. 

Wu, H.J. and Dunn, S.C. (1995), ‗Environmentally responsible logistics systems‘, 

International Journal of Physical Distribution and Logistics Management, 25(2), 20-38.  

  



  

 

 

729 

FLAGSHIP STORE IMPACT TO PURCHASE INTENTION 

Vu Duc Loi
49

 

National Economics University 

Le Khanh 

Vietnam National University 

Vien Linh 

Academy of Policy and Development 

Abstract:  

This research is about the application of the flagship stores in Vietnam, which is a 

very new topic of research. For retail brand giants, Vietnam is a luring market. They have 

opened numerous retail chains of which the flagship store is considered as the iconic 

store and contributes to making the most powerful brand impression on customers. Its job 

is to put the brand story into customers‘ minds, affect customers‘ buying intention and 

also get a sense of where it‘s going in terms of cutting-edge design, product assortments, 

and unique structure. The objective of this study is to analyse the effect of flagship stores 

on the intention of the purchase of customers in the context of Vietnam. Our results find 

empirical evidences that the promotion and design of the flagship store do have some 

impacts on the purchase intention. 

Keywords:  Brand equity, brand experience, flagship store, purchase intention, 

shopping motivation. 

 

1. Introduction 

The research is intended to analyze the effects of the flagship store to the customer‘s 

buying intention in Vietnam. The goal of this study is to determine whether flagship stores 

generate brand experience and thus improve purchase intention?  

Data from brands provide evidences that flagship stores are designed in a unique 

way to create a positive brand experience, which ultimately increases purchase rate in 

the future. 

The theoretical background and hypotheses part which is a start part of this article 

are presented as a brief literature review related to the flagship store and its effect on sale 

performance. We also discuss the development of our conceptual framework and draw 
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hypotheses. We then describe our methodology, including data collection from visitors 

and customers at flagship stores. After presenting the descriptive sample characteristics 

and the results of the confirmatory factor analyses, we discuss the results of our data 

analysis alongside the relevant literature and offer paths for future research and 

managerial execution. 

2. Theoretical background 

2.1. Flagship stores 

Flagship stores, under the umbrella of brand worlds, is a mean to provide customers 

with a unique brand experience largely controlled by the manufacturer itself (Kozinets et 

al., 2002). Kozinets et al. (2002) also define flagship stores that usually carry a single, 

established brand of product, are owned by that brand‘s manufacturer, and are at least in 

part operated with the intention of building or reinforcing the brand‘s image rather than 

operating at a profit. Dolbec and Chebat (2013) even described them as the ―apex of 

branding‖ in consumer marketing. Webb et al. (2012) present meta-analysis investigated 

and concluded that a visit to a brand world will materialize the brand tangible into, 

actually visible one, and therefore attaches a strong, real, memorable customer experience 

of the brand to the customer mindset. Jackson (2008), in an effort to measure the 

evolution of brand communication, has highlighted the experiential aspect of a flagship 

store, adding also the effect of price factor on the need for product knowledge.  

Though Kozinets et al. (2002) definition is very much grounded as the most cited 

quote in related papers, it has appeared to be very old-fashioned and fails to catch up with 

quickly adaptive marketing conditions. Flagship stores hardly contain a brand only, 

instead, as the company is expanding business lines, those stores often carry more than 

one brand (Bingham, 2005). Second, Hata (2004) pointed out the inevitable trend in 

partnership, in contrast with principle idea of Kozinets et al. (2002) suggest that brand 

manufacturer is now more open to a various types of business relationship and allows the 

flagship stores are under control of validated partners, rather than owns the flagship solely 

like it used to. Last, Kozinets et al. (2002) emphasized the flagship‘s sole purpose is to 

serve for building the brand, however, there is some empirical evidences show that there 

is a move towards flagships also meeting a commercial purpose. Findings from Allegra 

Strategies (2005) and Moore and Doherty (2007) provided evidences that a particular 

amount of flagship stores attaches revenue collection as its parallel purpose aligns with the 

existing target of branding.  
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The literature on flagship brand stores is growing but in different directions. The 

impact of flagship stores has been a key consideration of success in different industries:  

fashion (Dolbec and Chebat, 2013), furniture (Saigal and Doyle, 2008), electronics, and 

automotive industries (Jones et al., 2010). Moore and Doherty (2007) and Doyle (2010) 

studied flagship stores as an effective entry method to penetrate business into a new 

market. Webb et al. (2012) categorized flagship stores into four types: (i) destination 

flagships, the largest branches of department store chains, offer an exceptional shopping 

experience and product range (Vinmart, BigC, etc.); (ii) the selling machine flagships, the 

largest and most important branches of clothing store chains like Zara or Canifa; (iii) the 

brand reputation flagships, using mostly by manufacturers that do not directly and 

traditionally retail its own goods or products, such as Hoa Phat or May 10; (iv) and last 

but not least, the showroom flagship, which functions as a marketing tool to generate 

awareness, reputation and product familiarity, rather than revenue collection purpose, for 

instances: Porches, Ferrari and others high-end luxury car showroom (Webb et al., 2012). 

2.2. How do flagship stores impact purchase intention 

In the context of flagship stores, scholars have shown various efforts to determine 

and group factors that contribute to customer brand experiences, thus enhance customers‘ 

purchase intention. Of all existing papers, scholars share a mutual concept of flagship 

stores as a branding channel. Through utilizing marketing related brand aspects such as 

packaging, design, and marketing communication, flagship stores affect directly 

sensation, feelings, emotion, cognition, and behaviors of the customer. Moore and 

Doherty (2007) offered a structured outline four (4) factors key dimension affect the 

effectiveness of flagship stores, includes: (i) size and location, (ii) Distribution hierarchy, 

(iii) languages of flagship and (iv) strategic purpose. This model, following by prudent 

empirical research of Nobbs, Moore et al. (2012) affirmed the feasibility itself, adding also 

a new dimension, called operational structure, which refers to the unique retail 

characteristic of the flagship. Nierobisch et al. (2017) Studied the effects of flagship stores 

in the FMCG market and divided these channels into three aspects: the effects of the 

augmented brand display, the number of previous visits and new visits. The augmented 

brand display is made up of four components, perceived brand quality, variety of product 

offer, atmosphere and finally, is service quality.  

Khan and Rahman (2015) review of brand experience research supports the idea that 

brand experiences are stimulated by producing based metrics, such as quality, packaging 

and existing brand name. Other researches focus on measure influences of services 

providing to brand experiences. According to Ismail (2011) and Khan and Rahman 
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(2015), service staff, physical stores, or invoice processes do contribute to customer 

experiences, while Lundqvist et al. (2013) and Escalas and Bettman (2008) emphasize the 

magnitude of staff‘s communication. 

Ever since the idea flagship store received wide attention in the academic world, 

literature has experienced phenomenal growth in number and a steady increase in the 

quality of academic research. Nevertheless, despite there is an urge to discover the topic of 

flagship stores, most scholars may not have reached outside branding. Indeed, though 

researchers spend limitless efforts to explore flagship‘s influence on customer brand 

experience, their discoveries fail or omit the final purpose of branding is gather revenue. 

Yet, while there has been increased cognition of the function and value of flagship stores, 

much less attention has been given to specific purposes in which flagship truly increases 

the purchase intention of the customer. This concern leads us to question ourselves, in 

which dimension do the flagship stores express their influences to customer. Since the 

scale of this paper is not specialize in a specific industry, instead, we try to capture the 

very distinctive metrics of flagship stores, therefore, we found the model in Moore and 

Doherty‘s (2007) research is particularly fit for our intention. However, considering the 

aforementioned fact, we also account for the retail channels, the model integrates and 

enriches theoretical and empirical studies of Nierobisch et al. (2017), Ismail (2011), 

Lundqvist et al. (2013) and Escalas and Bettman (2008). This approach complements and 

enhances the analysis of the aforementioned authors which seeks to discover the 

dimensions that induce customer intention to shop. 

2.2.1. Product-based characteristics 

Nobbs et al. (2012) stress the magnitude of metrics of products offered, one of their 

augmented brand display elements, which could generate customer brand experience. 

According to Wansink and Kahn (2004), various initiative factors of the product can serve 

as critical criteria in the consumption process, offer better familiarity to customers. In 

other words, they express the coordination between brands and affirm its incremental 

influence on customer feelings, sensations, cognitions, and behaviors that form brand 

experience (Brakus et al., 2009).  

Based on the groundwork of antecedent researches, Strategies (2005), Moore et al. 

(2010), agree that flagship stores must maintain its advantages of having the capability to 

offer the highest quality as well as a distinctive product. Nobbs et al. (2012) described 

flagship stores as a top distribution hierarchy, while it offers everything and some 

exclusive things, combined with perceived brand knowledge. In terms of exclusive 

ranges, Nobbs et al. (2012) observed more 527 stores, and confirm that two-thirds of those 
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interviewed stated that flagship collections are essential in providing added value for the 

consumer and thereby acting as a reason to visit the store.  

2.2.2. Design of flagship stores 

Flagship stores often have a fancy space. Nobbs et al. (2012) define this dimension 

as the language of the flagship, special language to communicate with customer‘s 

cognition. Moore and Doherty (2007) conduct a research study the evolution progress of 

flagship stores, they emphasized the critical role of architecture in reflecting and helping 

build the identity of a brand, then increase purchase intention. Referring to the recent work 

of Bingham (2005), the subtle boundary between commerce, art, and architecture is now 

even more fragile. This is not a recent and exceptional phenomenon in business, 

incorporated evidence drawing from originating works of Moore and Doherty (2007) and 

Barreneche (2008) admit the effort of John Pawson and Calvin Klein in 1996 which gave 

momentum to this movement. The visual catalysts enhance and induce the customer to 

engage in a silent obsession to brand passively, said Moore et al. (2010). 

These indisputable evidences prove that there is an active connection between 

flagship‘s design and customers' spending (Strategies, 2005), moreover, it is also about 

building an emotional connection with them. These familiar emotions and feelings link 

directly to the definition of third space, a place where customers can sense the comfortable 

and free their emotions to enjoy, taste, interact with and ―touch‖ the brand (Strategies, 

2005). Babin and Attaway (2000) research show that a store's atmosphere could stimulate 

consumers‘ brand experiences in number of ways: product displays, packages, stocking 

style, light, music, picture, or even the store's cleanliness can contribute to a strong 

emotional and cognitive connection that stimulating brand experiences (Brakus et al., 

2009). Nierobisch et al. (2017) expand the research of flagship stores into the FMCG 

market and added a new dimension, called augmented brand display, again reemphasize 

the positive influence of the flagship design.  

2.2.3. Unique retail structure 

Nobbs et al. (2012) endeavour to add an additional dimension that had not been 

identified previously in precedent literature, called a unique retail structure. Flagship, 

usually considered as the highest-level stores, need to be managed effectively, companies 

tend to increase the number of managers, or assistant so as to assure the customer‘s 

cognitive and holistic experience. A consecutive series of researches have stressed the 

importance of the service quality from their contact with sales staff in retail stores or brand 

(Grace and O'Cass, 2004; Lemke et al., 2011; Padgett and Allen, 2013). Referring to 
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visual merchandising and sales structures, Nobbs et al. (2012) argue that high-class stores 

require professional and dedicated staff, whose will afford and maintain the brand quality 

so as to match with exclusive expectations of the customer. Further, in-depth knowledge 

and problem-solving skills will offer a significant increment in customer sensation by 

providing them enthusiastic consultancy and support alike will increase the likelihood of a 

customer to purchase (Moore et al., 2010). 

Moore et al.‘s identifies the capability of flagship stores to contain a large number of 

products will surely capture the cognition and holistic view of the customer, then affect 

their shopping behavior. Jones and Doucet (2008) suggest the effects of flagship stores are 

mostly achieved through offering full ranges of products, both in terms of wide and depth. 

Moore and Docherty (2007) expand the scale of antecedent study by adding crossed 

categories brands, evidenced by Verdict (2007). Moreover, an exclusive brand, which is a 

brand solely exhibit and sell only within the flagship stores system, also is a key 

dimension that affects the brand experience.  

Literature also account for other dimensions, such as size & location, strategic 

purpose (Moore and Doherty, 2007) and accumulated feelings (Tim et al., 2017). 

However, in this study, we choose to focus on internal factors contributing to the shopping 

behavior of the customer, thus we decide to not cover these types of the component in 

order to reject errors and complexity of data analysis. 

2.2.4. Special sale promotion program 

―Feeling good‖ about the brand is usually based on key dimensions that consist of 

different specifications (emotion, thoughts, sensations, and behaviors). The more powerful 

promotion is, that is the more these dimensions are enhanced. As these dimensions 

converge toward a ―feel good‖ experience, consumers should infer to have beliefs and 

positive attitudes toward the brand (Tuan, 2004; Kozinets, 2002). 

The promotion has embedded a strong perception in the customer mind by which 

the way of communication is sharing ideas, believes, experiences among each other 

(Nawaz Ahmad, 2014). Specifically, there are several promotion ways: (i) Sale promotion 

program, (ii) relationship marketing, and (iii) government recommendation which 

customers rely on before making a purchase decision. The above two main sources of the 

promotion will be conducted in this research for customers. The power of promotion can 

never be underestimated. Some findings of previous studies show that customers are 

anchored both indirectly and directly and then result in willing to purchasing a product 

based on promotion from word of mouth (Mulpuru, 2007; Pan, 2011). Bansal (2000) 
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indicates that consumers have high reliability and acceptance on word-of-mouth, this 

shows that the effectiveness of transferring data of the promotion is three times greater 

than that of traditional advertisement. Anam Bhatti (2018) indicated that the sales 

promotion and discount had a remarkable and positive effect on the consumers‘ purchase 

intention. 

2.3. Factors affecting purchase intention 

2.3.1. Shopping motivations 

It is worth considering the motivations of shoppers before making any purchasing 

decisions. Some scholars started to reinvestigate consumer shopping behavior by 

questioning consumer shopping motivations. There are dimensions reflecting customer‘s 

motivation: (i) intended to benefit, (iii) need base, and (iv) affordability. Contrary to the 

traditional belief that consumers go shopping just to purchase products and/or services, 

(Tauber, 1972) argued that consumers go shopping because they recognize that shopping 

activities may satisfy that need and want to adapt their need base. Based on in-depth 

interviews, Tauber also hypothesized that shopping motivations can be either personal or 

social. Self-motivations consist of need base, a habit from the daily routine, affordability, 

and sensory stimulation; while social motivations include social experiences outside the 

home, affiliation with others having a similar interest or status, and purchasing trend. 

Since Tauber‘s (1972)  seminal article, many researchers have posed their interest in 

discovering the motivations of customers (Coates, 1984). Some key shopping motivations 

identified based on an emotional dimension. These studies indicate that shopping is a 

complex consumer behavior that is either purchase related or non-purchased related. To 

acquire products and services, consumers may shop for product information and compare 

the alternatives to find the best choice. Coates (1984) and Arnold (2003) investigated 

consumers‘ shopping motivations and identified adventure shopping, satisfaction 

shopping, value shopping, social shopping, role shopping, and idea shopping motivations. 

Therefore, consumers shop to have fun and enjoyment through bargain hunting and 

socializing with family and friends, to get mental and sensory stimulation through 

browsing and appreciating store atmosphere, to improve personal well-being by relaxing 

and releasing stress, and to satisfy their curiosity about new trends and fashion (Tauber, 

1972; Coates, 1984; Arnold, 2003). Overall, these studies indicate shopping is also 

motivated by a range of psychosocial needs that go beyond the acquisition of products and 

services. Holbrook (1994) identified three key dimensions of customer value: extrinsic 

versus intrinsic, self-versus other-oriented, and active versus inactive. These dimensions 

supplemented eight sub-dimensions of value: efficiency (convenience), excellence 
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(quality), play, aesthetics, status, esteem, ethics, and spirituality which play a critical role 

in self-orientation when experiencing in brick-mortar store 

2.3.2. The power of brand equity  

The concept of ―customer-based brand equity‖ is coming up with by Keller (1993). 

Following Keller and Lassar (1995) also claimed that the brand is an equity that is 

integrated into the organization it has mainly produced rather than being seen as a final 

choice relating to product naming. Brand equity is a multidimensional construct 

composed of four dimensions: (i) brand loyalty, (ii) brand awareness, (iii) brand 

associations, and (iv) brand quality (Yoo Boonghee and Naveen Donthu, 2001). Brand 

equity could be recognized as the extension of brand attachment and the result of the 

brand experience. The lead of customer interaction and reaction and that brand 

perceptions are actually based on experience and therefore it is the organization's duty to 

handle that experience efficiently. Experiential marketing builds consumers‘ emotional 

and cognitive connection with a brand by linking it to consumers‘ selves through 

memorable brand equity (Schmitt et al., 2004). Foroudi (2014) contended that brand 

attitude is a function of the associate brand belief and brand association that are striking 

for the brand. 

We propose that brand-related thoughts, emotions, sensations and actions linked to 

an in-store brand experience engage consumers in actively constructing their relationship 

with a brand (Pine et al., 1998). Penaloza (1998), the engagement of the ―consumer‘s 

motor and sensory activities‖ is central to the formation of cultural meanings and brand 

building. As sensations of smell, taste, sight, hearing, and touch are called through various 

triggers and linked to specific memories (Joy et al., 2003), experiential quilting points in a 

store bring to life a powerful brand experience (Borghini, 2009).  

Since the characteristics of stores foster positive retail brand associations which are 

a major aspect of brand equity (Yoo et al., 2000) and some previous studies tested the 

influence between brand experience and the general evaluation of a brand (e.g. Pine et 

al., 1998), and researchers (Sherry, 2001; Borghini, 2009) offer convincing examples, 

such as Niketown, the American Girl Place, and ESPN Zone, thus, we expect brand 

experience to influence brand equity and consumer buying behavior. Erics (2012) also 

states that there is a significant relationship between brand equity and the willingness of 

purchasing a particular brand against similar products. Consumers make their purchase 

decisions largely depending on brand equity rather than the product itself. When the 

brand equity is compatible with the self-concept of customers, the consumers would 

give preference to it.   
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In this research, we design the conceptual framework to bring to the fore to the 

influence of flagship stores and other factors to purchase intention as Figure 1. 

Figure 1: Conceptual framework 

 

2.4. Hypotheses 

In order to achieve the study objective, we put the research into different the 

following hypotheses: 

H1: Product-based characteristics affect positively purchase intention. 

H2: Unique retail structure will induce customer to spend. 

H3: Special promotions in flagship store affects positively purchase intention. 

H4: Design of flagship stores affects positively purchase intention. 

H5: The more powerful of brand equity in flagship store, the more increasing of 

purchase intention. 

H6: The increasing of motivation leads to increasing purchase intention when 

customers are in flagships ecosystem. 

Purchase intention 

Flagship store 

Product-based 
characteristics 

Design 

Unique retail structure 

Promotion 

Motivation 

Need base 

Affordability 

The price of product 

Brand equity 

Brand awareness 

Brand loyalty 

Brand association 

Brand visibilty 
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3. Methodology 

3.1. Approach 

The ultimate purpose of this research is to explore if flagship would help retailers to 

influence purchase intention of customers. In doing so, this qualitative research first seeks 

to understand the expectation from the perspective of the customer population it involves. 

The qualitative research is effective in obtaining specific information about values, 

opinions, behaviors, and social contexts of specific populations.  

The research also uses quantitative methods to empirically verify the impacts of 

each set of factors on the purchase intention of consumers. A focus group consisting of 

different flagships of different brands and their customers and visitors. A questionnaire 

was designed carefully to encourage respondents‘ willingness to answer. Interview and 

survey techniques were used to collect data from customers. Data analysis was performed 

using a person's coefficient of correlation, factor analysis, and analysis of multivariate 

regression.  

We validated and refined the measurement scale of the proposed model after the 

data collection and using exploratory and confirmatory factor analyses. Finally, we used 

the structural equation methodology to empirically test the proposed model of successful 

implementation of flagship stores. 

The study will propose a statement through qualitative fieldwork. After that, those 

significant statements will be confirmed and deepen by qualitative fieldwork. Additional 

verification related to the research could be verified through the qualitative data; as a 

result, the conclusions of the quantitative data will be better interpreted. Therefore, this 

research will apply both quantitative and qualitative methodologies. We send survey 

emails to managers and functional staff of some brands to ask about factors driving the 

performance of flagship stores. We also send a survey form to customers who have 

experienced the flagship store to ask about their evaluation. Their answers in the survey 

provide valuable opinion data.  

3.2. Test of variables 

The validity of variables is tested through a comprehensive method, beginning with 

the reliability of variables. The research first uses Cronbach‘s Alpha (George, 2003) to 

test reliability. The second step is to check if the sample size is relevant by the approach of 

Sarstedt and Mooi (2019, p.264). The research uses Kaiser-Meyer-Olkin (Kaiser, 1974; 

Kaiser, 1958) and Bartlett's to measure the adequacy of sampling, which should be higher 
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than 0.5 in order to continue with satisfying factor analysis. Finally, the research uses 

Bartlett‘s test to test whether variables are correlated to one another. 

3.3. Questionnaire description and design 

For the purpose of developing an understanding of the relationship of two 

components: flagship stores, and purchase intention and put them into an appraisal model. 

Within a short period of time and limited resources, a diverse combination of respondents 

along with different roles and experiential relevant to the topic of the paper, and 

thoughtful description and reflection were sought. We conducted to access and 

recommend a candidate for interviews in order to answer the objectivity of research. All 

observed variables were measured using a Likert scale consisting of 5 levels, with ―1‖ 

indicating strongly unaffected/strongly insignificant and ―5‖ indicating strongly affected/ 

strongly significant for every specific question. 

Drawing from the literature review, we design these variables which are consistent 

with the object of the study (see Table 1). 

Table 1: Variables design 

Flagship store 

Product-based characteristics 

 Long lasting 

 Attitude toward brand/product 

 Brand/Product quality 

 More features 

Design 

 Display 

 Useful attachment 

 Packaging 

 Dignity 

Unique retail structure 

 Staffs‘ consultancy 

 Product range availability 

 Government recommendation 

Promotion 

 Sale promotions  

 Free offers/discount 

 Relationship marketing 

Motivation 

- The price of product 

- Need base 

- Affordability 

Brand equity 

- Brand awareness 

- Brand loyalty 

- Brand association 

- Brand visibility 
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4. Analytical result and findings 

Given that our study's purpose was to capture the effect of the flagship store, it was 

necessary to collect data on each customer's assessment for each of the flagship store 

characteristics and then to collect the data to these constructs afterward, along with brand 

equity, and motivation purchase intention. 

4.1. Test of reliability of independent variables 

The reliability of the independent variables test (George, 2003) returns Cronbach's 

Alpha of 0.897, which is excellent. Thus, the overall reliability of the sample is affirmed. 

Further, the variables reliability test is to measure whether they are correlated to each 

other so that all component variables have Corrected item-total Correlation> 0.3 

and Cronbach's Alpha if Item Deleted > 0.6 and smaller than total Cronbach‘s Alpha of 

the sample, therefore no variables were rejected. 

Table 2: Item-total statistics 

Item-Total Statistics 

  Scale 

Mean if 

Item 

Deleted 

Scale 

Variance if 

Item 

Deleted 

Corrected 

Item-Total 

Correlation 

Cronbach's 

Alpha if 

Item 

Deleted 

1.1-Brand awareness 74.42 116.755 .625 .890 

1.2-Brand visibility 74.43 116.446 .601 .890 

1.3-Brand association 74.31 117.453 .547 .892 

1.4-Brand loyalty 74.42 117.928 .534 .892 

2.1-Shelf display 74.63 117.962 .536 .892 

2.2-Useful attachment 74.60 117.409 .536 .892 

2.3-Packaging 74.55 118.985 .554 .892 

2.4-Dignity 74.41 118.087 .598 .891 

3.1-Affordability 74.11 117.605 .561 .891 

3.2-Need base 74.10 117.861 .587 .891 

3.3-The price of product 74.28 118.210 .493 .893 

4.1-Brand/Product quality 73.84 118.694 .538 .892 

4.2-Long lasting 73.95 118.799 .514 .893 

4.3-Attitude toward brand/product 74.23 118.527 .498 .893 

4.4-More features 74.46 120.946 .405 .895 

5.1-Government recommendation 75.33 122.739 .318 .802 

5.2-Staff‘s consultancy 75.01 118.752 .407 .896 

5.3-Product range availability 74.61 116.876 .545 .892 

6.1-Sale promotion 74.25 118.967 .516 .893 

6.2-Relationship marketing 74.79 121.630 .342 .897 

6.3-Free offers/ Discounts 74.28 118.573 .528 .892 
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Regarding the relevance of sample size, according to Sarstedt and Mooi (2019, 

p.264), the sample size must be over 10 times of measuring variables. Whilst independent 

variables are 22, thus qualified sample size is at least 220 responses. Besides, referring to 

Robert H. Pearson (2010), a sample size of over 300 is good. The total of valid responses 

of this research was 400, therefore, the relevance of the sample size is secured.  

The research used the Explanatory Factor Analysis to reduce data to a smaller set of 

summary variables and to explore the underlying theoretical structure of the phenomena. 

Kaiser-Meyer-Olkin (KMO) test, which measures sampling adequacy for each variable in 

the model and the complete model (Kaiser, 1974; Kaiser, 1958), returns 0.883 indicating 

the sampling is adequate. Further, the Bartlett test return results in Sig. < 0.05, thus 

variables are not correlated to one another.  

Table 3: KMO and Bartlett's test 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .883 

Bartlett's Test of Sphericity Approx. Chi-Square 3791.776 

df 231 

Sig. 0.000 

Rotated component Matrix further verifies the sample, these figures below show that 

component factors are far above safety range, suggesting that data is practically 

significant. Moreover, the convergence of data around the categories which have been 

aforementioned in literature implies that the theoretical framework is robustly supported 

by statistical techniques. 
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Table 0: Rotated component matrix 

Rotated Component Matrix
a
 

Categories Independent variables Component 

1 2 3 4 5 6 

Brand 

Equity 

1.1-Brand awareness .732      

1.2-Brand visibility .693      

1.3-Brand association .667      

1.4-Brand loyalty .531      

Design 2.1-Shelf display  .663     

2.2-Useful attachment  .661     

2.3-Packaging  .635     

2.4-Dignity  .612     

Motivation 3.3-The price of product   .763    

3.1-Affordability   .750    

3.2-Need base   .741    

Product 4.2-Long lasting    .774   

4.3-Attitude toward brand/product    .772   

4.4-More features    .700   

4.1-Brand/Product quality    .663   

Unique 

Retail 

structure 

5.2-Staff‘s consultancy     .842  

5.1-Government recommendation     .828  

5.3-Product range availability     .574  

Promotion 6.1-Sale promotion      .747 

6.3-Free offers/ Discounts      .677 

6.2-Relationship marketing      .592 

Extraction Method: Principal Component Analysis. Rotation Method: Varimax with 

Kaiser Normalization. 

Rotation converged in 9 iterations. 

4.2. Influence of Flagship stores to purchase intention 

Regression analysis observed 400 responses and derived a function: 

Purchase intention= α+ β1*Product based characteristics+ β2*Unique Retail 

structure+ β3*Promotion +β4*Design +β5*Brand Equity +β6*Motivation + ε 

With p=.00, thus, this function has practical application. 
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Table 5: Regression statistics 

Regression Statistics     

Multiple R 0.423407     

R Square 0.179273     

Adjusted R Square 0.166743     

Standard Error 0.794736     

Observations 400     

ANOVA      

 df SS MS F Significance F 

Regression 6 54.21938 9.036564 14.30731 9.11E-15 

Residual 393 248.2206 0.631605   

Total 399 302.44    

 Coefficients Standard Error t Stat P-value  

Intercept 1.210999 0.282612 4.285018 2.3E-05  

Brand equity 0.137754 0.081836 1.683289 0.09  

Design 0.376213 0.08741 4.304009 0.00  

Motivation 0.026834 0.065485 0.409769 0.68  

Product -0.08454 0.068841 -1.22803 0.22  

Retail structure -0.01833 0.052545 -0.34877 0.73  

Promotion 0.172695 0.071569 2.41299 0.02  

Two dimensions of Flagships, product-based characteristics and unique retail 

structures follow the same pattern as self-motivation and brand equity factor, p 
Prodcut

 = 

0.22 and p 
UniqueRetail

= 0.73. This result is contrast to antecedent literatures, as of many of 

scholars emphasize the magnitude of product and unique retail structure. Moore and 

Doherty (2007) expressed the importance of flagship as a top distribution hierarchy 

proving wide ranges of product. They also emphasized the positive impact of unique retail 

structure, includes manger consultancy and number of staff, on customer intention to 

purchase. Tim Nierobisch et al. (2017) affirmed origin ideas by empirical evidences 

gathering form FMCG market. However, initial idea of flagship is for branding purpose, 

thus, it is illogical to assess an indirect connection between flagships and affect purchase 

intention because there is possible chance of a larger statistical errors emerge. In this cope 

of study, the data shows that a direct link between flagship and customer purpose is not 

statistically evidenced, thus we reject hypothesis 1 and 2.  

There is a mutual agreement among scholars in terms of postive impact of 

promotion factor  to customer intention to purchase (Moore et al., 2010; Nobbs et al., 

2012). Thus, hypothesis 3 venture to discover and affirm practical significant of this 
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ideology. Regression function state there is positive link between promotion factor and 

shopping intention of customer, showing by β = .17. In the middle of this, significant level 

is p = .002, implies that the linier relationship is statistically meaningful. In summary, the 

Hypothesis 3 is accepted. 

Design of a flagship can serve as a catalyst to enhance and improve customer‘s 

cognition of brand, and gradually affect purchase intention. Regression analysis affirm 

logical deduce, with β =.38 and significant level p =.00, thus we accept this hypothesis. 

This result is in line with previous researches of luxury brand (Moore and Doherty, 2007) 

and FMCG products (Tim et al., 2017). Further, our results added other dimensions in 

existing definition of design component of flagship. Recall that design factor is aimed to 

communicate brand meaning to customer using visual effects, however, manager often 

neglect usefulness of words and sentences. Our results imply that instruction and other 

stories constructed in bright, simple and clever content can affect purchase intention 

positively. Additionally, lifestyle of customer is also considered as a critical factor, as a 

brand usually target to a specific type of customer, with specific needs and purposes. 

Hypothesis 5 proposes that the flagship store creates positive influence on purchase 

intention through maintain brand equity. In the marketing context, this relationship is 

supported by mass literatures. However, in this case study, significant regression 

coefficients of β = .13 (p = .09) implies that this connection cannot be explained 

statistically. Thus, we reject this hypothesis. 

According to Tauber (1972), self-motivations is among the largest driver of 

customer to spend their cash, however, in the context of flagship stores, this factor does 

not have linier relationship with purchase intention, evidenced by extremely high 

significant value (p = .68), implies that the sample does not contain enough data to  

explain this connection statistically. Thus, we reject hypothesis 6. 

4.3. Findings 

Our study contributes to the current literature in the three following ways. 

First, among various literatures attempt to position flagship in marketing context, 

there is a few scholars have shown attention to assess the ability to affect customer 

purchase behaviours. Despite of there is an urge to discover the topic of flagship stores, 

most of scholars may not reach outside of branding experiences stage. The final purpose 

of any marketing activities is to boost revenue as per findings from Allegra Strategies 

(2005) and Moore & Doherty (2007). Using flagship as a branding channel only is not 

effectively utilize its capability, this study endeavours to prove there is a direct connection 
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between flagship stores and purchase intention of customer. By running regression 

analysis, aforementioned hypothesis is confirmed, statistical results indicate the practical 

implication of flagship stores to affect customer intention to shop. 

Second, of four dimensions of flagships, two of them, product-based characteristics 

and unique retail structures do not have linier relationship with purchase intention 

variable. This result is contrary to previous argument of Nobbs et al. (2012), Wansink and 

Kahn (2004) and Nierobisch (2017). The differences among these hypotheses might due 

to the dissimilarities in choosing sample variables and sample size. While previous 

literature focus on a particular type of market (luxury brand or FMCG) and type of 

flagships alike, our study covers a wide range of product, which aim to achieve a general 

insight of flagship in Vietnamese market only. 

Third, for both design and promotion factor, the regression function affirms positive 

and statistically meaningful relationship between those two factors and customer purchase 

intention. The flagship allows consumers to live and experience brand more effectively 

compared to a regular store. This finding is align with study of Nobbs et al. (2012) and 

Dolbec and Chebat (2013). Moreover, we add the positive impact of words and sentences 

on dependent variables, as of other researches often omit the effects of a good content. 

Lifestyle is also considered as a critical factor. Each type of brand aim to specific type of 

customer, thus, customers find themselves in a customized architecture will obviously be 

induced to purchase. Promotion factor is also affirmed as an essential facet of augmented 

factors affect branding purpose. This phenomenon appears consistently with study of Tim 

Nierorbisch et al. (2017). Implications drawing from aforementioned findings are 

discussed in section 5. 

5. Implications and recommendation 

5.1. Implications 

5.1.1. Creating brand orientation 

Each brand has its own story, and flagship stores not only merchandise products, but 

also contribute to deliver the story and way of living to customers, therefore, emphasizing 

the role of flagship store is an essential channel for building and reinforcement brand 

rather than profitability. Our result contributes to the theoretical understanding of flagship 

store-fuelled shopping experience creation and the unique design stimulates consumer-

brand relationships and future brand purchase. This is particularly important to embed 

brand image into flagship store‘s concept including display, product package, decorating 

style, or even the store's music can lead to emotions and cognitions that affect a 
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consumer's purchase and consumption processes. In-store attractions, information 

combine with entertaining aspects make enhance physical experience toward customers. 

Concepts of flagship store reflect the dignity of brand via themed entertainment brand 

stores, as either exclusive or non-exclusive channels for the brand. The retailers create 

magnificent spaces for customers to have new opportunities for discovery, a high level of 

engagement with store‘s partners, and a deep connection with brand. Flagship store 

experience prevails over functional efficiency. From the retailer perspective, the retail 

brand is seen within a context of ―brand story-oriented service‖ to gain deeper 

understanding of how customers think and feel about brand and product. It‘s important to 

understand and acknowledge consumer behaviour and consumer insights could help 

retailer engage with customers emotionally, adjust marketing strategy, and result in 

increased revenue. 

Furthermore, we find evidence that special promotion programme and the 

acquisition of new stimuli from the augmented brand display necessarily create an even 

stronger flagship store-fuelled brand experience. This implies that the creation of brand 

experience in flagship stores is a dynamic. As the in-store attractions that influence the 

augmented brand display could vary among industries, it could be interesting to identify 

further drivers of the augmented brand display. 

5.1.2. Increasing brand cognition through flagships stores experience  

The role of the flagship in the brand experience has become an increasing concern to 

consumers and marketers. Retailers strive to position brand value to differentiate 

themselves, thus creating a competitive advantage against challengers. Marketers and 

researchers have investigated various methods to improve and enhance brand experiences 

of the customer, one of the very essential channels is through the unique presence of 

flagship stores.  

Brakus (2009) claimed that internal consumer reactions (sensations, feelings, 

cognitions) and behavioral responses are evoked by brand-based attributed that are part of 

a brand‘s design and identity, packaging, communications, and environments. Analyzed 

data affirms the current link between flagship environment and customer‘s cognition of 

brand, feelings, and sensation, and so on. Colors, shapes, types, and designs integrate into 

creative thinking, consequently, draw more consumers‘ attention and enhance consumers‘ 

experiences toward the brand. Slogans, message, and characters of stores derive the 

sensory experiences from the emotion or stimulate actions while the whole shopping trip. 

Enhancing shopping experience in the flagship store is a contingent breakpoint, which set 

in motion further purchase rate and brand cognition. 



  

 

 

747 

5.1.3. Using flagship stores as a market entry method 

Flagship stores could be used as a powerful tool to enhance brand cognition and 

brand awareness especially in the early stages of market penetration. Retailers use flagship 

as the language to communicate brand purpose to customers, through style and display of 

stores, they can create the very first impression of the brand or enhance it. Moore (2010) 

had introduced the concepts of flagship stores using a method to enter the international 

market of luxury retail chains. A flagship store acts as a central point where the 

development of a relationship can begin. A flagship is typically the place where the whole 

collection is presented, where all groups customers, visitors, and retailers receive 

information with respect to the function and features of the brand and product. At the 

early stage of market penetration, from the retailers‘ perspective, a flagship store could be 

called a ―try-and-trust‖ place to examine the market and get customer insight. 

5.1.4. Building ―one-look‖ flagship store chain 

The ―ideal‖ flagship store is often required a considerable financial investment. The 

flagship stores are demonstrated that its effectiveness to the creation of a brand store, just 

emphasize the short-term sale and those with a longer-term brand building orientation. 

The flagship, however, is not necessarily the largest store, some flagships may be 

narrower and quirky, distinguished from the surrounding environment. Building a ―one-

look‖ flagship store chain as outlet selling points are strongly embedded in customers‘ 

mind. For example, according to Huu Nghi corp's marketing strategy in the Vietnam mid-

autumn festival, its strategy offers possibilities for customers seeking a flagship shop 

defined by its proximity to the target market and compatible competition. The coverage of 

flagship stores helps Huu Nghi ‗to become the first choice of customers when wishing to 

buy moon cakes. 

5.2. Recommendation 

Retailers who operate flagship stores or intend to employ flagship stores as a 

marketing communication tool should take augmented brand‘s display and special sale 

promotion into account to build brand image. Flagship stores should emphasize service 

delivery and continue focusing on the store‘s style to provide pleasant shopping 

experiences. The findings suggest that product quality and retail structure value don‘t 

bring significant value when customers experience at flagship stores. Therefore, rather 

than focusing on quality merchandise with unique structure, flagship stores should focus 

on delivering the value of the brand and stimulating customers to buy, construction, and 

exclusivity of the store.  
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5.3. Limitation and further research  

This research attempts to assess the direct connection between flagships and 

customer purchase intention. Even though the topics of flagship have received enormous 

attention from scholars, increasing purchase intention is still an emerging channel, thus 

there are not many literatures to cover this new facet of the flagship. Six independent 

variables in this study are extrapolated from previous researches about flagship and brand 

experiences. This limitation contributes largely to the final results of among six 

hypotheses, only two are accepted. Thus, there is raising needs in discovering precise and 

logical facets of flagship adding positively to the purchase intention of customers.  

The second limitation comes from sampling methods. This study makes an effort to 

estimate the general relationship of flagship and purchase intention, thus we chose a sample 

cover as many goods as possible, ranging from the luxury brand (TV, Smartphone, high tech 

products) to regular and basic stuff (sugar, clothes, etc.). This inclusive range contains 

statistically errors, as interviewers (customers and visitors) will have different attitudes toward 

each type of product, thus, it likely erodes the precision of scale measurement. 

Future studies should focus on discovering relevant facets of flagship which 

contribute directly to the purchase intention of the customer. Moreover, to retain a high 

level of practical significance, researchers should venture into a single particular sector 

only, in order to reject statistical errors, protect the reliability and relevance of data. 

6. Conclusions 

The aim of this study was to detect the effects of the luxury flagship store on 

purchase intention. The research findings clearly affirm that flagships do have a positive 

impact on the revenue collection of a brand. In doing so, this study ventures to construct a 

model of six theoretical relevant variables, includes (i) Product based characteristic, (ii) 

Promotion, (iii) Design, (iv) Unique retail structure, (v) Motivation, and (vi) Perceived 

Brand equity. 

The results drawing from regression analysis suggest that of six aforementioned 

facets, two essential elements of flagships are Design and Promotion factor can be stated 

to have a linear relationship with customer buying behaviors. Further, adding to the design 

factor, we find that flagships can use the effect of writing, in terms of detail, smart and 

well-structured content to increase purchase intention. Additionally, the lifestyle of the 

customer should be considered as an essential factor when managers decide the theme of 

the flagship, as a different type of customer will have different ways to sense stories of 

flagships.  
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Based on those findings, our study suggests three managerial implications to 

further utilize the capabilities of flagship stores. First, the link between the flagship 

environment and customer‘s cognition of brand, feelings, and sensation. Slogans, 

message, and characters of stores stimulate actions and enhance the shopping experience 

in flagship stores, thus, set in motion further purchase rate and brand cognition. Second, 

our findings encourage the promotion factor of flagship stores to identify the 

effectiveness of the flagship store and assess their impact on creating purchase intention 

for types of brands or products. Third, the flagship store could be used as a powerful 

tool for market penetration. Retailers use flagship as a language to communicate brand 

purpose to customers, through style and display of stores, they can create the very first 

impression of the brand or enhance it. Last but not least, building the ―one-look‖ 

flagship store chain as outlet selling points are strongly embedded into customers‘ mind, 

evidenced by practical proofs of Huu Nghi Corp. 

This paper retains two main limitations. The first is due to a lack of existing 

literature to cover the topic of flagships and purchase intention. Independent variables in 

this study are extrapolated and thus, contain initiative errors. Second, the sample size 

covers a wide range of product, result in a low correlation of data and gradually affect 

interviewer‘s decisions. These findings provide direction for future research in the area. In 

particular, there is an opportunity to investigate other dimensions of flagship stores to 

acquire a higher purchase rate. Further, the future studies can focus on a specific sector of 

product to discover the diversification of flagship in terms of marketing tools. 
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Abstract: 

This paper used data from 533 companies on Vietnam‘s stock market from 2008 to 2016 to 

study the factors that help identify a zombie company. In particular, zombies were the companies 

with negative profits, and interest coverage ratio was less than 1 for three consecutive years. 

Estimated results from a Probit model with panel data show that: (i) a zombie company this year 

is more likely to be a zombie next year; (ii) the small company is more likely to become a zombie; 

(iii) abuse of financial leverage, increasing debt to total assets increases risks of becoming a 

zombie; (iv) decreasing profits to total assets increases risks to become a zombie; (v) when 

current ratio decreases, the risk of becoming a zombie increases; (vi) decreasing in the turnover 

to total assets increases risks becoming a zombie. 

Keywords: Listed companies, probit model, Vietnam, zombie companies. 

 

1. Introduction 

―Zombie company‖ was the original term applied to Japanese companies which led 

Japan to a two-decade period of economic stagnation (Caballero et al., 2008). These weak 

companies should have been eliminated by the market; however, in one way or another, 

they were still supported to survive. Such enterprises were no longer active or creative and 

adaptable to a new environment; they did not contribute to economic development and 

added value for society. Since 2000, researchers and policy makers in United States, 

Japan, Korea, China, and EU has studied on this issue. This trend continued after the 

2008-2009 financial crisis. During that time, global interest rates fell to a new record, 

furthermore, leading to several crises happening, such as public debt crisis in Europe, 

recession in large scale in many countries, and bad debt crisis in banking system of China 

or Vietnam. According to the report of Bank for International Settlements (BIS, 2017), 
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headquarter of this organization in Basel directing central banks all around the world 

found out that in the 1980s, the 10% reduction in the nominal interest rate caused the 17% 

rise (or 6 times higher) in the number of zombie companies, despite the fact that this could 

be much higher. In the recent researches, there has been no consensus on the definition of 

zombie companies, but scientists and the governments have established criteria to identify 

zombie companies. Accordingly, the company is considered as a zombie if this enterprise 

is not able to pay its debts, make long-term losses (meaning to 3 consecutive-year loss), or 

have the lower rate of loans payment than the defined threshold and get profit of this year 

lower than the previous year. 

In addition, these zombies provoke the sluggish economy; they limit the 

development that even causes an economic crisis. We will see these great consequences 

happening if zombie companies are still alive, prompting the series of bad debts and 

wasting the resources usage. It is not fair that zombie companies cannot repay both 

principle and interest, especially do not pay tax, while healthier companies pay tax, full 

repayment and also face price competition (Fukuda and Nakamura, 2011; Nakamura and 

Fukuda, 2013). The large number of inefficient companies that were identified as zombies 

will be an obstacle to the long-term economic development goals of the countries. 

In Vietnam, among the listed companies on both HOSE and HNX stock exchanges, 

and companies registering transactions on UPCOM, the business losses for three 

consecutive years are subject to delisting, based on the provisions of Decree 58/2012/ND-

CP. From 2014 to August of 2018, the number of unlisted businesses was 74 on HOSE 

and 18 on HNX. Besides, as of July 12, 2018, Hanoi Stock Exchange (HNX) also issued a 

warning for 98 stocks on UPCOM, Unlisted Public Company Market is under HNX. 

There was another remarkable statistics showing that small and medium enterprises, 

maybe even micro ones, are also operating in the style of zombie companies. According 

to the Ministry of Planning and Investment, in the first eight months of 2018, Vietnam had 

41,660 enterprises suspended or waited for dissolution; that was 45.9 percent rising from 

2017. On average, period 2015-2017, there were about 30,000 enterprises suspended or 

waited for dissolution each year. 

Setting criteria to define a zombie company and early warning of a zombie situation 

will be very useful not only to corporate executives but also to policy makers. 

This research aims to: build criteria to identify zombie companies; examine the 

situation of zombie companies listed on two stock exchanges in Vietnam, period 2008-

2016 and identify some factors to help identify and early warn the risk of companies 

becoming zombies. 
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2. Literature review of zombie companies 

2.1. Criteria for identifying zombie companies 

The concept of Zombie companies in the field of economics is relatively new. This 

term appeared in the late 1980s, and from then, there were many views and concepts in 

studies worldwide (Jiang et al., 2017). The term ―zombie‖ became popular on the media 

throughout 2008, refer to companies that received relief under the US government's 

TARP (troubled asset relief program) (Thomas, 2012). In his study, Hoshi (2006) 

suggested that zombie companies are insolvent and have little hope of recovery, but they 

managed to avoid failure thanks to bank loans. 

Similarly, Mark Thomas (2010, 2012), who studied zombie companies in the United 

Kingdom and the United States, said that zombie companies were businesses that can only 

use cash to cover interest payments but were not able to pay off the debt. Zombie 

companies may have revenue and cash; however, they cannot attract enough investment 

to clear their debts. After paying all fixed and variable costs, zombie businesses only have 

enough money to pay the huge interest, not the principal. These businesses will survive in 

a pretense, incapable of profitability, and will become burden to the economy. 

One of the famous studies on zombie companies of Caballero et al. (2008) stated 

that a company is Zombie if the actual interest paid in the year is lower than the assumed 

risk-free rate     
  calculated by recipe: 
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 is short-term / long-term bank loan, year t 

          corporate bond issuance  

If          
  the business is considered a zombie, that      is the actual interest paid. 

However, Fukuda and Nakamura (2011) have shown that: if only one criterion is 

given, it is possible to misidentify zombie enterprises. Firstly, in many cases, a non-

zombie enterprise is also entitled to a low interest rate policy compared to the market, so 

this indicator can falsely identify a healthy enterprise as a zombie enterprise. Secondly, 

there are different stages in the economic cycle. The zombie enterprises are not supported 

but also bear current interest rates. Therefore, a zombie enterprise becomes a non-zombie 

enterprise. 
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The two cases above were verified during the economic crisis in Japan, so Fukuda 

and Nakamura (2011) relied on the research of Caballero et al. (2008) to develop and add 

exact criteria for zombie enterprises. The first criterion is the profitability of an enterprise. 

According to this criterion, businesses that can pay interest at a rate lower than the 

assumed risk interest rate but with a positive pre-tax profit will not be classified as 

business zombie karma. The second criterion is the criteria for everlasting lending, which 

indicates that firms without profit, high loans and increased external debt will be identified 

as zombie enterprises. Accordingly, these businesses will have a lower pre-tax income 

than loans with assumed risk interest rates in period t; the total external debt in excess of 

half of the equity in stage (t – 1) and the total loan increase in stage t are called zombie 

enterprises in period t. The two cases above were verified during the economic crisis in 

Japan, so Fukuda and Nakamura (2011) relied on the research of Caballero et al. (2008) to 

develop and add exact criteria to identify zombie enterprises. The first criterion is the 

profitability of an enterprise, according to this criterion, businesses that can pay interest at 

a rate lower than the assumed risk interest rate but with a positive pre-tax profit will not be 

classified as a zombie business. The second criterion is the criteria for everlasting lending, 

which indicates that firms without profit, high loans and increased external debt will be 

identified as zombie enterprises. Accordingly, these businesses will have a lower pre-tax 

income than loans with assumed risk interest rates in period t; the total external debt in 

excess of half of the equity in stage t - 1 and the total loan increase in stage t are called 

zombie enterprises in period t. 

The studies of Hoshi (2006), Imai (2016), Urionabarrenetxea et al. (2018) rely on a 

number of criteria from the financial statements of businesses to identify zombie 

businesses. The index is mainly based on the profitability and loan levels of businesses, 

whereby, businesses considered zombie will be very different from healthy businesses. 

The zombie corporations include businesses with negative equity assets that continue to 

trade even though there is no equity. Negative equity businesses have lost their entire net 

asset value due to losses for many years. Theoretically, these businesses should be 

liquidated but in fact it still has transactions and continues business with the help of 

creditors. However, the study of Urionabarrenetxea et al. (2018) shows that the use of the 

criteria of zombie enterprises' ability to meet interest payments is very clear but it is 

possible that the data is unavailable. Therefore, this study provides the ability to meet 

immediate payment requirements or short-term loans because this indicator is reflected in 

the enterprise's balance sheet. 
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In the case of the zombie enterprises in China, Shen and Chen (2017) also based on 

the criteria to identify a zombie enterprise through the two methods of Caballero et al 

(2008) and Fukuda and Nakamura (2011). The authors gave specific criteria to identify a 

zombie as a business, including: firstly, that enterprise has a leverage ratio (the ratio of 

debt to equity) greater than 50%; secondly, its annually actual profit is negative; thirdly, 

its annual liability exceeds the reported debt of the previous year. 

A number of recent studies on zombie companies in EU countries (Hallak et al., 

2018; Adalet et al., 2017) have used the criteria to identify zombie companies based on 

interest coverage ratio and the age of the company, according to which a company is a 

zombie if the interest coverage ratio (equal to pre-tax profit and depreciated interest 

divided by interest paid) is less than 1 in three consecutive years. Therefore, studies on 

this topic use the criteria to identify zombie companies in quite diverse and rich; however, 

the criteria are all interested in the ability to pay interest and profits of the company. 

So, it can be stated that: studies on this topic use diverse and varied zombie 

company identification criteria, however, the criteria are all concerned with the ability to 

pay interest and profits of the company. 

In this study, the authors provide zombie identification criteria based on the criteria 

used in previous studies and based on the reasonability and availability of data from the 

financial statements of listed companies in Vietnam. Accordingly, companies are classified 

as a zombie group in year t if any: (i) interest coverage ratio is less than 1 for three 

consecutive years t-2, t-1, t; and (ii) profit from operating activities was negative in year t. 

2.2. Factors to identify zombie companies 

In addition to the studies aimed at identifying the criteria for identifying zombies, 

many studies are also interested in factors that can turn a healthy company into a zombie 

or pull a company out of a zombie state. This study primarily uses the Logit model group 

to examine factors that affect the probability of a company becoming a zombie. 

Research by Hoshi (2006) is one of the early appearances and a quite comprehensive 

research on zombie companies in Japan. This study uses a sample of 63 companies listed 

in Japan from 1997-2001. The author built a Probit model to estimate the factors that 

affect the probability of a business being classified as a Zombie. 

The variables affecting the probability of a business becoming a Zombie in this 

research model include: (i) Profit, measured by after-tax profits divided by total assets; (ii) 

financial structure measured by total debt to total assets; (iii) Enterprise size, measured by 

the natural logarithm of the total assets and the total labor force of the enterprise; (iv) 
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Local, a dummy variable that receives a value of 1 if the enterprise is headquartered in one 

of the 6 largest cities in Japan, with zero in the remaining cases; (v) Industry, a dummy 

variable consisting of four sectors: construction, real estate, trade, and services compared 

to manufacturing and processing industry. 

The research results indicate that: (i) Zombie companies are found more in 

industries outside the manufacturing industry and their headquarters are located outside 

major urban areas; (ii) Zombie companies tend to have low profits, high debt to total 

assets ratio and high dependence on banks; (iii) When the size of the firm (capital size, 

labor scale) is small, the business is more likely to become a Zombie company, but when 

the size of the business is large enough, it is less likely to become a Zombie. 

Although the explanatory variables in the Probit are variables related to the 

characteristics of enterprises, this research result has become the main reference for many 

researches on Zombie companies. 

Fukuda and Nakamura (2011) used the criteria of Caballero et al. (2008) to identify 

Zombie companies from listed companies in Japan in period 1995-2004, with the purpose 

of studying the reason at star zombie companies recover in Japan. The study focused on 

the group of corporate restructuring factors, helping Zombie companies to recover. 

The study uses a multi-ordered Logit regression model, in which the dependent 

variable receives a value of 1 if the listed company is Zombie at year t, receives a value of 

2 if the company is not a Zombie at year t and receives value of 3 when the company 

stops listing in the middle of year t. The study focused on comparing the differences 

between two groups of companies receiving codes 1 and 2. The explanatory variables 

consist of 3 groups: 

The first group includes variables measuring the level of restructuring of Zombie 

companies such as: (i) changes in labor; (ii) changes in fixed assets; and (iii) no executive 

bonus is a dummy variable, which receives a value of 1 if the company does not pay the 

executive's bonus despite a positive profit statement, and receives a value of 0 in the other. 

The second group includes financial variables that are qualitative and not disclosed 

such as: (i) special losses, (ii) special profits. 

The third group includes financial variables related to debt and equity such as: (i) 

debt-asset: ratio of debt to fixed assets; (ii) the accumulated debt reduction is the total debt 

reduction ratio in three consecutive years, in which the debt reduction ratio is equal to the 

debt reduction each year divided by the total value of outstanding debts in the previous 
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year; (iii) capital reduction, which is a dummy variable, receives value of 1 if the 

enterprise reduces capital in period t and equals 0 in the remaining case. 

In addition to the above three groups of financial variables, the study also included a 

regression model of four auxiliary variables including: (i) The number of years a company 

continues to be a zombie; (ii) a change in total revenue; (iii) Export dummy variable of 

manufacturing industry, which will get a value of 1 if an enterprise in one of the 9 

manufacturing industries has Japan's export advantage (textiles, chemicals, iron and steel, 

non-ferrous metals, machinery, electrical appliances, automobiles and auto parts, other 

transport equipment, precision instruments) and get a value of 0 in the other case; (iv) year 

dummy variable to assess the impact of economic crisis before and after 2000. 

The authors' findings show that restructuring, including retrenchment and non-

usable fixed assets sales, is a positive sign for the revival of struggling companies. In 

addition, increased losses specifically support the recovery of zombie companies as it may 

have improved their accounting transparency. However, the increase in profits especially 

through the sale of assets is detrimental to the recovery of zombie companies as it may 

delay the restructuring process. Not paying executives‘ bonuses is ineffective, because 

that doesn't encourage and detract from their motivation. External support including debt 

reduction and capital reduction are other important factors that help the recovery of 

zombie companies. In addition, the favorable macroeconomic environment in the 2000s 

played an important role in improving the efficiency of restructuring businesses. 

Continuing to study Zombie companies in the Japanese economy, Nakamura (2017) 

was based on the research framework of Fukuda and Nakamura (2011) and Nakamura 

and Fukuda (2013), and improved the CHK criteria by put two more criteria to determine 

the Zombie, including: (i) Profit criteria: The enterprise is not a zombie if its after-tax 

profit and interest is higher than the interest rate payable; enterprises with low financial 

leverage, which means the total debt is less than one fifth of total fixed assets not 

belonging to the Zombie group; (ii) Evergreen lending criterion: according to this 

criterion, businesses that are not profitable, use high financial leverage, and increase in 

external loans belong to Zombie group. 

Study on unbalanced array data of Japanese listed companies in the period 1995-

2008. In addition to the factors pointed out in Fukuda and Nakamura (2011), the multi-

hierarchical logit regression model also adds a group of control variables, including: (i) 

Labor size, measured in logarithms nature of labor; (ii) Firm size (total assets), measured 

by natural logarithms of total fixed assets; (iii) Enterprise age measured in natural 
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logarithm of the number of years of operation from the time of establishment to the 

present time. 

This research has expanded and developed the studies of Hoshi (2006) and Fukuda 

and Nakamura (2011) in the following aspects: Improving criteria for identifying Zombie 

companies; adding variables in the regression model, extending the study period. 

However, these studies are all limited to the consideration of listed companies in Japan. 

Raphael et al. (2017) stated that research on zombie companies in China is a topic 

that has attracted the attention of many scholars and it cannot deny that Zombie 

companies have become a major concern in China. The authors used enterprise-level 

survey data from 1998-2013 to evaluate the factors that determine whether a business is a 

Zombie or the factors that help identify the Zombie company, this study used the 

following model Probit: 

                                          

Where: i is the indicator of observation of the ith enterprise; t is the time indicator, 

denoting year t. 

         is a dependent variable, getting the value of 1 if the enterprise i is Zombie 

in year t according to the research criteria and getting a value of 0 in the remaining cases; 

     are explanatory variables, taking first order to avoid endogenous problems in 

the regression model; Ind is a sector dummy variable; year is a dummy variable year; reg 

is a regional / local dummy variable. 

In addition to dummy variables, the explanatory variables X in the empirical model 

include: (i) the market index of the province; (ii) the power of local governments (taking 

natural logarithms); (iii) Proportion of deposit from the State Bank (natural logarithms); 

(iv) Market economy; (v) Government assistance received by the enterprise; (vi) North 

and Northeast charge zone; (vii) Surplus industry; (viii) State-owned enterprises; (ix) 

Corporate financial leverage; (x) Revenue on fixed assets; (xi) Firm size; (xii) the age of 

the business; (xiii) Revenue growth. 

Empirical research results show that zombie companies tend to be less efficient, 

since they have higher financial leverage and lower profits. The reduction in aggregate 

demand (due to the average growth of revenue in the industry) will contribute to the 

increase of zombie companies. Zombie companies are also more common in state-owned 

enterprises and focus on redundant industries and in the North and Northeast regions of 

China. The level of local government support (measured by the number of hours the 
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business owner has to work with local officials and the amount of assistance on the total 

assets) will increase Zombie companies, local banks with lending loans to businesses that 

make losses, therefore it also has the impact of increasing the zombie company. 

Thus, it can be concluded that, the empirical research on zombie companies on listed 

companies is quite extensive. Factors that help identify zombies focus on a number of 

groups of variables: firm characteristics (age, size, type of business), industry, locality, 

capital structure, profitability, financial leverage, increase the revenue. 

3. Research methodology 

3.1. Data 

The study used secondary data from financial statements of companies listed on 

Vietnam's stock exchanges in the period 2008-2016. 

After aggregating, pairing and cleaning up the data, we have a balanced array data of 

533 listed companies operating continuously during the period of 2008-2016 on two 

Vietnamese stock exchanges.  

Our empirical research uses data in the period of 2010-2016, because the data of 

2008 and 2009 was used to identify zombie companies in 2010 according to the criteria 

used in the study. Companies are classified by 24 industry groups with specific numbers 

in Table 1. The data was analyzed using STATA. 

Table 1: Describe the research sample 

No. Industry Quantity No. Industry Quantity 

1 Real estate 49 13 Petroleum 27 

2 Rubber 16 14 Plastic, packaging 22 

3 Securities 19 15 Fertilizer 4 

4 Telecommunication and Technology 24 16 Manufacturing business 40 

5 Travel and services 15 17 Food and Beverages 29 

6 Pharmaceuticals, healthcare, chemicals 18 18 Retailers 21 

7 Education 22 19 Seafood 19 

8 Airlines 1 20 Transport / port / taxi 27 

9 Mineral 25 21 Building materials 48 

10 Electric and gas energy 20 22 Construction 23 

11 Banks and Insurance  15 23 Investment development 16 

12 Steel 17 24 Construction investment 16 

Source: Research by the authors. 

3.2. Variables and empirical model 

In this, a company is identified as zombie if its interest coverage ratio (measured by 

pre-tax profit and depreciated interest divided by interest paid) is less than 1 in three 
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consecutive year t-2, t-1, t and profit from operating activities was negative in year t. The 

variables used in the study are explained in detail in Table 2. 

Table 2: The definition of variables 

Variable Variable meaning Variable definitions 

zombie Zombie company  Dummy variable takes the value 1 if the company is a zombie 

company and takes the value 0 in otherwise. 

PROF Profit EBIT/ total asset 

SIZE Company size Logarithm of total assets 

DTL Financial leverage Total liabilities / total assets 

DA Change in total assets Logarithm of total assets in year t subtract logarithm of total 

assets in year t-1 

CR Current Ratio Current assets / short-term liabilities 

ATR Asset Turnover Ratio Net revenue / average total assets 

Source: Research by the authors. 

Empirical model 

This research selected the Probit model with panel data to identify the factors that 

help identify the Zombie companies. The empirical model was as follows: 

                                                 

                                                        (1) 

Where: the left side of the model (1) is the probability for a listed company to 

become a zombie company during the research period. The right side includes 

explanatory variables: 

           is a first order lag variable of zombie, taken to the model to examine the 

effect of the zombie company last year and to overcome endogenous phenomena. 

Hypothesis H1: A company in zombie status this year will increase the risk of being 

zombies in the following year. 

     : represents the financial structure, helping to assess the financial status, 

including the ability of the company to repay its debts and risks. 

Hypothesis H2: Increasing debt to total assets increases the risk of becoming a 

zombie. 

        represents the size of the capital of the company. 

Hypothesis H3: A small-sized company is more likely to become a zombie, when 

the company is large enough it is less likely to become a zombie. 
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      : represents the company's profits. 

Hypothesis H4: When profit to total assets decreases, the company increases its risk 

of becoming a zombie. 

    : Indicates the ability to pay the company's debts at maturity 

Hypothesis H5: Decreasing current ratio is an indication that the risk of a company 

becoming a zombie is higher.  

     : is the Asset Turnover Ratio, indicating the efficiency of using assets of the 

company. 

Hypothesis H6: A decrease in asset efficiency is an indication that the risk of a 

company becoming a zombie is higher. 

     : is dummy variable by year, which looks at the likelihood of becoming a 

zombie over the years, compared to the base year in 2010. 

   : was a random error. 

  : were the regression coefficients in the model.  

4. Results of empirical research 

4.1. Share of zombie among listed companies in Vietnam 

After using the criteria to classify zombie companies in the listed companies in the 

sample, we make the zombie percentage statistics by industry group and time. 

Figure 1: Percentage of zombie companies by year, 2010-2016 

 

Source: Statistics from the study of the authors. 

Statistical results show that zombie companies accounted for 9.54% of the 533 listed 

companies on average during 2010-2016 in Vietnam. In 2010, the lowest rate of zombies‘ 

accounts for 2.44%, probably because companies were not affected by the 2008 financial 
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crisis. After that, the rate of zombies increased gradually, until 2013, the percentage of 

zombie companies was highest to 15.38%, this rate decreases gradually in subsequent 

years. This ratio is also quite consistent with Vietnam's economic situation in the period 

2008-2016, when the peak of Vietnamese businesses was influenced by the global 

financial crisis and domestic interest rate crisis, which peaked in the years 2012-2013. 

Figure 2 makes it easy to compare zombie rates among industry groups. Sectors 

with fewer than 10 listed companies not included in the comparative analysis, including: 

Airlines (No. 8) and Fertilizer (No. 15). 

The period 2010-2016, zombie companies were the highest in the Petroleum 

industry, with zombie prevalence at 22.75%, more than double the average in the sample. 

The lowest zombie rate is 0.71%, belonging to the group of Electric and gas energy; 

Pharmaceuticals, healthcare, chemicals take 0.79% of zombies; other groups with 

zombies below 4% include: Tourism and Services; Plastic, packaging. Industry groups 

focus on zombies, over 15% include: Steel and Building materials. Table 3 presents the 

percentages of zombie companies by industry in each year. 

Figure 2: Average share of zombies by industry, 2010-2016 

 

Source: Statistics from the study of the authors. 

It can be seen that the highest rate of zombies in 2013 was due to the high rate of 

zombies in five sectors: Fertilizers, Petroleum, Real estate, Steel and Building materials. 

While zombie groups have decreased after 2013, the proportion of zombies in Seafood 

industry has increased. Petroleum industry has zombie rate over 25% from 2012 to 2016, 

without any sign of reduction. 
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Table 3: Share of zombies on listed companies by industry and by year (%) 

Industry 2010 2011 2012 2013 2014 2015 2016 

Real estate 0.00 4.08 6.12 32.65 16.33 10.20 16.33 

Rubber 0.00 0.00 12.50 12.50 6.25 6.25 18.75 

Securities 0.00 26.32 15.79 5.26 0.00 0.00 0.00 

Telecommunication and technology 0.00 8.33 20.83 8.33 12.50 16.67 12.50 

Travel and services 0.00 0.00 13.33 0.00 0.00 0.00 13.33 

Pharmaceuticals, healthcare, chemicals 0.00 0.00 0.00 5.56 0.00 0.00 0.00 

Education 4.55 9.09 4.55 9.09 4.55 4.55 0.00 

Airlines 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Mineral 4.00 4.00 4.00 12.00 4.00 12.00 16.00 

Electric and gas energy 0.00 0.00 0.00 0.00 5.00 0.00 0.00 

Banks and Insurance  13.33 13.33 6.67 13.33 6.67 6.67 13.33 

Steel 5.88 17.65 17.65 29.41 17.65 35.29 11.76 

Petroleum 0.00 11.11 25.93 37.04 29.63 29.63 25.93 

Plastic packaging 4.55 4.55 9.09 9.09 0.00 0.00 0.00 

Fertilizer 0.00 0.00 50.00 50.00 25.00 25.00 0.00 

Manufacturing business 2.50 2.50 20.00 7.50 5.00 12.50 7.50 

Food and Beverages 3.45 6.90 10.34 6.90 10.34 6.90 3.45 

Retailers 0.00 0.00 9.52 9.52 4.76 19.05 4.76 

Seafood 5.26 5.26 10.53 10.53 15.79 15.79 31.58 

Transport / port / taxi 3.70 7.41 7.41 3.70 3.70 3.70 3.70 

Building materials 6.25 10.42 27.08 29.17 16.67 20.83 12.50 

Construction 0.00 0.00 4.35 17.39 4.35 4.35 4.35 

Investment development 0.00 0.00 6.25 18.75 6.25 6.25 18.75 

Construction investment 0.00 0.00 12.50 18.75 12.50 12.50 6.25 

Mean 2.44 6.00 12.38 15.38 9.38 11.07 10.13 

Source: Statistics from the study of the authors. 

4.2. Determinants of zombie companies  

The model (1) estimation results in Table 4 show: 

First order lag of zombie variable has positive coefficient and is statistically 

significant at 1%, said: Zombie companies in the previous year are more likely to continue 

being zombies in the following year. Thus, there is no basis to reject the hypothesis H1. 

The variable DTL has a positive coefficient and is statistically significant at 1%, 

said: when increasing debt on total assets that the company is not effective, profit is not 

enough to pay interest, leading to the risk become a higher zombie. This result is similar 

to T. Hoshi (2006); Fukuda and Nakamura (2011) and Nakamura and Fukuda (2013), 
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when they think that zombies have higher signs in companies using high financial 

leverage. 

Table 4: Determinants of zombie companies 

 Coefficient Standard Error   z P>z [95% confidence interval] 

Zombie(-1) 0.3367
*** 

0.0985 3.4200 0.0010 0.1437 0.5298 

DTL 1.2060
*** 

0.1115 10.8200 0.0000 0.9876 1.4245 

SIZE -0.1186
*** 

0.0227 -5.2100 0.0000 -0.1631 -0.0740 

PROF -0.2283
*** 

0.0498 -4.5800 0.0000 -0.3259 -0.1306 

CR -0.0619
*** 

0.0179 -3.4500 0.0010 -0.0970 -0.0268 

DA -0.0452
** 

0.0187 -2.4200 0.0160 -0.0819 -0.0085 

ATR -0.5147
*** 

0.0491 -10.4700 0.0000 -0.6110 -0.4183 

year       

2011 0.3879
** 

0.1621 2.3900 0.0170 0.0701 0.7057 

2012 0.7880
*** 

0.1517 5.1900 0.0000 0.4907 1.0854 

2013 0.9168
*** 

0.1506 6.0900 0.0000 0.6217 1.2118 

2014 0.6490
*** 

0.1561 4.1600 0.0000 0.3432 0.9549 

2015 0.7509
*** 

0.1544 4.8600 0.0000 0.4483 1.0535 

2016 0.6762
*** 

0.1563 4.3300 0.0000 0.3699 0.9825 

Const. -0.5237
 

0.3391 -1.5400 0.1230 -1.1884 0.1410 

Source: Research by the authors. 

(Note: ***; **; * indicates the level of statistical significance respectively 1%; 5%; 10%) 

SIZE and DA variables have negative coefficients and are statistically significant at 

1% and 5%, which shows that: when the size of the company (capital size) is small, the 

business is more likely to become Zombie companies, but when the size of the company 

increases large enough, it is less likely to become a Zombie. 

The variables PROF and ATR have negative coefficients and are statistically 

significant at the level of 1% showing that: when the company is efficient, increasing the 

profit after tax to total assets or increasing the ratio of net revenue to total Property will 

minimize the risk of becoming a zombie. In other words, unprofitable companies are often 

accompanied by an increased risk of becoming a zombie. 

The variable CR has a negative coefficient with statistical significance of 1% 

showing: When the current solvency decreases, the probability of becoming a zombie 

increases. In other words, increasing the current solvency means increasing the ability to 

handle the repayment of due debts, showing the financial capacity of the company to cope 

with debts, thus the ability of the company to become into zombies will reduce. 
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Estimated model results (1) in Table 4 show that with a 1% significance level, it can 

be said that compared to 2010, the rate of zombies in the following years, from 2011 to 

2016, is higher and highest in in 2013. 

5. Conclusion 

The study used balanced panel data of 533 Vietnamese listed companies from 2008-

2016 to study the zombie situation and the factors that help identify zombies. This is a 

research with a fairly new approach and perspective on this topic in Vietnam. The 

research used the criteria to identify zombies as companies with negative profit and 

interest coverage ratio was less than 1 for three consecutive years.  

Research results show that: rate of zombies in the listed companies accounted for 

9.54% during the studied period on average, with the highest percentage was 15.38% in 

2013. The rate of zombies is highest in: Petroleum, Steel and Building materials 

industries; and lowest in the industries of Electric and gas energy, Pharmaceuticals, 

Healthcare and Chemistry. 

In addition, estimated results indicate factors that help identify zombies or factors 

that affect the probability of a company becoming a zombie. With significance levels of 

1% and 5%, the results imply that: 

- A company in zombie status this year will be more likely to be a zombie in the 

next year. 

- Increasing debt to total assets ratio increases the risk of becoming a zombie. 

- Small companies are more likely to become zombies compared with larger 

companies. 

- When profit to total assets ratio decreases, the company increases its risk of 

becoming a zombie. 

- Reduced current solvency is an indication of an increased risk of the company 

becoming a zombie. 

- A company with small asset turnover ratio is more likely to be a zombie. 
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Abstract:  

The paper analyzes and calculates the inclusive growth index of Vietnam's 

income in the period of 2004-2016. By using the social opportunity function method 

and the social mobility curve in the analysis of Ali and Son (2007), Anand et al. 

(2013), the author calculated Vietnam's income growth index based on the analysis of 

four aspects: the whole population, urban - rural population, ethnic population and by 

provinces. Results show that although inequality is volatile, the inclusive income index 

has increased over the years. This increase mainly comes from the contribution of 

average income growth while that of equality improvement in income distribution is 

unclear. The paper finds out the answers about the growth and income distribution of 

households in Vietnam as well as the difference of this indicator as calculating 

according to the criteria, but without clarifying the reasons for that difference. 

Keywords: Income growth, income inequality, inclusive growth. 

 

1. Introduction 

After the Renovation (1986), Vietnam achieved remarkable achievements in 

economic growth. These have contributed greatly to poverty reduction and also created 

momentum for Vietnam to successfully implement many other socio-economic 

objectives. Vietnam is also one of the few countries in the region and in the world that 

has rapidly achieved poverty reduction results. 

However, in some recent years, the income gap between population groups is 

widened. Many people have actually escaped from poverty, have been not even poor 

again but income gap increased with higher income groups. Many policies may only 

make the poors escape from poverty, however, the income of middle class is hardly 

concerned (Tran Kim Chung, 2014). Pro-poor growth has not been able to handle with 
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both the growth and income distribution. Then, the concept of inclusive growth is 

officially mentioned with the role of sharing benefits for everyone from the growth 

and give them an opportunity in participating in the process of growth. In other words, 

the inclusive growth means that "no one is left behind." 

After the introduction, the following content of the paper has three parts: Part 2 

presents a brief overview of the theoretical bases of inclusive growth concepts 

meanwhile Part 3 presents the method and data used in the study. Part 4 shows and 

analyzes the results of this paper. 

2. Overview of theoretical basis on the inclusive growth 

Inclusive growth is a broad concept and involves many different aspects of 

economic development and growth. This is a new topic in terms of research and policy 

making in practice, not only in Vietnam but also in all over the world. Different from 

the viewpoint of the traditional growth, inclusive growth fundamentally emphasizes 

how to ensure the benefits of economic growth as well as the opportunity for it to be 

equally shared for all members in society, especially for disadvantaged groups 

(Rauniar and Kanbur, 2009). In fact, the inclusive growth model overcomes the 

weaknesses of the previous pro-poor growth model. Accordingly, the pro-poor growth 

model can exist in two ways: Absolute and relative (Ravallion, 2004) and (Kraay, 

2004). The absolute poor model is widely used by Ravallion and Chen (2003) and the 

World Bank, with the view of reducing the absolute poverty rate corresponding with a 

given poverty line. This approach did not take into account the problem that higher 

economic growth would lead to higher inequality and therefore, even if the poverty 

rate decreased, the poors would receive little benefit compared to the general level of 

society. That is the reason why the relatively poor model appeared. This model focuses 

on the income distribution among social groups with the conditions: An increase of the 

poor group‘s income is faster than the average level of the entire population, and thus, 

the inequality reduced (Dollar and Kraay, 2002; IMF, 2011). It means that the groups 

of the middle, the near-poors… are being ignored. So that, the inclusive growth model 

has been introduced, with a view to referring to the whole community, including the 

poor, the near-poor, the middle class and even the rich in the nation.  

The new growth model not only mentions for the poor but also refers to the 

welfare of all people, including ethnic minorities, irrespective of their works, males or 

females, different communities or religions. Another emphasis of this approach is that 

instead of just looking at the outcome of equal income distribution, the inclusive 

growth model also aims at creating an equalilty in opportunity. In other words, besides 
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enjoying the achievements of economic growth, inclusive growth also refers to the 

participation process of all people contributing to the achievement of growth. 

The concept of inclusive growth and the debate of this policy came from the 

growth of the emerging and developing economies in Asia and Latin America as more 

and more nations in these regions could not solve the reduction of inequality and 

poverty at the same time in the process of economic growth (Ali et al., 2004). Instead 

of focusing only on the poor, inclusive growth will aim to reduce poverty and support 

all people, even the rich people who are still vulnerable to shocks. This concept once 

again emphasizes the importance of not only the level of growth but also quality of 

growth. In fact, there are many definitions about inclusive growth of international 

organizations and different authors. Below is a summary of those definitions 

Asian Development Bank ADB (2007): The authors making major contributions to 

ADB's view about the inclusive growth includes Ali et al (2004), Ali and Zhuang (2007), 

Ali and Son (2007). Accordingly, inclusive growth is tied to the equality of opportunities. 

Creating opportunities is for everyone, not for anyone, and these opportunities are created 

as much as possible. Inclusive growth also aims to solve the divergence for the weakest 

groups who are essentially abandoned in the process of economic development and 

poverty reduction. The key of inclusive growth is to support these groups to participate in 

the process of economic growth and to enjoy the benefits of growth. Basically, ADB's 

approach is limited in the scale of growth, poverty reduction and income equality of 

households. This comes from the recognition that the growth process creates new 

economic opportunities, but these opportunities are not equally distributed, the poor has 

limited access to opportunities and resources. As a result, the benefits of growth are 

distributed in a biased way for the non-poor group. Witnessing a rapid growth but 

increasing inequality in the last two decades for Asian economies, particularly the rise of 

disadvantages for some groups such as women and ethnic minorities living in remote and 

rural areas, ADB have regarded the inclusive growth strategy as one of the three focal 

points in the 2020 growth strategy. The latest view of ADB (2013) has emphasized 

inclusive growth as economic growth, expanding its approach to economic and social 

opportunities for more and more people in a fairer environment. 

Ali (2007b) argues that current results of poverty reduction are not only dependent 

on economic growth but also on the way to allocate the benefits of growth. Ali and Son 

(2007) made new contributions to inclusive growth compared to ADB's traditional view 

on two aspects: (i) Inclusive growth must accompany the elimination of institutional 

barriers, create motives and enhance the accessibility of all classes to the development 



  

 

 

776 

opportunities. (ii) Inclusive growth also increases the assets and capacities of all 

different individuals and groups who participate in the growth process, helping society 

improve the management of arising risks. World Bank (2008) defines inclusive growth 

includes both the pace and the pattern of economic growth. These are two inseparable 

components, so it is necessary to be simultaneously viewed. The World Bank's 

viewpoint considers inclusive growth as a necessary condition for absolute poverty 

reduction but requires a long-term vision, on a broad and interdisciplinary basis. Growth 

needs to include the majority of the country's workforce in which the characteristics of 

―inclusiveness‖ show the equality of opportunities in accessing market and resources as 

well as an unbiased management for all businesses and individuals. The WB's definition 

emphasizes that inclusive growth is regarded as creating productive employment instead 

of redistributing income to weaker groups. 

In the short term, the income transfer of the Government to the poor will solve 

the problem of poverty reduction or minimize the negative consequences for them 

created by economic growth. However, in the long term, this is not the way to help 

them achieve a sustainable life. 

The central idea in the WB's viewpoint as well as WB‘s policy in promoting 

inclusive growth is to focus on creating productive employment and attracting the 

majority of the economy's labor force to participate in the growth process, 

emphasizing both quantity and quality of labor, considering the productivity growth as 

the key to achieving inclusive growth. This is also the view in some studies of 

International Monetary Fund (IMF), Anand Mishra and Peiris (2013) or Anand, Tulin 

and Kumar (2014). They argued that inclusive growth is long-term sucessful growth 

strategy. This concept encompasses fairness, equality in opportunity and focuses on 

the labor shift towards high productivity jobs. 

The European Strategy 2020 (2010) argued that inclusive growth is the 

expansion of opportunities for all people through labor, skill training, poverty fighting, 

the labor market modernization and the social system to help people predict and face 

changes, building a cohesive society. The benefits of growth must cover the most 

remote areas, ensuring accessibility to people throughout their lives. 

We need to distinguish the concept of growth for poverty reduction (pro-poor 

growth) with inclusive growth. Accordingly, the growth for poverty reduction is mainly 

focused on analyzing the benefits of the poor, while in a broad sense, inclusive growth 

refers to the opportunities of the majority of the labor force, both the poors and the near-

poors, the middle class and even the rich in society. This is an opportunity to reduce 
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income inequality as well as other non-income aspects. The long-term inclusive growth 

approach is to create more productive employment opportunities for those needed to be 

concerned by society, rather than distributing income directly with the short-term benefits. 

Organization for Economic Cooperation and Development (OECD,2014) 

emphasizes that, in a broad sense, inclusive growth includes not only the equal distribution 

of income growth but also the shares of advantages in non-income aspects of prosperity 

such as quality of education, health, social connections, personal protection, work-life 

balance, and quality of living environment. The multidimensional welfare viewpoint is 

OECD's main idea in inclusive growth research. In a recent research report, OECD (2014) 

argued that in spite of many different approaches to inclusive growth, there is still one 

chrasteristic in common: the combination of prosperity and equality. 

Compared to others, the OECD approach is somewhat narrower as merely 

reflecting the income increase for the poors, reducing inequality in living standards 

among groups of people in society, requiring the economy to create productive 

employment and benefits for workers from the productivity increase. Another OECD 

study, conducted by Mello, L and M.A. Dutz (2012), apart from the above same 

viewpoints, focuses on the government's policies to ensure the infrastructure, to reduce 

the lagging gap of the poors with the richs in provinces/regions. 

Table 1: Viewpoints on inclusive growth of some authors 

Author Viewpoints on inclusive growth 

ADB, Rauniyar & 

Kanbur (2009) 
Growth associated with reducing inequality 

ADB, Ali & Son 

(2007) 

Growth associated with improved social opportunities for the poors, fair 

distribution of these opportunities and its changes over time. 

ADB, Ali & Zhuang 

(2007) 

Zhuang & Ali (2009) 

Growth promotes opportunities for equal access. This is an approach with 

a view allowing all members of society to participate and contribute to 

economic growth, regardless of their situation. 

Habitat (2009) 
Being the growth of gross domestic product and leading to poverty 

reduction. 

WB, Elena & 

Susana (2010) 

Being the growth to reduce poverty, allowing people to contribute and 

benefit from the growth process. 

McKinley (2010) 

Being the growth to reach a sustainable growth, creativity and expansion 

of economic opportunities, so that all members of society can participate 

and benefit from growth. 

Ianchovichina & 

Gable (2012) 

Inclusive growth is an increase in growth and in size expansion of the 

economy by increasing investment and expanding productive employment 

opportunities. 

Source: Collected by authors 
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Based on the viewpoints above, this paper limits inclusive growth in the narrow 

meaning (on the aspect of income) of Vietnam for a time span of 2004 -2016. Given 

the limitation of this topic researching for Vietnam, this paper is expected to have an 

important contribution. In addition, most of the studies for Vienam, if have, mainly 

focused on independently analyzing issues such as growth, poverty reduction and 

inequality. A new point of this paper compared to previous studies is that from the 

calculation of the income inclusive index, the author can explain whether the 

Vietnam‘s economic growth in the period 2004-2016 really created income 

inclusiveness for the people or not. And the source of that inclusiveness changes is the 

change of income growth or the change in inequality? 

3. Research methods and data usage 

This paper uses the main method from the ADB‘s study on inclusive growth - the 

social opportunity function of Ali and Son (2007) applied to non-monetary indicators 

and then applied by Anand et al (2013) to monetary indicators (income). Ali and Son 

(2007) have proposed an index with both aspects of inclusive growth: growth and 

allocation of opportunities or income among members of society. The specific content 

of the method as belows: 

On the basis of consistent views of many studies, inclusive growth depends on 

two factors: (i) income growth and (ii) income distribution. Then, a social opportunity 

function must satisfy two characteristics reflecting the change of these two factors. 

The social opportunity function assigns greater weight to low-income households or 

disadvantaged groups. This implies that, if the opportunity (non-monetary indicators) 

or income (monetary indicator) is transferred from the households with a higher per 

capita income to the households with a lower per capita income, the social opportunity 

function will increase, and growth will be more inclusive. 

Following the original study of Ali and Son (2007), Anand et al (2013) built the 

social mobility curve, Sc: 

Sc   ≈ (y1, 
     

 
 , 

        

 
 , ……….., 

              

 
 ) 

Where n is the number of persons in the population with income y1, y2,…., yn, 

where y1 is the income of the poorest person and yn is the income of the richest 

person. The average income of households is arranged in the ascending order, in which 

ȳi is the average income of the i lower percent of the population, and ȳ is the average 

income of the whole population. 
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The social mobility curve satisfies both the elements of inclusive growth (i) The 

increase in average income makes the social mobility curve move upward and (ii) 

Better income distribution will also make the social mobility curve move upwards. 

To capture the magnitude of the change in income distribution, a study of Anand 

et al (2013) used a simple form of the social mobility function by calculating the index 

(or social mobility index) from the area under the social mobility curve with the 

following formula: 

y* = ∫      
   

 
 

If everyone's income in the population is the same (or income distribution is 

completely equitable) then ȳ = y *. If y * is less than ȳ, income distribution is unequal. 

The difference between y * and ȳ will reflect the level of inequality in income 

distribution. 

Ali and Son (2007) used this feature of y and proposed an income equity index 

(IEI) as: 

  
  

 
 

If the distribution is completely equal, ω = 1. Therefore, the closer the value of ω 

is 1, the more equitable the distribution is. Differentiating the above equation: 

dy* = ωdȳ + ȳdω 

Inclusive growth requires increasing y*, which could be achieved by: (i) 

Increasing ȳ (or increasing average income through growth), (ii) Increasing the income 

equity index, ω; (iii) A combination of (i) and (ii).  

This paper uses data from the Vietnamese Household Living Standards Survey 

(VHLSS) over the period 2004- 2016. The data has been collected every two years in 

this period. The household average income per year is used to calculate indexes.  

Table 2: Social mobility index (y*) and income equality index (ω) of Vietnam 

 2004 2006 2008 2010 2012 2014 2016 

ȳ 453.859 516.786 562.682 714.578 755.113 811.739 920.520 

y* 219.761 250.274 255.589 322.024 357.249 388.340 441.743 

ω 0.4842 0.4843 0.4542 0.4506 0.4731 0.4784 0.4798 

Source: Author‘s calculation 
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Table 3: Growth and contribution of factors to the inclusive growth  

(the whole population) 

Year 

Growth of factors 
Inclusive  

changes 

Contribution of factors 

Total (%) Income  

growth 

Equality  

growth 

Mutual 

Impact 

Income  

impact 

Allocated 

impact 

Mutual  

impact 

2004-2006 13.86 0.17 0.002 13.88 99.85 0.12 0.017 100 

2006-2008 8.88 -6.20 -0.55 2.12 418.21 -292.26 -25.95 100 

2008-2010 27.0 -0.79 0.003 0.26 1.03 -0.03 -0.01 100 

2010-2012 56.72 4.98 0.083 10.93 51.85 45.55 2.58 100 

2012-2014 7.50 1.12 0.04 8.70 86.16 12.87 0.96 100 

2014-2016 13.40 0.31 -0.21 13.75 97.45 2.24 0.30 100 

Source: Author‘s calculation 

Table 4: Social mobility index (y*) and income equality index (ω) for urban areas 

 2004 2006 2008 2010 2012 2014 2016 

ȳ 716.9922 807.6843 880.5425 1060.505 1090.029 1149.247 1295.745 

y* 357.5297 416.0263 417.3653 530.2036 571.2117 621.8850 713.7601 

ω 0.498652 0.515085 0.473987 0.499954 0.524033 0.541124 0.550849 

Source: Author‘s calculation 

Table 5: Growth and contribution of factors to the inclusive growth index for urban areas 

Year 

Growth of factors (%) 
Inclusive 

changes 

Contribution of factors (%) 
Total 

(%) 
Income 

growth 

Equality 

growth 

Mutual 

Impact 

Income 

impact 

Allocated 

impact 

Mutual 

Impact 

2004-2006 12.65 3.29 0.41 16.36 77.31 20.14 2.54 100 

2006-2008 5.02 -7.98 -0.72 2.32 216.38 343.96 31.034 100 

2008-2010 20.43 5.47 1.12 27.03 75.59 20.26 4.14 100 

2010-2012 2.78 4.81 0.13 7.73 36.0 62.27 1.73 100 

2012-2014 5.43 3.26 0.17 8.87 61.24 36.76 1.99 100 

2014-2016 12.74 1.79 0.23 14.77 86.28 12.16 1.55 100 

Source: Author‘s calculation  

Table 6: Social mobility index (y*) and income equality index (ω) for rural areas 

 2004 2006 2008 2010 2012 2014 2016 

ȳ 368.5246 419.2702 453.3345 578.8818 619.9169 669.8916 758.9513 

y* 194.0995 218.5606 223.2564 272.7173 303.6717 327.2748 369.0332 

ω 0.526694 0.521288 0.492476 0.471110 0.489859 0.488549 0.486241 

Source: Author‘s caculation 
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Table 7: Growth and contribution of factors to the inclusive growth index for rural areas 

Year 

Growth of factors (%) 
Inclusive 

changes 

Contribution of factors (%) 
Total 

(%) 
Income 

growth 

Equality 

growth 

Mutual 

Impacts 

Income 

impact 

Allocated 

impact 

Mutual 

Impact 

2004-2006 13.77 -1.02 -0.14 12.60 109.26 -8.14 -1.12 100 

2006-2008 8.12 -5.52 -0.45 2.14 378.15 -257.25 -20.90 100 

2008-2010 27.69 -4.33 -1.20 22.15 125.00 -19.58 -5.42 100 

2010-2012 7.08 3.98 0.28 11.35 62.45 35.06 2.48 100 

2012-2014 8.06 -0.26 -0.02 7.77 103.71 -3.44 -0.27 100 

2014-2016 13.29 -0.47 -0.06 12.76 104.19 -3.70 -0.49 100 

Source: Author‘s caculation  

 

Table 8: Social mobility index (y*) and income equality index (ω) for Kinh people 

 2004 2006 2008 2010 2012 2014 2016 

ȳ 488.7314 558.8658 610.7633 790.9883 833.5552 891.7156 1009.062 

y* 244.1500 278.9458 284.7187 378.2589 419.7208 455.9791 520.2600 

ω 0.499559 0.499128 0.466169 0.478210 0.503531 0.511350 0.515588 

Source: Author‘s caculation  

 

Table 9: Growth and contribution of factors to the inclusive growth index for Kinh 

people 

 

Year 

 

Growth of factors (%) 
Inclusive 

changes 

Contribution of factors (%) Total 

(%) Income 

growth 

Equality 

growth 

Mutual 

Impacts 

Income 

impact 

Allocated 

impact 

Mutual 

Impact 

2004-2006 14.35 -0.08 -0.01 14.25 100.69 -0.60 -0.08 100 

2006-2008 9.28 -6.60 -0.61 2.07 448.70 -319.07 -29.60 100 

2008-2010 29.51 2.58 0.76 32.85 89.81 7.86 2.32 100 

2010-2012 5.38 5.29 0.28 10.96 49.09 48.30 2.60 100 

2012-2014 6.97 1.55 0.11 8.63 80.77 17.97 1.25 100 

2014-2016 13.16 0.83 0.11 14.09 93.35 5.88 0.77 100 

Source: Author‘s caculation  
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Table 10: Social mobility index (y*) and income equality index (ω) for other ethnic 

groups Kinh 

 2004 2006 2008 2010 2012 2014 2016 

ȳ 260.5355 291.0869 301.7984 362.6010 391.8099 432.5736 513.7058 

y* 135.8574 155.0818 157.9099 171.9611 193.2923 204.6561 235.6597 

ω 0.521485 0.532768 0.523230 0.474243 0.493332 0.473113 0.458744 

Source: Author‘s caculation  

 

Table 11: Growth and contribution of factors to the inclusive growth index for other 

ethnic groups Kinh 

Year 

Growth of factors (%) 
Inclusive 

changes 

Contribution of factors (%) 
Total 

(100%) 
Income 

growth 

Equality 

growth 

Mutual 

Impacts 

Income 

impact 

Allocated 

impact 

Mutual 

Impact 

 2004-2006 11.72 3.29 -0.87 14.15 82.87 23.29 -6.15 100 

2006-2008 3.68 -7.98 6.12 1.82 201.78 -437.53 335.74 100 

2008-2010 20.14 5.47 -16.72 8.89 226.41 61.56 -187.98 100 

2010-2012 8.05 4.81 -0.46 12.40 64.94 38.82 -3.76 100 

2012-2014 10.40 3.26 -7.78 5.88 176.96 55.47 -132.44 100 

2014-2016 18.75 -3.03 -0.57 15.15 123.80 -20.04 -3.76 100 

Source: Author‘s caculation 

Applying the same method for calculating for 64 provinces in Vietnam. The 

results are given below 

Table 12: Index calculation for provinces in Vietnam 

 Year Income growth Equality growth Inclusive growth 

Province with highest growth 2006 Dac Nong An Giang Dac Nong 

2008 Binh Duong Dien Bien Binh Phuoc 

2010 Ha Noi Bac Ninh Ha Nam 

2012 Tuyen Quang Binh Duong Tuyen Quang 

2014 Dien Bien Nam Dinh Dien Bien 

2016 Lam Dong Ba Ria Vung Tau Dong Nai 

Province with lowest growth 2006 Bac Lieu Cao Bang Quang Ninh 

2008 Cao Bang Soc Trang Dong Thap 

2010 Tay Ninh Dien Bien Ha Giang 

2012 Binh Duong Nam Dinh Kon Tum 

2014 Bac Lieu Ba Ria Vung Tau Bac Kan 

2016 Son La Lam Dong Dien Bien 

Source: Authors‘s calculation 
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Results show that the social mobility index reflects inclusive growth of income has 

increased over the years, regardless of classifying by the country, urban-rural areas or 

ethnicity. However, the equality index is more volatile. Nationally, though, the equality 

index slightly increased at the end (2016), compared to the first time (2004), but there 

were many changes during that period. 2010 is the most unequal year in the distribution 

of household income in Vietnam meanwhile 2006 is the most equal year. Inequality in 

urban areas is somewhat improved while that seems to be worse in rural areas. 

In terms of ethnicity, the income inequality tends to rise for households that are 

not Kinh people. The method of building the social mobility index shows that if 

inequality and the social mobility index (reflecting inclusive growth or inclusive 

index) increases together, it means that the average income of households must 

increase broad enough to outweigh the pressure from inequality, and vice versa. 

In addition to analyzing the change level in the inclusive growth index or income 

equality index, the results also show the contribution of income growth or income 

distribution in the change of the inclusive growth index.  

In most of the two-year periods during the study, the increase in the inclusive 

income index is mainly explained by the increase in average income. The contribution 

of average income growth has become very strongly in the period 2006-2008. The 

contribution of the income equality (distribution) is the highest in the period of 2010-

2012. Both results are consistent and true whether analyzed for the whole country, 

rural urban areas or ethnicity. 

In terms of regional criteria, at the end of the study period, the contribution of 

income growth in urban areas is less than in rural areas. This also reflects the increase 

in income inequality in rural areas (opposite to the beginning of the period). According 

to ethnic criteria, for non-Kinh people, the contribution of the average income growth 

is also larger than that of the Kinh people. In other words, income inequality of non-

Kinh people is increasing. However, if looking at the contribution of factors over the 

years, the contribution of the average income growth to the Kinh group is very large in 

the period of 2006-2008. Volatility of income growth in Kinh people is stronger than 

that of non-Kinh people, in rural areas is stronger than in urban areas. 

4. Conclusion 

This study shows the role of inequality reduction, thereby increasing the 

inclusive growth index of income in Vietnam. Like many developing countries or 

other transitional economies, Vietnam has also experienced a period of high growth in 
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per capita income in the early years after the Renovation. This has contributed greatly 

to the increase of the inclusive growth index in this period. However, the inclusive 

growth policy in the new era, besides continuing to maintain income growth, the 

contribution of inequality reduction becomes very important and need to be concerned 

more deeply. 
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Abstract: 

This paper reviews the theoretical literature on the incentives of countries to participate in 

environmental agreements to find out the role of technology investment. Incomplete contracts on 

technology investment suggested in Battaglini and Harstad (2016) can increase the effectiveness 

of the environmental agreement. This paper is the primary step for further systematic literature 

review on the technology transfer and innovation under the environmental agreement and future 

empirical research on the effectiveness of the environmental agreement. 

Keywords: Climate change, environmental agreement, incomplete contract, technology 

investment. 

 

1. Introduction  

As climate change and environmental issues have become more and more 

complicated all over the world, environmental agreement (EA) is no longer a strange topic 

as forty years ago. A large number of literatures has shown serious concern on the 

importance of forming EA as well as the way to improve the effectiveness of these EAs. 

Among different definitions, EAs can be understood as the legislation of countries and the 

agreements between two or more countries that provide the overarching international legal 

basis for global efforts to address specific environmental issues (Primavera et al., 2019). 

In the popular EA Paris Agreement in 2015, there are three the targets which include 

holding the global temperature rise below 2 degree Celsius, increasing the ability to adapt 

and foster climate resilience and low greenhouse gas emissions development, making the 

finance flows consistent with a pathway towards low greenhouse gas (GHG) emissions 

and climate-resilient development (United Nations, 2015). Previous to the Paris 

Agreement, there had been other EAs on climate change such as Montreal Protocol on 

ozone-depleting substances in 1987 (Protocol, 1987), United Nations Framework 

Convention on Climate Change (UNFCCC) in 1992 (Sands, 1992), Kyoto Protocol in 

1997 (UNFCCC, 2012). According to the International Environmental Agreements 
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Database Project, there are currently more than 1,300 multinational EAs, more than 2,200 

bilateral EAs and 250 other EAs (Mitchell, 2019). However, the outcomes of those 

agreements have not been verified since the process of mitigating climate change and 

improving the environmental quality required time which implies that the motivation to 

participate in EAs is not clear to define. 

Mentioned in many papers as an important feature of EAs, technology investment 

has been considered as an EA term rather than an incentive. However, this investment can 

be weighed in terms of gains and loss when joining EAs so that countries can make a 

better decision on participation. There are various definitions of technology among which 

is the one in Maskus (2004) which covers the processes of production, structures of intra-

firm organizations, techniques of management, methods of finance, approaches of 

marketing or all of these. In Agenda 21, United Nations (1992) introduced 

environmentally sound technologies that are good for the environment by reducing 

pollution and increasing the sustainability of the resources. Besides, climate change policy 

is widely known with three components climate engineering, adaptation and mitigating 

(Conrad and Tietenberg, 1986). Then, another related term is mitigation technology which 

is the technology in different fields of energy supply and demand that keeps climate 

change from increasing (Moreira et al., 2008). Shepherd (2007) found that environmental 

benefit is not the sole incentive for countries to transfer and adapt mitigating technologies 

under EAs. Instead, countries are more economic benefit-driven when considering taking 

part in EAs. 

Using literature review methodology and focusing on the model of the incomplete 

contract of Battaglini and Harstad (2016), this paper is going to find the theoretical 

answers for the following questions: Is technology investment an incentive for EAs? How 

does an incomplete contract on technology investment improve the effectiveness of EAs? 

2. Incentives for participating environmental agreements 

There are quite various non-economic incentives for participating EAs which have 

been introduced in numerous papers. Pittela et al. (2008) focus on analyzing ancillary 

benefit incentives including health issues, public safety, biodiversity protection, tourism 

which are often more immediate than primary benefits. From another point of view, 

Glazer and Proost (2011) take a deep look into informational benefits as motivation for 

many countries that are unsure about the benefits of environmental policy to join in EAs. 

Marchiori et al. (2017) introduced the idea of domestic politics incentives in which 

politicians seek for reputational concerns towards the citizens to win elections or increase 

popularity. 
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Regarding the economic incentives, Barret (1994) studied the conditions for self-

enforcing agreements which both motivate the new participation and continuity of 

members in EA to increase the success and stability of EA. The challenge of self-

enforcing EA is the free-rider problem. The Barret model showed that the decision of 

countries depends on the collective net benefits. The new participation of a country 

leads to an increase in the abatement level of the signatories. On the other hand, the 

withdrawal of a member results in the decrease of the abatement level of the rest 

members which is considered as the punishment for the withdrawing country. Barret 

(1994) added that the stability of the EA is expected if the difference in benefit between 

cooperative and non-cooperative are not significant which can reduce the free-riding. 

Barret (2013) introduced the concept of catastrophe threshold and found that the 

certainty of catastrophe increases the possibility of self-enforcing EA to avoid the 

catastrophe. In line with Barret (1994), Takashima (2018) found that the stability of an 

EA depends on the ratios of cost-benefit of the two types of countries and suggested that 

the abatement should be assigned the same to all countries to prevent the deviation from 

EA because that will cause the same pay-offs. 

Perman et al. (2011) emphasize the complication of current global environmental 

issues by describing transboundary externalities spilling over local or national boundaries. 

Since the world is becoming interconnected, the economic and environmental costs and 

benefits of a country depend on other countries‘ actions much more than some decades 

ago. This nonreversible trend requires the cooperation of all related countries to find the 

most effective and feasible solutions for those international issues, however, countries still 

behave rationally in a selfish way. 

While there have been fruitful theoretical literatures on the non-economic and 

economic incentives of EAs, the detailed calculation on conditions to maintain the 

stability of EAs is not that much. Harstad (2012) suggested that there are four key 

components of an EA which are emission, duration, participation, and technology. 

Emission is the aggregate number of emission allowances for member countries in a 

specific time; Duration is the length of the effective time of an EA; Participation is the 

number of countries joining in the EA; Technology is the investment in technology which 

helps to reduce the emission and improve the environmental quality (Harstad, 2012). 

However, EAs, in reality, are not always designed with all four components as Harstad 

(2012) suggested, especially the term relating to technology investment. Shepherd (2007) 

pointed out that UNFCCC sets no specific deadlines and commitment to technology 

transfer from developed to developing countries. This transferring process can be 
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interpreted as the supporting conditions for technology investment in developing 

countries. The case is the same in the Kyoto Protocol and Paris Agreement which include 

terms encouraging the development of the environmental sound technologies but not set 

out the specific numbers of technology investment. This raises the question whether 

technology investment should be a must in EAs. 

According to Battaglini and Harstad (2016), countries may have little incentive to 

buy or develop technology before international negotiations. The reason behind this is that 

if a country has already installed or developed the best technology, its bargaining position 

in negotiation will be weaker, which is known as the hold-up problem. Thus, for countries 

that have not developed technology much, using this investment term as a bargaining tool 

in negotiation or taking the chance to get support for advanced technology from other 

members is among the attractive benefits motivating participation. Nevertheless, 

technology investment is not an attractive term for all countries. The first emerging 

challenge is the income gaps, which points out that all member countries do not have the 

same economic potential to invest in technology. This reason is among the most crucial 

problems for environmental investment but hardly focused or mentioned in other studies. 

Secondly, not all countries are willing to invest much in the environment because of the 

free-riding situation. Since people always prefer to free-ride rather than make 

contributions to such public good as EAs, negotiation becomes more complicated than it 

should be. The last point concerning free-riding is quite a great barrier that prevents 

countries from joining EAs (Battaglini and Harstad, 2016). 

3. The model of incomplete contract on technology investment 

The idea of designing an incomplete contract on technology investment is 

introduced in Battaglini and Harstad (2016). The whole model focuses on climate 

agreement and details step by step. However, only complete and incomplete contract 

cases are presented here. The purpose is to compare the differences between the two cases 

and prove how incomplete contracts on technology investment reduce in the free-riding 

situation and improve the effectiveness of EAs. 

The model includes some notations that should be introduced in advanced. Country 

          in each period     consumes a level of energy     .  ̅  is satiation 

point, the consumption or energy level country   would choose if there was no concern for 

climate change,      is the level of green technology and      is the quantity of fossil fuel 

consumption,     is the disutility of reducing consumption relative to the satiation point 

(Battaglini and Harstad, 2016). 
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Then the future available technology can be calculated by                    , 

country  ‘s total energy consumption is                 and emission level of country   

at time   is                . 

For every period  , the relative decrease in consumption of country   from the bliss 

level is denoted by      such that        ̅            means country   can reduce      

either by decreasing consumption or by investing in technology. 

Participating in an EA is similar to playing a game. According to the model, there 

are four stages in this game: coalition forming stage, negotiation stage, pollution stage, 

and investment stage. In forming stage, a country will make a cost-benefit analysis and 

consider whether it would like to join the coalition or not. In the second stage, countries 

deciding to participate will negotiate all terms together and set rules for the agreement. In 

the last two stages, members will pollute and invest as negotiated. Countries deciding not 

to join the EA will stay out and choose the emission and investment on their own.  

In a business-as-usual case, the non-cooperative investment is         
 

 
 such that 

      
 

 
        ,     ,      and the non-cooperative emission level is      

 
 

 
 such that       ̅   

 

 
     ,      (Battaglini and Harstad, 2016). 

  is the present-discounted cost of emission,   is the net cost of technology and 

    is the disutility of reducing consumption relative to the satiation point 

(Battaglini and Harstad, 2016). If the present-discounted cost of emission increases, 

the technology investment will increase to improve the environment quality. On the 

other hand, when the net cost of technology goes up, as a result, technology 

investment will be lower than before. Regarding emission level, it is also intuitive that 

if there is an increase in the present-discounted cost of emission, the decrease in 

consumption of country   will go up which means that country   will consume less 

than before. In contrast, if the disutility of reducing country  ‘s consumption relative to 

the satiation point rises, it will consume more than before as      goes down. 

3.1. The model of complete contract 

Assuming that the EA can contract on both technology investment and emission 

levels, with coalition   , a duration strategy       and a policy 

(                     )
   

 
.    is the set of countries whose strategy is to join the EA 

and       indicates the EA‘s time length. When joining in EA, each country   will 

design its own strategy (                     )
   

 
 for optimal levels of emissions and 
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investments in every period. Participating countries will negotiate and fix      and      for 

all periods               in negotiation stage before the first one. Non-participants 

choose     and      on their own.  

Then non-participants are supposed to act as business-as-usual while participants 

have to ensure that their externalities must be taken into account without internalizing the 

environmental harm on non-participants.  

Then, for every coalition member, equilibrium investment level becomes        

  
 

 
 such that        

 

 
        ,     ,            and equilibrium 

consumption and emission are given by        
 

 
 ,          such that       ̅  

       
 

 
 and       ̅    

 

 
  

 

 
          . Where   is the coalition size 

(Battaglini and Harstad, 2016). 

The results imply that for the coalition   , the coalition technology investment and 

emission level is the sum of   countries‘ technology investment and emission. Because 

consumption and investment are contracted, they only depend on the number of EA‘s 

members. The ratio of consumption-reduction to technology stock     , however, is 

independent of   due to the fixed investment and consumption term in the negotiation. 

In this case, EA‘s length is not affected by the technology investment term but by 

the current situation of the coalition and the expectation for future negotiation. In order to 

fulfill the Markov-perfect equilibrium,    is independent of any stock or history. Thus, all 

members expect that once the current agreement expires, the next coalition will be   . 

In case one country which is supposed to join in the coalition at first but later it 

deviates, the coalition size   is smaller than the equilibrium coalition   , members will 

prefer a one-period agreement and expect a larger coalition next period. If the sign 

happens to be equal, EA‘s length is completely independent of size, any choice is optimal. 

In the last case, identical negotiated terms will be repeated in time     and later which 

expands the duration to finite (Battaglini and Harstad, 2016). 

The essential condition for    to be an equilibrium is that both external and internal 

stability must be guaranteed which means that every non-participant should be unwilling 

to join and every participant does not strictly prefer to free-ride.  

In case of there is a deviating country as mentioned above, that country is able to 

foresee the result EA will be formed for only one period since it is expected to join the EA 

the following period by other participants. That deviating country gets benefits from EA 
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by lower investment-cost and higher consumption. However, it must be aware that its 

externality will not be taken into account and other members will reduce technology 

investment from    

 
            

 

 
 in response. This is the trade-off that a country 

must consider before making a deviation decision. 

According to (Battaglini and Harstad, 2016),    is an equilibrium coalition if and 

only if             . This implies that the gain of consumption reduction and 

technology investment raises from participating in an EA does not seem to be a great 

attraction for countries. Such a small optimal number of members is a contrast to the real 

situation. 

3.2. The model of incomplete contract  

Relaxing the assumption that the policy is fully contractible and assuming that 

countries can only commit to emission levels but not to technology investments. Except 

for the change that      is not negotiated by coalition members, other assumptions are the 

same as in the contractible cases. 

Non-participants, as usual, choose similar strategies as in complete contract case. 

For EA members, however, strategies are no longer similar. Since participants only 

contract emission levels, technology investment will then depend on the negotiated 

emission caps. Here it is much clearer how the emission commitment affects the 

technology investment and technology investment, in turn, has an impact on EA 

participation and duration. Since       ̅             , the smaller the emission quota, 

the larger the incentives to invest in technology even though it is not contracted.  

For every    , equilibrium investment ensures that the technology stock 

decreases in the emission quota is      
   ̅       

   
,            , but      

 

 
 and the 

equilibrium emission quotas satisfy         ̅          
 

 
 and        ̅     

 

 
  

 
 

 
 ,             such that         

 

 
 ,             ,        

 

 
 but           

 
 

 
 ,             and.  

This implies that the difference between technology investment at time   and time 

    can be explained by the incomplete investment term. During the EA‘s length, it is 

intuitive that members will invest more if the emission cap is small as mentioned above. 

In the last period, however, members realize that what they invest at that time is not 

relevant to the next EA when everything will be renegotiated, known as hold-up 
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problems. This realization and the fear of hold-up problems lead to the adjustment that in 

the last period they invest only 
 

 
 instead of  

 

 
 as before.  

In order to guarantee the marginal benefit of another unit of consumption equals the 

coalition‘s cost of more emissions every period,      must be the same for every   

  and             which means members keep investing as normal except for the last 

period.  

The outcome turns out to be interesting that in an incomplete contract case, if   and 

  are taken as given, emission and investment levels are exactly identical to complete 

contract case, only except for the last period when little investment triggers as a result of 

hold-up problem. 

In an incomplete contract, small investments for the fear of being held-up in the 

future lead to the form of the short-term EA which is more costly than long-term one. 

Countries must then consider whether accepting this cost or waiting for a larger coalition 

in the future. The remarkable difference is that if the current coalition size  , is smaller 

but close to the equilibrium size   , then a long-term EA with fewer participants is 

preferred which does not happen in a complete contract case. The proposition shows that 

difference by setting a new  ̂       which is the threshold that makes the coalition 

indifferent and this  ̂       is strictly smaller than   .  

Similar to the complete contract case, internal and external stability must be fulfilled 

for all     . Even though technology investment is not contracted, there is a great desire 

for free-riding since larger coalitions require larger reductions in pollution among 

members. Thus, large    is not preferred by participants.  

Considering the case there is one deviating country, the significant difference now is 

that this free-riding creates greater consumption as well as higher pollution cost for every 

period instead of only one as in a complete contract case. However, free-riders must be 

aware that participants will reduce technology stocks from    

 
 to 

 

 
 instead of       

   
 

 
 as in a complete contract. This means the punishment for free-riding is now higher 

which demotivates free-riders and makes them consider their deviating decision. If this 

punishment effectively changes the strategy of free-riding countries, larger coalition 

participation is a possibility to expect. 
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3.3. Limitation of the model of incomplete contract 

The first limited point relates to the assumptions. It is assumed that the model is 

abstract from norms or ethical arguments, private information, important domestic 

political economy forces while in reality, those factors have great influence EAs. In 

addition, the assumption for the absence of firms and each country acts as a single-player 

simplifies the game to observe the strategy of every country but it cannot be applied to the 

real world to explain the current situation. The second limitation which is the result of the 

first one is the lack of detailed economic explanations for the robustness of the result in 

practice. Since the result is just consequential and provocative, Battaglini and Harstad 

(2016) suggested that the model should be extended to in more directions to investigate 

the result. 

4. Conclusion 

There is a wide variety of economic and non-economic incentives for participating 

in EAs. Technology investment is usually considered as a term rather than a motivation 

for EAs participation. 

Battaglini and Harstad (2016) introduced the model of incomplete contracts on 

technology which helps reduce the free-rider problem. Complete contract EAs produce 

great desires for free-riding because countries just like to consume much without investing 

in technology and it is quite hard to control this situation. Setting high punishment for 

free-riders is not a direct method to enhance the effectiveness of EAs, so incomplete 

contracts can partly solve the problem and additionally open space for more participants 

to join, taking duration exogenous. 

There are still some limitations of the model which can be improved by further 

research and help design much more efficient international EAs in the future. In addition, 

there are various possibilities of extension for the topic. Firstly, the interpretation of the 

systematic statistics of the international EAs which can provide information about the 

characteristics of EA and various motivations for participating in EAs. Secondly, the 

technology transfer in EAs can be studied further, especially in the case of developing 

countries. Thirdly, comparing the EAs in theory and reality can produce interesting 

findings of the gap which can be developed empirically.  
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MINORITIES IN NORTHERN MIDLANDS AND MOUNTAINS 
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53

 

Thang Long University 

 

Abstract: 

Ethnic minority people are facing many barriers in access social services. The aim of 

this study is to describe health service utilization of ethnic minorities in the Northern 

Midlands and Mountains Region in Vietnam and investigate factors that affect health service 

use of them. By applying Logit model for data collecting from Vietnam household living 

standard survey data (VHLSS) 2014 and 2016, the results found that factors including 

characteristics of households, individuals and medical assistance influence the use of health 

services of ethnic minorities. The study also gives a number of policy implications to related 

departments.  

Keywords:   ethnic minorities, health care services, health insurance, Northern 

Midlands and Mountains Region, VHLSS. 

 

1. Introduction 

Northern Midland and Mountainous Region is where many ethnic minorities live. 

They still face many difficulties in accessing social services. In recent years, health 

care policies have been implemented to improve their health, which contribute and has 

achieved many important achievements. The health system has been improved in 

terms of quantity and quality. The increase in the number of health facilities 

contributes to raise the use of health services. However, access to health care 

service disparities between regions, ethnic groups, between the plains and the 

mountains, the midlands, between the Kinh and ethnic minorities. The Government 

has been implementing several policies to increase access to health services for ethnic 

minorities and remote region. According to a government policy, ethnic minorities 

have free health insurance. This will decrease health expenditure for them, but these 

groups still face difficulties in accessing health services due to various causes. Ethnic 

minority people attended public health services significantly less frequently than the 

ethnic majority. Previous empirical studies found many factors that impact on the 
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health services utilization. Gender is a important factor affecting health spending in 

rural Region of Liberia   (David, 1993). A study of factors affecting the demand for 

health services in urban Region of Mocan et al. (2004) found that demand for health 

services is affected by income, health status and employment. Studying the 

relationship between education and health care demand, Feng and Qin (2010) showed 

that there is a positive relationship between education and health care use. Mwabu et 

al. (2003) showed the negative impact of insurance on health care demand, which 

means that the insured have fewer health care visits than the uninsured.  

Most of studies found different groups of factors that affect the use of health care 

services, including demographics, health care conditions, household economic status 

and other supports. However, studies on the impact of these factors on the use 

of health services of ethnic minorities in the Northern Midlands and Mountains Region 

are almost unavailable. This study aimed to identify determinants for use of health care 

services by ethnic minorities in Northern Midland and Mountainous Region. This 

paper includes 5 sections; Section 1 is the introduction; Section 2 is literature reviews; 

Section 3 is methodology; Section 4 presents estimation results and the last section is 

the conclusion. 

2. Literature reviews 

There have been a number of empirical studies that estimated the impact of 

factors on the health services utilization. 

Ahmed et al. (2005) studied health-seeking behavior of elderly people 

in Bangladesh. This study found that education and poverty are two important factors 

impacting on health care seeking behavior. 

Kevany et al. (2012) studied impact of socio-economic status and employment 

status on health care utilization in rural Zimbabwe by using data collected from 

random household surveys in Mutoko district of a province of Zimbabwe with logistic 

regression. In this study, the author chose the variables describing the economic 

situation as: wage or salary, employment status and assets. The research has shown 

that health care utilization is highly related to the socio-economic factors and 

employment status. 

Wagstaff (2010) evaluated the benefit of voluntary health insurance programs 

of people in rural of China. This study combines differences-in-differences with 

matching methods to estimate and showed that health insurance increased outpatient 

and inpatient utilization. The choice of using health care depends on whether 
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individual is sick or not. Studies in China also found that the demand for treatment of 

serious condition is less elastic  than for less serious conditions (Cretin et al., 1990). 

There are many studies on health care utilization in Vietnam. Nguyen Huu Dung 

et al. (2016) studied determinants affecting health care expenditure of households for 

children with VHLSS 2010 and VHLSS 2012. The authors used the Tobit model for 

panel data, showing that there are 13 variables that have a statistically significant 

impact on the level of health expenditure for children in Vietnamese households, 

including household economic characteristics, health care conditions, external support 

and household demographic variables. In which, the family income factor has the 

strongest impact on health expenditure. The study also provided suggestions to 

increase the interest of households to invest in children's health spending to help 

children get better health. 

Minh Hoang Van et al. (2012)  used logistic regression method to study the 

factors that influence catastrophic health expenditure. The results also show that the 

economic characteristics of households impact on household health 

expenditure. Higher-income households will increase health spending and pay more 

for expensive medical services. Households living in rural have a significantly higher 

proportion of catastrophic health spending than those living in urban. 

Nguyen Thi Thuy Trinh et al. (2018) investigated determinants affecting the 

decision of health care seeking and the amount spent on health care of the farmers in 

Tra Vinh province, using data collected from 200 farmer households in one district of 

Tra Vinh province. By using the Probit model, authors have identified the factors 

affecting the decision of health care seeking, including factors such as ethnicity, age of 

household head, education level of the household head, the distance to the nearest 

health facility and economic status of the household. The results also showed that the 

factors affecting the amount of health spending by households, such us occupation of 

household heads, capita income, subsidy policy and household economic status. 

However, the analysis of determinants affecting the decision to seek health care and 

the amount spent on health is separate. 

Some previous studies also showed that health insurance  is the important factor 

affecting on health care use. Nguyen (2012) used VHLSS 2004 and 2006 to assess the 

impact of voluntary health insurance on health care utilization and health 

spending. Contrary to Wagstaff (2010), this study indicated that voluntary health 

insurance increased the number of inpatient and outpatient annual visits by 45% and 

70% respectively. Palmer et al. (2014) studied reforms of the health insurance policy 



  

 

 

800 

in 2005 in Vietnam and found that health insurance increases the probability of 

inpatient visits by 6.8% and outpatient visits by 21.7%. 

Toan et al. (2002) investigated the use of public health services in different social 

and ethnic groups of three communes in a mountainous district in Northern Vietnam. 

Self-medication was most common (57%) while 30% used public health services when 

suffering from a health problem. Persons living far from health services attended 

public health services less frequently than the others. The study also found that ethnic 

minorities were less likely to use public health services than the others were. 

Sepehri et al. (2008) also found significant associations between individual‘s and 

household‘s characteristics and adults health seeking behavior in Vietnam. Factors 

including gender, age and education were factors related to the use of health services. 

The studies of UNDP (2011) found different groups of factors that affect the use of 

health care services, including: demographics factors, health care conditions.    

The above studies have provided evidences on the impact of factors on the use of 

health services, including household‘s characteristics, personal‘s characteristics, health 

status, etc. However, there are very few studies on the use of health services of ethnic 

minorities in the Northern Midlands and Mountains, so this study aims to analyze 

factors affecting their use of health services. In this paper, we investigate that how 

medical assistance influences their health care utilization.  

3. Research methodology  

3.1. Theoretical framework 

According to consumer theory, individuals always choose consumer goods based 

on maximizing utility with a given budget constraint. Following Grossman 

(1972), health care is a commodity that consumers need to improve their 

health. Demand for health care is derived demand, since people desire good health 

then have health care demand. Demand for health care is impacted by many factors 

including market factors and non-market factors. The market factors includes user 

fee, insurance, household income. The non-market factors include household 

characteristics, personal characteristics such as age, education, health status and 

perceptions they have about the quality of health facilities (Ajakaiye and Mwabu, 

2007). Assuming that health services are a consumption good, the problem of 

maximizing utility of consumers can be expressed as follows:  

                 (1) 
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In which, U is the utility derived from the consumption of different goods; Y is 

health related goods; H is the function of health production; Z represents for health 

inputs and X represents all other goods and services.    

The utility function is maximized by the following constraint: 

                   (2) 

Where B is budget or income,   ,   ,    are princes of X, Y, Z respectively.  

Solving the problem of maximizing generates a demand function for health 

services is as follows: 

                             (3) 

Where     refers to demand for health services; S stands for social demographic 

variables; hs is the household component; and N0 are household characteristics that 

cannot be observed.        

From analyzing the aforementioned theoretical framework and reviews of 

previous studies, we build a model to study the factors affecting the use of health 

services as in Figure 1.  

Figure 1: Modeling of determinants of using health services 
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3.2. Estimated method 

The data in this study are from Vietnam Household Living Standard Survey 

(VHLSS) 2014 and 2016, which were conducted by the General Statistical Office of 

Vietnam (GSO). The research data used is array data, including economic 

characteristics. From the data sets, we generate a sample that includes 5944 individuals 

with information about social-economic variables such as gender, age, education, 

income, expenditure, health insurance and medical assistance.  

In this study, use of health services is dependent variable and it takes 2 values as 

1 and 0.  Using health service refers to any curative outpatient or inpatient visits 

provided by a physician or any other medical staff. The dependent variable equals 1 if 

an individual had used medical service at least once for 12 months, including 

vaccination, health checks, prenatal checks, insertion of intrauterine devices, abortion, 

birth, delivery.  This variable equal 0 if the individual had not used any health care 

services for 12 months. Assuming that the errors follow a logistic distribution, we 

apply a Logit regression method to evaluate determinants of health care use of ethnic 

minorities in the Midlands and Northern Mountains.  

  [
       

         
]                                  

X 1i, = Vector characteristics related to individuals such as age, education and 

gender. 

X 2i = Vector features related to households such as income, insurance, etc. 

Table 1. Definition of variables 

Variable Define 

1. Health insurance Dummy variable (= 1 if having health insurance; = 0 if having no 

health insurance) 

2. Expenditure per 

capita/household Average expenditure/ person /household (unit VND 1,000). 

3. Education of household 

head 

Dummy variables with 4 levels: 0 if no education; 1 if ever gone to 

school or an elementary degree; 2 if having a secondary or high 

school diploma; and 3 if have a high school diploma. 

4. Education  

Education of household members. 

Dummy variables with 4 levels: 0 if no education; 1 if ever gone to 

school or having an elementary degree; 2 if having a secondary or 

high school diploma; and 3 if have a higher school diploma. 

5. Gender of household head Dummy variable (male = 1; female = 0) 
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6. Number of elderly people  Number of elderly people in the household (people aged 60 and over). 

7. Number of children  Number of children in the household (children aged 6 or under). 

8. Age of head of household Age of the head of household (unit: years old) 

9. Household size Number of household members  

10. Age Age of the individual (years old). 

11. Age-squared Square of the age of an individual. 

12. Member's gender Gender of member with Dummy variable (male = 1; female = 0) 

13. Medical assistance 
Dummy variables (individuals having medical assistance =1; 

individuals without medical assistance = 0) 

  

4. Research‟s results and discussion 

4.1. Using health services of ethnic minorities in the Northern Midlands and 

Mountains Region 

Although many preferential policies have been implemented to help ethnic 

minorities improve access to health services, ethnic minorities in the Northern 

Midlands and Mountains Region face barriers in accessing and using health services, 

including language, geographic barriers, educational level, and economic conditions. 

Universal health insurance policy is one of the policies towards disadvantaged people 

in society, including ethnic minorities. Nowadays, free health insurance is provided for 

the poor and other targeted groups, including ethnic minorities and policy household. 

However, there is still several ethnic minorities who do not have health insurance. 

Figure 2. The rate of insured and uninsured group of ethnic minorities in the Northern 

Midlands and Mountains 

 

Source: GSO 
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Uninsured
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Figure 2 shows that the proportion of ethnic minorities who have health 

insurance in the Northern Midlands and Mountains Region is very high, at 94.07% , 

which will contribute to increasing people's ability to use health services. In recent 

years, the implementation of health insurance policies for ethnic minorities in remote 

regions has made the percentage of people having insurance is higher. These policies 

aim to increase the ability to access health care service and improving the quality of 

health care as well as the quality of life for ethnic minorities. Table 1 also shows 

that there is still a small proportion of people not having health insurance, which is 

about 5,93%. These people were not provided free health insurance due to some 

reasons, even some people do not perceive the importance of health insurance, so they 

do not pay attention to get it. 

Figure 3. Percentage of ethnic minorities in the Northern Midlands and Mountains who 

had used health services for 12 months 

 

              Source: GSO 

Figure 3 shows a very small proportion of ethnic minorities in the Northern 

Midlands and Mountains Region who had used health services for 12 months. Only 

about 19.61% of people in the sample had used health care service at least once for 12 

months. Although the health insurance policy for ethnic minorities raise the proportion 

of insured people, the proportion of ethnic minorities in the Northern Midlands and 

Mountains Region who had used health care services for 12 months is very small. This 

is because people in this area still face many barriers in accessing health 

services. Most health stations and hospitals are far away from their houses. Ethnic 

minorities still do not have the habit of going to hospital when being sick, most of 

19.61% 

80.39% 

Had used health sevices
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them choose self-treatment. In addition, cultural and linguistic barriers are also 

important factors that prevent people from accessing health services. 

Table 2. Using health services by demographic and social background factors in the 

Northern Midlands and Mountains 

 

Factors Do not use health services for 12 months 

 No Yes  

Gender :     
 

1. Male 83.29% 16.71% 
 

2. Female 77.43% 22.57% 
 

Health insurance:     
 

1. Yes      68.83% 31.17% 
 

2. No      78.19% 21.81% 
 

Medical assistance     
 

1. No 70.13% 29.87% 
 

2. Yes 57.14% 42.86% 
 

Age     
 

<6  52.88% 47.12% 
 

6-19  80.08% 19.92% 
 

20-39  74.11% 25.89% 
 

40-60  64.09% 35.91% 
 

> 60  53.53% 46.47% 
 

Education      
 

1 68.49% 31.51% 
 

2 74.24% 25.76% 
 

3 73.73% 26.27% 
 

4 66.27% 33.73% 
 

Household size     
 

1-4 67.44% 32.56% 
 

>5 73.61% 26.39% 
 

Source: GSO 

Table 2 shows the percentage of men who had used health services for 12 months 

is 16.71%, this proportion is 22.57% for women. These rates of both men and women 

are quite low, that of women is higher that of men. This means that women have a 

higher level of use of health services than men do. Table 2 also shows the percentage 
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of people having health insurance had used health care services at least once for 12 

months is 31.17%, while the proportion for people without health insurance is 

21.81%. This shows that insured people were more likely to use health care services 

than uninsured people. This is because health insurance contributes to the reduction 

of health care expenditure. Therefore, it increased health care demand of the 

insured. Using health care of age groups is also different. The rate of health use of age 

group under 6 years old is the highest, at 47.12%, that of group from 6 to 19 years old 

is lowest, at 19.92% and this rate increases gradually when the age level increases. 

The rate of using health services by groups of people having different education 

levels is also different. The percentage of the group having no qualification using 

health care is highest. This group includes mainly children under 5 years of age and 

others, so their demand for health care is high. As the level of education increases, the 

percentage of people who had used health services also increased. This is because 

when they had a higher education level, they were more concerned about their health, 

so they should go to the doctor more often. Members of households having less than 4 

members were more likely to use health services than members of households having 

5 members or more (32.56% and 26.39% respectively). 

Figure 4. Percentage of types of health services selected by individuals  

 

The author's calculations from VHLSS in 2014 and 2016 show that the number 

of the people who had sought care within 12 months at village/hamlet Clinics accounts 

for 85.2%, 12.7% at commune health stations, 1.8% at regional polyclinic and 0.3% at 

district hospitals. This means that most of ethnic minorities in the Northern Midland 

85.20% 

12.70% 

1.80% 0.30% 

Village/Hamlet Clinics

Commune/Ward Clinics

Regional General Clinics

Urban/Rural District Hospitals
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and Mountain Region choose village/hamlet Clinics, the percentage of people seeking 

medical care at higher health facilities level is very small. This is because of their 

limited knowledge of the majority language and high cost of transportation as well as 

poor transportation facilities to the health services. 

4.2. Estimated results 

To evaluate factors, impact on the use of health services by ethnic minorities in 

the Northern Midlands and Mountains, this study used Stata 14 software to conduct 

regression. The estimation results of Logit model are shown in Table 3. 

Table 3. Estimated results 

Independent variables Coefficient Marginal effect 

Health Insurance 0.611 *** 0.1085 

  (0.129)     

Average expenditure of the household 0.205 *** 0.0414623 

  (0.0440)     

Education of the household head 0.06610 0.0133576 

  (0.0406)     

Education of members -0.162 *** -0.032743 

  (0.0424)     

Gender of head of household -0.218 ** -0.0455849 

  (0.0956)     

Number of old people in the household -0.0324 -0.0065535 

  (0.0559)     

Number of children in the household 0.139 *** 0.028161 

  (0.0455)     

Age of household head -0.00095 -0.0001925 

  (0.00301)     

Household size -0.118 *** -0.0239477 

  (0.0248)     

Age -0.0200 *** -0.0040469 

  (0.00642)     

Age-squared 0.000485 *** 0.0000981 

  (0.0000869)   

Gender -0.491 *** -0.0997381 

  (0.0612)     

Medical assistance 0.679 *** 0.1520513 

  (0, 114)     

Number of observations 5.944   

Note: The symbol *** / ** / * indicates that the estimated parameters are statistically 

significant at 1%, 5% and 10%, respectively. 

Values in parentheses are standard deviations 

Source: authors' estimates from VHLSS data for 2014 and 2016 using STATA 14 software 

 Source: authors' estimates from VHLSS 2014 and 2016 
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The estimated coefficient of health insurance is 0.598 and is statistically 

significant at the 1% level, implying that health insurance has a positive impact on the 

use of health services. This result is similar to Nguyen (2011). The marginal effect 

coefficient of health insurance is 0.1102, which shows that, if having health insurance, 

the probability of people seeking health care will rise to 11.02%. People having health 

insurance are more likely to use health services than uninsured people are. It is 

because that health insurance contributes to decrease health care costs, so it 

encourages people to seek medical care more.  

The coefficient of expenditure per capita variable is 0.25 and is statistically 

significant at the 1% level, indicating that expenditure per capita is also an important 

factor that positively affecting the ability of using health services of ethnic 

minorities. The marginal effect of this variable is 0.052, which shows that if the 

expenditure per capita of a household increases by one unit, the probability of seeking 

health care of an individual will increase by 5.2%. This means that individuals with 

higher expenditure are more likely to use health services. The expenditure per capita of 

household is a better proxy of the household's economic condition than income per 

capita. Households with better economic conditions often have more expenditure per 

capita. Therefore, members of these households often are more likely to access to 

health services than ones of households with lower expenditure per capita. 

The estimated coefficient of the medical assistance variable is 0.648, which is 

statistically significant at the 1% level, indicating that the use of health services by 

ethnic minorities in the Northern Midlands and Mountains region is 

also positively dependent on medical assistance. This means that health assistance 

helps increase people's ability to use health services. The marginal effect of this 

variable is 0.1483, which shows that when getting medical assistance, the probability 

of accessing to health care of an individual will increase to 14.83% with other factors 

constant. The per capita income of people in the Northern Midlands and Mountains 

is quite low, at VND1.253 million per capita, while the income per capita in Vietnam 

is VND2.578 million (The author calculated from VHLSS 2014 and 2016 data). Thus, 

ethnic minorities with low economic conditions, they found it difficult to pay health 

costs when being ill. Although they are insured, health insurance only help them 

decrease health care expenditure and they still pay for other expenses such as the cost 

travel, meals, inpatient treatment costs, payment for caregivers, etc. These expenses 

may be exceeded affordability of the ethnic minorities and it possibly will make them 
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poor and even poorer. Therefore, many of them need medical assistance to access to 

health services and treatment. 

The estimation results also show that education of the head of household 

positively impacts on the probability of accessing to health services significantly. This 

estimate result is the similar as Ahmed (2005). The head of household is often the 

main decision maker in a family. This implies that the head of household has a high 

education level, they perceive that health care is important in order to improve 

health. Therefore, individuals in these households are more likely to use health 

services than individuals in other households. On the contrary, household size has a 

negative impact on the use of health services. It implies that the greater number of 

members in a household, the more difficult their economic conditions are. Therefore, 

when being sick, these members are less likely to seeking health care. Nowadays, 

many of ethnic minorities‘ households still have many children, so they found it more 

and more difficult to access social services, including medical service. Regarding the 

gender of household head, individuals in households having female head are likely to 

have higher access to health services. This is because women often pay more attention 

to health of household members than men. 

Age-squared of individuals impacts positively and statistically significant on 

health care use. This shows that when the age of members increases, their ability to 

use health care decreases but when the age increases to a certain extent, the use of 

health services increases. This is because children are often ill, they have higher 

demand for health services, which decreases when their age increases. When people 

are older, their health declines and they are more likely to use health care. In terms of 

health services, the increase is particularly high as we age. 

The gender of the member also has the same impact as the gender of the head of 

household on the use of health services. This finding is similar to finding of David 

(1993). Women often have a higher demand for health services and a better sense of 

health care so their access to health care is higher than that of men. 

5. Conclusion 

Over the past decades, thanks to the Government's policies, the quality of health 

services in Vietnam has been greatly improved, but ethnic minority people's access to 

health services is still limited. In this study, we provide empirical assessments of the 

factors affecting health service decisions of ethnic minorities in the Northern Midlands 

and Mountains region. 
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Firstly, health insurance has a positive impact on the ability of the ethnic 

minorities to use health services in the Northern Midlands and Mountains. There is 

still a small number of people in this region who have no health insurance, so more 

policies on health insurance need to implementing to increase health insurance 

coverage for them. 

Second, education of the household head, expenditure per capita of household 

and household size also increase the ability to access to health services. Therefore, the 

policy makers need enact more education policies to improve education level of the 

ethnic minorities. In addition, it is also necessary to implement policies to develop 

socio-economic factors in order to increase the ethnic minorities‘ economic conditions, 

which will rise their probability of using health services. At the same time, it is still 

necessary to actively propagate the population policies so that they have a birth plan, 

for example, each family should have one or two children. 

Thirdly, medical assistance has a positive impact on the people's use of health 

services. Therefore, to encourage ethnic minorities to use health services, there should 

have more supports from agencies and organizations for the ethnic minorities. 

Fourthly, age can also affect the use of health services. The abilities of use of 

health service of children and the elderly people are higher than that of the 

others. Many health policies for them need to be implemented so that they can get the 

best health care. 

The data used in the study is reliable, but it has some limitation. We could not 

control health situation affecting the use of medical services. In addition, this article 

has not studied the factors such as distance from home to hospital, quality of health 

facilities due to difficulties in collecting data. Our estimates is not subject to 

endogeneity of health insurance because ethnic minorities are offered free health 

insurance. Therefore, we consider there is no adverse selection in health insurance for 

ethnic minorities. 
 

REFERENCES 

AHMED, S.M., TOMSON, G., PETZOLD, M. & KABIR, Z. (2005), 'Socio-

economic status overrides age and gender in determining health-seeking behavior in 

rural Bangladesh', Bulletin of the World Health Organization, 83, 109-17. 

AJAKAIYE, O. & MWABU, G. (2007), 'The demand for reproductive health 

services: an application of control function approach'. 



  

 

 

811 

CRETIN, S., H., D. N., P., W. A., JR., Y., G. X. & Q., S. Y. (1990), 'Modeling 

the effect of insurance on health expenditures in the People's Republic of China', 

Health Serv Res, 25(4), 667–685. 

DAVID, S. (1993), 'Health Expenditure and Household Budgets in Rural 

Liberia', Health Transition Review,, 3(1), 57-76. 

FENG, J. & QIN, B. (2010), Wealth, Education and Demand for Medical Care - 

Evidence from Rural China, World Scientific Publishing Co. Pte. Ltd. 

GROSSMAN, M. (1972), 'On the Concept of Health Capital and the Demand for 

Health' Journal of Political Economy, 80, 223-255. 

KEVANY, S., MURIMA, O., SINGH, B., HLUBINKA, D., KULICH, M., 

MORIN, S. & SWEAT, M. (2012), 'Socio-Economic Status and Health Care 

Utilization in Rural Zimbabwe: Findings from Project Accept (HPTN 043)', Journal of 

public health in Africa, 3, 46-51. 

MINH HOANG VAN, PHUONG, N., SAKSENA, P., JAMES, C. & XU, K. 

(2012), 'Financial burden of household out-of pocket health expenditure in Viet Nam: 

Findings from the National Living Standard Survey 2002-2010', Social science & 

medicine (1982), 96. 

MOCAN, H.N., TEKIN, E. & ZAX, J.S. (2004), 'The Demand for Medical Care 

in Urban China', World Development, Elsevier, 32(2), 289-304. 

MWABU, G., WANG'OMBE, J. & NGANDA, B. (2003), 'The Demand for 

Medical Care in Kenya', African Development Review, 15, 439-453. 

NGUYEN, C.V. (2012), 'The impact of voluntary health insurance on health care 

utilization and out-of-pocket payments: new evidence for Vietnam', Health economics, 

21(8), 946-66. 

NGUYEN HUU DUNG, TRI, N.M. & NGUYEN TRONG HOAI (2016), 

'Factors affecting children's health spending: Application of Tobit model for 

Vietnamese data', Science Journal of HCMC Pedagogical University, 2, 19-27. 

NGUYEN THI THUY TRINH, XUYEN, N. T. K. & NGUYEN VAN VU AN 

(2018), 'Factors affecting health spending of households in Tra Vinh', Science 

magazine of Tra Vinh University, 29, 9-19. 



  

 

 

812 

PALMER, M., MITRA, S., MONT, D. & GROCE, N. (2014), 'The Impact of 

Health Insurance for Children Under Age 6 in Vietnam: A Regression Discontinuity 

Approach', Social Science & Medicine, 145, 217–226. 

SEPEHRI, A., SARMA, S., SIMPSON, W. & MOSHIRI, S. (2008), 'How 

important are individual, household and commune characteristics in explaining 

utilization of maternal health services in Vietnam?', Social Science & Medicine, 67(6), 

1009–1017. 

TOAN, N., TRONG, L., HÖJER, B. & PERSSON, L.-Å. (2002), 'Public health 

services use in a mountainous area, Vietnam: Implications for health policy', 

Scandinavian journal of public health, 30, 86-93. 

UNDP (2011), 'Social Services for Human Development', Viet Nam Human 

Development Report 2011. Hanoi, Vietnam. 

WAGSTAFF, A. (2010), Estimating health insurance impacts under unobserved 

heterogeneity: the case of Vietnam's health care fund for the poor. Health Economics, 

19(2), 189-208. 

  



  

 

 

813 

FINANCIAL DEVELOPMENT VS ECONOMIC GROWTH:  

CASE STUDY OF ASIAN COUNTRIES 

Le Thanh Tam
54

 

National Economics University 

Hoang Thanh Van 

National Economics University 

Tran Thi Lan Anh 

Hanoi University of Industry 

 

Abstract: 

This paper is aimed to examine the relationship between financial market development and 

economic growth in 20 Asian countries in the 2011-2016 periods using International Monetary 

Fund data with three models Pool OLS regression (POLS), Fix effects model (FEM), and 

Random effects model (REM). Of which, financial development is composed of five aspects: 

financial institutions depth, financial institutions efficiency, financial markets depth, financial 

markets efficiency and foreign direct investment. In literature, three schools of the relationship 

between financial development and economic growth: very strong and positive impact; weak 

positive impact, and no impact at all. The results of this study support the notion that financial 

development has a strong positive impact on economic growth. However, it is necessary to pay 

attention to the characteristics of each group (advanced markets, emerging market or low-income 

developing countries) in order to have appropriate development of finance. Policy implications 

are provided to increase the operational efficiency of the financial system, contribute to the 

economic growth process.  

Keywords: Access, depth, economic growth, efficiency, financial development, financial 

institutions, financial market. 

 

1. Introduction 

The relationship between financial development and economic growth have 

attracted attentions of economists worldwide for decades. Today, financial development is 

one of the important issues not only within countries, but the whole world is very 

concerned. Economic competition is getting more intense as the global integration process 

has been happening all over the world. Therefore, the problem of economic growth has 

always been the subject of attracting many researchers in the world.  
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The starter of this research trend is Schumpeter (1911), which put forward 

arguments pointing at the productivity and growth enhancing effects of the services 

provided by a developed financial sector. McKinnon and Shaw (1973) made great 

contributions to explain the role of financial development in economic growth. Aghion 

and Howitt (1988), Saint-Paul (1992) argued that there exists a positive relationship 

between financial development, especially the stock market for economic growth. 

Subsequently, many other studies were also launched to prove this relationship. However, 

in the early 1980s the Neostructuralists criticized the McKinnon-Shaw school and 

predicted that financial liberalization would slow down growth. Their arguments are in the 

vein of those put forward by Keynes (1936) and Tobin (1965). Joseph Stiglitz (1989) 

criticizes financial liberalization on the theoretical ground of market failures in financial 

markets. On the other hand, Robinson (1952), Lucas Jr. (1988) and Zbigniew (2003) 

confirm that financial development is not a decisive factor for economic growth, if it not 

developed in the right direction, it even obstruct economic growth, especially for 

developing countries - where the platform economy is still inadequate and weak.  

Most of these experimental studies are large-scale with many countries in different 

regions and studying in many respects. In literature, three schools of the relationship 

between financial development and economic growth: very strong and positive impact; 

weak positive impact, and no impact at all. Main case studies find positive associations 

between financial development and economic growth, but enormous heterogeneity across 

countries and directions of causality. In recent years, few studies have focused on 

analyzing the relationship between financial development and economic growth, 

especially in emerging or transition countries in promising regions like Asia. To fill this 

research gap, this paper is aimed to assess test the 3 hypotheses of the impacts of financial 

development on economic growth, with the case of 20 developing and transitional 

countries in Asia.  

2. Literature review 

2.1. Financial development concepts and measurements 

Financial sector is the set of institutions, instruments, markets, as well as the legal 

and regulatory framework that permit transactions to be made by extending credit 

(Mishkin, 2006; Madura, 2007). Therefore, the concept of financial development can be 

various and include multidimensional process. As Mishkin (2006), financial development 

occurs when financial instruments, markets, and intermediaries ease the effects of 

information, enforcement, and transactions costs and therefore do a correspondingly better 

job at providing the key functions of the financial sector in the economy. For Levine 
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(2005), financial development involves improvements in such functions provided by the 

financial systems as: (i) pooling of savings; (ii) allocating capital to productive 

investments; (iii) monitoring those investments; (iv) risk diversification; and (v) exchange 

of goods and services. Inspired by Levine (2005), Čihák et al. (2012) also confirmed that 

financial development can be defined as improvements in the quality of five key financial 

functions: (a) producing and processing information about possible investments and 

allocating capital based on these assessments; (b) monitoring individuals and firms and 

exerting corporate governance after allocating capital; (c) facilitating the trading, 

diversification, and management of risk; (d) mobilizing and pooling savings; and (e) 

easing the exchange of goods, services, and financial instruments. This approach has been 

used by Svirydzenka (2016) and developed into the synthesis concept of financial 

development as followed: Financial development is defined as a combination of depth 

(size and liquidity of markets), access (ability of individuals and companies to access 

financial services), and efficiency (ability of institutions to provide financial services at 

low cost and with sustainable revenues, and the level of activity of capital markets). In this 

paper, this final concept is used for analysis.  

Although there are many methods to measure financial development, in this paper, 

basing on the synthesis concept of financial development, the measurements of financial 

development index by Svirydzenka (2016). 

Table 1: Components of financial development 

Category Indicator 

Financial Institutions 

Depth Private-sector credit to GDP 

Pension fund assets to GDP 

Mutual fund assets to GDP 

Insurance premiums, life and non-life to GDP 

Access Bank branches per 100,000 adults 

ATMs per 100,000 adults 

Efficiency Net interest margin 

Lending-deposits spread 

Non-interest income to total income 

Overhead costs to total assets 

Return on assets 

Return on equity 

Financial Markets 
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Depth Stock market capitalization to GDP 

Stocks traded to GDP 

International debt securities of government to GDP 

Total debt securities of financial corporations to GDP 

Access Percent of market capitalization outside of top 10 largest companies 

Total number of issuers of debt (domestic and external, nonfinancial 

and financial corporations) 

Efficiency Stock market turnover ratio (stocks traded to capitalization) 

Source: Svirydzenka (2016). 

Six sub-indicators (FID, FIA, FIE, FMD, FMA, and FME) are calculated to 

determine exactly how deep, accessible, and efficient financial institutions and financial 

markets are. From these indices, they are sum up into two higher levels: FI and FM. 

Lastly, FI and FM are combined into the financial development index (FD). 

Figure 1: Financial development index pyramid 

 

Sources: Čihák et al. (2012), Svirydzenka (2016). 

To get the final consolidated FD index, Svirydzenka (2016) used a standard three-

step approach found in the literature on reducing multidimensional data into one summary 

index: (i) normalization of variables; (ii) aggregation of normalized variables into the sub-

indices representing a particular functional dimension; and (iii) aggregation of the sub-

indices into the final index.  
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2.2. Economic growth 

The economic growth of a country is the increase in the market value of the goods 

and services produced by an economy over time (Schumpeter, 1947). To measure 

economic growth, studies often use the speed indicators of economic growth, are often 

calculated by the gross domestic product (GDP) or per capita GDP growth rate over 

time. Recently researches used only GDP per capita to better reflect economic growth 

because it calculates the increase of the population affects the growth of GDP.  

2.3. Literature review on relationship between financial development and economic 

growth 

Three schools of the relationship between financial development and economic 

growth exist: very strong and positive impact; weak positive impact, and no impact at all. 

Table 2: Summary of literature review 

Study Main findings 

Group 1: Financial development has strong impact on economic growth 

King and Levine (1993) 

De Gregorio and Guidotti (1995) 

Rajan and Zingales (1998) 

Levine et al. (2000) 

Beck and Levine (2004) 

Beck et al. (2000, 2005) 

Rioja and Valev (2004b), 

Huang and Lin (2009), 

Estrada et al. (2010), 

Yilmazkuday (2011) 

Casu et al. (2015) 

Most studies have shown that countries with 

developed financial intermediaries, developed 

financial markets, and average financial 

development level, financial development has a 

strong impact on economic growth, in which the 

money supply to GDP index affects economic 

growth stronger than the impact of private sector 

credit to GDP 

How financial growth boost economic growth? Positively impact productivity, resource 

allocation and innovate nature of firms 

Claessens and Laeven (2003) 

 

 

 

Demirgüç-Kunt et al. (2006), 

Estrada et al. (2010) 

 

 

Beck et al. (2006) (2008) 

Financial sector development aids the efficiency of 

firms in choosing a better mix (more efficient and 

productive) of assets and better organizational forms. 

A more developed financial sector enables 

existing firms to take advantage of various growth 

and investment opportunities, and to achieve 

larger (more optimal) scale. 

A more developed financial sector has a bigger 

impact on economic growth by boosting 
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Aghion et al. (2007) 

Ayyagari et al. (2011) 

productivity growth and the allocation of 

resources (optimally allocating land, labor and 

capital) than through pure capital accumulation 

(developing physical infrastructure). 

Greater availability of external finance is 

positively linked to entrepreneurship, greater firm 

entry and more innovative.  

Financial development also reduces the volatility of economic growth and increases the 

effectiveness of policy 

Aghion et al. (2010) 

 

 

 

IMF (2012) 

 

A developed financial system can reduce liquidity 

constraints on firms and increase long-term 

investment, ultimately reducing volatility of 

investment and growth. 

A developed financial system can increase the 

effectiveness of domestic monetary policy, 

provide a broader base for fiscal policy and allow 

for a bigger choice of exchange rate regimes. 

Group 2: Financial development has weak impact on economic growth 

Shen and Lee (2006); 

Guryay et al. (2007); 

Cecchetti and Kharroubi (2012); 

 

 

 

 

Arcand et al. (2012) 

 

 

Rioja and Valev (2004a, 2004b) 

 

Financial development has a weak impact on 

economic growth in developed countries, very 

low-income countries, or countries affected by 

economic crises; in which the liquidity liabilities 

index (M3/GDP) has a weak impact on economic 

growth, while the private sector credit index has 

no impact or has negative impact on economic 

growth. 

Financial development has weaker impact on 

growth as the countries grow richer 

The impact of financial sector development on 

economic growth is strongest among middle-

income countries 

Group 3: Financial development has no impact on economic growth 

Arcand et al. (2012) 

Christopoulos et al. (2004) 

The research results indicated that financial 

development does not affect economic growth in 

countries where the private sector credit ratio to 

GDP reaches about 100% of GDP (the authors 

call this a high financial sector); in addition, this 

effect does not occur in the short term. 
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3. Data and methodology 

3.1. Data 

Secondary data of financial development and economic growth from World Bank 

FinStats is used for this study. Several data sources are collected: the World Bank FinStats 

(2015) (Feyen et al., 2014), IMF‘s Financial Access Survey, Dealogic corporate debt 

database, and Bank for International Settlement (BIS) debt securities database.  

The research studies the linkages between financial development and economic 

growth by using data from 20 out of 48 countries in Asian from 2011 to 2016 (see 

appendix 1). The main reasons for choosing these countries are: (i) they can be the 

representative for diversifying Asia in term of develop ment status: advanced markets 

(AMs) (including Hong Kong, Japan, Korea Rep., Macao SAR, Singapore); emerging 

markets (EMs) (including countries of Brunei Darussalam, Sri Lanka, Indonesia, India, 

Philippines, Malaysia, Mongola, Thailand, Vietnam); and the other group is low-income 

developing countries (LIC) (including Bangladesh, Bhutan, Cambodia, Lao PDR, 

Myanmar, Nepal). (ii) These countries also experienced no shocking effects or crises 

during the study period. The income classification grouping is based on the criteria and 

data of the World Bank. 

3.2. Methodology 

According to Svirydzenka (2016), the financial development index is calculated 

basin on the following formula: 

   ∑     

 

   

 

   ∑     

 

   

 

                

King and Levine (1993) have used the following formula to evaluate the linkages 

between financial development and economic growth: 

                              

Where:  

i = 1, 2, …, N, t = 1, 2, …, T, i – denotes number of countries 

t - refers to time period. 

       - Real gross domestic product used to measure economic growth  
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   - Fixed effect parameters or country specific intercepts which are allowed to vary 

across individual countries. 

     - Financial development index  

    - Exogenous factors which decide on economic growth. 

 - error term 

In this paper, the model of King and Levin (1993) is applied to study the relationship 

between financial development and economic growth. So, the research model is given 

below: 

            (      )     (      )     (      )     (      )

    (      )       

3.3. Hypotheses 

Inspired by King and Levine (1993), Levine et al. (2000), Beck et al. (2000, 2005), 

Demirgüç-Kunt et al. (2006), Estrada et al. (2010), Casu et al. (2015), Svirydzenka 

(2016), the control variables are chosen, and he hypotheses of each variable to economic 

growth are presented in the Table 3. 

Table 3: The hypotheses of each independent variable to economic growth. 

Variables Coded Unit Hypotheses 

Financial Institutions 

Depth 

FID Annual 

percentage 

Hypothesis 1: Financial Institutions – Depth and 

economic growth have positive relationship 

Financial Institutions 

Efficiency 

FIE Annual 

percentage 

Hypothesis 2: Financial Institutions – Depth and 

economic growth have negative relationship 

Financial Markets 

Depth 

FMD Annual 

percentage 

Hypothesis 3: Financial Markets – Depth and 

economic growth have positive relationship 

Financial Markets 

Efficiency 

FME Annual 

percentage 

Hypothesis 4: Financial Markets – Depth and 

economic growth have positive relationship 

Foreign direct 

investment 

FDI Percentage 

of FDI/total 

GDP* 

Hypothesis 5: Foreign direct investment and 

economic growth have positive relationship 

Source: Authors‘ summarization from literature reviews. 

* Note: The calculation of FDI is directly inspired by Estrada et al. (2010). 
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4. Empirical results and discussion 

4.1. Overview of financial development in Asia 

A general view of financial development in the world situation is presented in Map 

2. From the map, it can be clearly to see that Africa has the most underdeveloped finance, 

moving toward China and Russia, the financial development index has made a big 

difference. It also shows a disparity between financial development in Asia and Europe. 

According to the World Bank data, in 2013, the depth of financial development in the 

United Kingdom financial is about 450% of GDP, while the Asia‘s financial development 

(excluding Japan and Australia) only has a total value equivalent to GDP of area. 

However, this is also an opportunity for financial development in Asia because the 

European financial system is very developed, and it is difficult to go further. 

Figure 2: World map of financial development, 2013 

 

Source: IMF staff estimates. 

The disproportion in financial development among AM, EM and LIDC differs 

across several measurements of financial development. The most noticeable gap is 

between FI and FM in the region. Even though FM of LIDC is around 0.03, it is about 

0.60 in AM and 0.32 for EM. Moreover, banks which have the main weight in FID imply 

the domination of the banking sector in Asia (see appendix 2 for ratio weights). This 

causes LIDC more vulnerable to financial crises because if this sector has any problem, it 

negatively influences firms as a result of the shortage of substitute capital sources, for 

instance stock and bond markets, etc. The bigger different in FID and FMD between 

LIDC and two groups propose that financial institutions and markets of LIDC do not 

completely meet the funding needs of the private sector. There may be two key 

explanations that prevent extending credit in these countries. First is the shortage of 

suitable finance infrastructure which precludes banks from loaning money to clients who 
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are unknown by banks, for example lack of credit bureaus. Secondly, it is the result of 

having inflexible rules that direct to regulation arbitrage. Regulation arbitrage happens 

when foreign and local banks move to a different country with comparatively easy 

regulation. 

Figure 3: Financial development index of Asian countries: Peer group, 2011-2016 

 

Source: Authors‘ self-calculation basing on IMF data. 

Note: FD = financial development; FI = financial institutions; FM = financial markets; 

FID = financial institutions depth; FIA = financial institutions access; FIE = financial 

institutions efficiency; FMD = financial markets; FMA = financial markets access; FME = 

financial markets efficiency. 

 

4.2. Overview of economic growth in Asia 

The world economy, after crisis 2008, began to regain its growth momentum, 

reached 5.1% in 2011, rapidly falling to 3.9% in 2012. This decline continued to last for 

the next two years with the growth rate falling to 3.2% in 2 years 2013-2014. And growth 

only started to show signs of recovery with a slight increase of about 3.4% in 2015, and 

about 3.9% in 2016. Thus, it can be seen that by 2015, global economic growth was still 

much lower than the average growth rate of approximately 5% before global financial 

crisis. The gray picture of growth was recorded in most countries. In advanced economies, 

growth had changed very slowly in the first two years of 2012-2013, and only presented 

signs of recovering from the recovery in 2014, but the recovery process was still quite 

expected fragile. For emerging economies, the situation did not seem to be much brighter. 

If in the period 2011 and before, the growth rate of these economies was considered to be 

the driving force for the recovery process of the global economy, then at this stage the 

growth rate had started to slow down. 
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Table 4: Economic growth in the whole world (2011-2016) 

Economic growth ( % of GDP) 2011 2012 2013 2014 2015 2016 

The world 5.1 3.9 3.2 3.2 3.6 3.9 

Advanced economies 3.1 1.6 1.3 1.3 1.8 2.4 

United States 3 1.8 2.8 1.9 2.8 3 

EU 1.8 1.7 -0.7 -0.5 1.1 1.5 

Japan 4 -0.5 1.4 1.5 1.4 1 

Emerging economies 7.3 6.2 5.0 4.7 4.9 5.3 

China 10.3 9.3 7.7 7.7 7.5 7.3 

India 10.1 6.3 4.7 4.4 5.4 6.4 

ASEAN - 4.5 6.2 5 4.8 5.2 

Eastern Europe   -0.9 2.4 0.7 2.7 

Latin America and the Caribbean   2.7 2.6 1.3 2.4 

Source: World Economic Outlook, IMF. 

In 2016, global demand being gloomy made economies in Asia fall, especially open 

economies. The developed economies in Asia such as Japan, South Korea, etc. grew 

weakly, while the South Asia led by India had a strong growth, Chinese economy was 

slow but the growth rate was still quite high. According to Credit Suisse (2018), emerging 

Asia‘s growth has outpaced that of the rest of the world for decades. Since 1980, Asia has 

delivered the real GDP growth rate averaging 7.3% versus 2.2% for the rest of the world. 

Even during financial crisis of 1997/1998, this trend still continues impressively.  

Figure 4: Economic growth rate of Asian countries vs rest of the world (%) 

 

Source: Credit Suisse (2018). 
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IMF (2018) also estimated that the region‘s superior growth is expected to persist 

until at least 2023, with average growth rate of 5.9% vs 1.9% of the rest of the world, 

despite the IMF's outlook for Chinese growth slowing to 5.5% from 6.4% over the 

duration (with India accelerating to 8.2% from 7.8%). 

4.3. Results and discussion 

4.3.1. Descriptive statistics  

From the descriptive statistics tables (in Appendix 3), it can be seen that countries' 

GDP fluctuated from -0.2159451 to 0.2167233. In particular, this index in Macau is the 

highest. Specifically, in 2011, the growth rate of Macau is 21.67233% but Macau is also 

the country with the lowest GDP growth in 20 countries within 6 years. After reaching a 

state of GDP growth in 2011, in the following years, the country's GDP tended to decrease 

remarkably, in 2016 the country's GDP growth rate is only negative to 21.59451%. The 

results of descriptive statistical analysis also show that the mean of GDP growth rate from 

2001 to 2016 was about 0.482, while the average of FDI variable was 0.614. Notably, in 

2013, Lao achieved the highest FDI index (0.58), the lowest is Mongolia in 2016 (-

0.3715). 

4.3.2. Testing the correlation and the errors of the model 

Through the matrix of correlation coefficients between the independent variables in 

the model, the independent variables measuring the development of financial in the model 

have a relatively high correlation with each other. Therefore, the authors examine the 

phenomenon of multicollinearity by considering the Variance Inflation Factor (VIF). In 

this paper, VIF < 10 (8.53 <10) so it does not have multicollinearity.  

To testing the model selection, the regression testing, the general fit of model, 

multicollinearity and variance change, etc. are also used by the author to evaluate the 

model. The author conducts the variance error according to the method of Breusch and 

Pagan (1979). Based on the Prob index of Chi-square test value to decide whether to 

accept or reject the H0 hypothesis. If Prob ≥ α = 5%, then the null hypothesis H0 is not 

rejected, it means that the model does not happen the error change. In this study, REM 

was chosen because Pro > chi = 0.0201 < 0.05. 
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Table 5: The result of Breusch-Pagan Lagrange Multiplier Test 

 

Moreover, to have a basis for choosing FEM or REM, Hausman statistical test can 

be used. The value of this test was developed by Hausman with an asymptotic distribution 

2 and used to test the H0 hypothesis that the regression results of FEM and REM are not 

significantly different. The research will be estimated by REM to make the results more 

reliable (because 0.9988 > 0.5). The result of Hausman test is shown as Table 6. 

Table 6: The result of Hausman test 

 

The REM model will be applied to 3 groups of Asian countries: AM, EM, LIDC. 

Since then, the study has been able to see the general trend of Asia countries, and can 

compare the differences between 3 groups.  

From the results of this correlation matrix table, it is clearly to see that GDP 

correlates negatively with 4 variables: FID, FIE, FMD and FME but the correlation 

between GDP and FDI is positive. 
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4.3.3. Regression result analysis 

Table 7: The regression results 

Number of observations: 120 

Number of groups: 20 

Variables Dependent variable 

Independent variables GDP GDP  

(AM) 

GDP  

(EM) 

GDP  

(LIDC) 

(1) (2) (3) (4) 

FID 0.1977*** 0.7420*** 0.0524 0.1918*** 

(0.0414) (0.1575) (0.0671) (0.0443) 

FMD 0.1099** 0.4465*** -0.0186 0.0568 

(0.0367) (0.1061) (0.0522) (0.0530) 

FIE 0.0285 -0.2919 0.2446** 0.0172 

(0.0244) (0.1975) (0.0928) (0.0356) 

FME 0.0106 0.0301 -0.0044 0.1947 

(0.0233) (0.0443) (0.0300) (0.1978) 

FDI 0.1948*** 0.2167 0.2056*** 0.1840 

(0.0403) (0.1265) (0.0294) (0.0942) 

_Constant 0.0408 0.4528* 0.2240** 0.0578 

(0.0341) (0.1795) (0.0696) (0.0315) 

Adjusted R-square 0.3335 0.5001 0.3309 0.5331 

Note: *: significant level at 10% **: significant level at 5% ***: significant 

level at 1% 

Sources: Data results by using Stata. 

The regression results of the four models show an overview of relationship between 

financial development and economic growth. Specifically, in model (1) and model (4) all 

variables FID, FMD, FIE, FME, FDI have a positive relationship with GDP and are 

statistically significant. However, there is a difference for each group of countries. 

Table 8: The comparison of actual and expected signs of variables 

Variables FID FMD FIE FME FDI 

Coefficient 

(p-value) 

0.1977*** 

(0.0414) 

0.1099** 

(0.0367) 

0.0286* 

(0.0244) 

0.0106** 

(0.0233) 

0.1948*** 

(0.0403) 

Expected sign + + - + + 

Actual sign + + + + + 

Note: *: significant level at 10% **: significant level at 5% ***: significant 

level at 1% 

 

 

 



  

 

 

827 

4.4. Discussions 

First, the analytical results shown that FID variable presents a positive relationship 

with economic growth; when the rate increases by 1%, GDP rises by 0.19%. In the FID 

index, the ratio of private sector credit to GDP is the highest proportion. The higher the 

ratio, the greater the financial resources provided to investors through financial 

institutions, in other words, this indicator represents the extent to which individuals can 

access and use. Using financial services, this directly affects the quality and efficiency of 

investment. This view is also supported by Beck and Levine (2004) 

Second, the second indicator measuring the financial development of the model - 

FMD variable has a positive relationship with GDP and it had statistically significant with 

99%. When this ratio increases by 1%, GDP increases by 0.1099%. This result is a 

testament to the notion that financial development has a positive impact on economic 

growth. In the FMD, the stock market capitalization ratio on GDP (%) accounts for the 

highest proportion. As mentioned in previous studies, the stock market capitalization rate 

is considered one of the indicators of stock market development (Levine and Zervos, 

1996). The stock market is one of the important financial institutions contributing to the 

development of the financial sector and economic growth; customers can directly carry 

out their transactions through the stock market or indirectly through intermediary banks. 

This indicator shows the extent to which individuals can access and use financial services 

and facilitate financial transactions. In other words, the emergence of the stock market can 

help investors holding financial portfolios reduce their transaction costs and diversify 

risks, contribute to accelerating growth (Pagano, 1993). Thus, if the stock market 

developed, it will lead to the financial development and it will help the economy grow. 

This result is the same opinion with Bittencourt (2012) and Rajanand and Zingales (2003). 

Third, the FIE variable affecting economic growth is not statistically significant, 

indicating that the effectiveness of financial institutions in this period did not play a role in 

regulating the relationship between financial development and economic growth. 

Research results of Azman-Saini et al. (2010) also showed that this interaction variable is 

not statistically significant at LIDC. The explanation for this Azman-Saini et al. (2010) 

said that for LIDCs, the development of financial institutions in more depth and more 

necessary access and should be prioritized for the financial system to have can grow. In 

addition, Leitao (2010) also pointed out that the financial market development in the 

LIDC should also be focused so that investors can see the profit of financial products in 

the LIDC so it will attract FDI and help economic growth. 
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Fourth, the actual and expected sign of FME variable are positive, it indicates that 

increasing the efficiency of the financial market will help financial development and 

positively affect economic growth. When this ratio increases by 1%, GDP increases 

0.01%, and the reliability of this index is 95%. According to IMF‘s method, this variable 

is measured by stock market turnover ratio. Although it makes economy grow 

insignificantly, it helps investors see whether the business is highly effective. If businesses 

operate effectively, stockholders will continue to invest, thereby creating growth in the 

financial market. 

Fifth, the ratio of foreign direct investment to GDP (FDI) in the regression table 

also shows the positive relationship between FDI and economic growth, when this ratio 

increases by 1%, GDP increases 0.23, the reliability of this index is high (99%). This 

result supports the H5 hypothesis and it is similar to the research results of De Mello 

(1999), Alfaro et al. (2004), Chee and Nair (2010). So FDI supported economic growth, 

in other words, FDI capital helped boost economic growth of countries in the research 

sample. 

5. Recommendations 

5.1. For developing countries 

In developing countries, building a well-functioning banking system should take 

precedence over diversifying the financial structure of the stock market and equity market. 

Poor banks should merge or restructure themselves. State banks need to monitor the 

specific roadmap according to the criteria to be achieved after restructuring (capital, 

information technology, capital adequacy, transparency, etc.). State-owned commercial 

banks should continue to reduce the proportion of state capital at a reasonable level 

according to the roadmap. Reducing the direct intervention of the State in banking 

activities will create conditions for banks to operate according to market rules and take 

responsibility for their activities before shareholders. 

Improving risk management and banking monitoring capacity are factors that 

determine the success or failure of the bank's business. The bank plays a crucial role in the 

economy of each country and is regarded as a sector under strict management and 

supervision. Therefore, risk management needs to clarify the appropriateness between the 

level of risk allowed and the financial capacity of the bank as well as the general strategy. 

To effectively implement these contents, each bank should improve internal risk 

management, regularly check the bank's stamina, and from that it helps banks proactively 

deal with the worst possible situation. 
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5.2. For emerging countries 

Emerging countries should accelerate the pace of financial market integration, 

especially the bond market, which could bring significant benefits to the region's financial 

development. There are a number of policy options to speed up financial integration 

between Asian countries. One of them is close regional cooperation to eliminate the 

remaining obstacles to cross-border investment. In addition, these countries should also 

build regional financial products such as regional index funds and solve differences in 

credit ratings, accounting standards, as well as legal and regulatory frameworks, establish 

a regional credit rating agency that can help improve credit risk assessment. The 

protection of financial stability is important to maintain the medium and long-term growth 

of EM in particular and the Asian in general, especially after the financial crisis, so there 

should be regulated and supervised carefully. The well-functioning bond market has an 

important benefit of providing long-term, stable and safe capital for development. 

5.3. For the advanced countries 

Although they have advantages in comparison with developing and emerging 

countries, they still need improve the market mechanism and the legal system. This 

improvement will contribute to facilitating the operation of the financial system more 

easily, financial intermediaries can improve the acquisition of information and transaction 

costs, stimulate the efficient allocation of resources more effective, thereby boosting 

economic growth. Furthermore, the transparent legal system helps investors easily collect 

information in a comprehensive and relatively accurate way, in order to achieve the best 

investment opportunities. Thus, a flexible market mechanism, a complete and 

synchronous legal environment and high legal validity are necessary conditions for the 

formation and development of the financial. 

Asian countries are important should apply modern technology to financial activities 

because this helps the process of providing and processing information in transactions 

faster, more accurate and more effective, limiting risks during operation. Besides, the 

investment and improvement of human resource quality is also one of the important 

factors. To operate in this field, it requires qualified human resources, extensive 

professional knowledge to be able to meet the requirements of the industry as well as the 

needs of society in the future.  

Good implementation of the above policies can improve operational efficiency and 

contribute to promoting the financial development, creating a driving force for long-term 
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economic growth. This is of great importance not only for Asian countries but also for 

other countries in the future. 

5.4. Research limitations 

First, the scope of the paper is only in 20 economies in Asia in short period of 2011 - 

2016. Second, some variables measure the development of the financial based on the 

previous studies and characteristics of countries in the region for analysis, so the results 

are not representative for many other regions of the world. From these limitations, the 

authors hope to be able to improve more in later studies. 

 

REFERENCES 

Aghion, P., Angeletos, G.M., Banerjee, A. and Manova, K. (2010), ‗Votality and 

Growth: Credit Constraints and the Composition of Growth‘, Journal of Monetary 

Economics, 56(4), 494-513. 

Aghion, P., Fally, T. and Scarpetta, S. (2007), ‗Credit constraints as a barrier to the 

entry and post-entry growth of firms‘, Economic Policy, 22(52) 731-779. 

Aghion, P. and Howitt, P. (1988), Endogenous growth theory, Massachusetts 

Institute of Technology Press, Cambridge, MA. 

Arcand, J.L., Berkes, E. and Panizza, U. (2012), ‗Too much Finance?‘, IMF 

Working Paper WP/12/161, IMF. 

Beck, T., Demirgüç-Kunt, A. and Levine, R. (2000a), ‗A new database on the 

structure and development of the financial sector‘, World Bank Economic Review, 14(3), 

597-605. 

Beck, T., Demirgüç-Kunt, A. and Levine, R. (2000b), ‗Financial institutions and 

markets across countries and over time‘, World Bank Economic Review, 24(1), 77-92. 

Beck, T., Demirgüç-Kunt, A. and Maksimovic, V. (2006), ‗The influence of 

financial and legal institutions on firm size‘, Journal of Banking and Finance, 30(11), 

2995-3015. 

Beck, T., Demirgüç-Kunt, A., Vaeven, L. and Levine, R. (2008), ‗Finance, firm size 

and growth‘, Journal of Money, Credit and Banking, 40(7), 1379-1405. 

Beck, T. and Levine, R. (2004), ‗Stock markets, banks, and growth: Panel 

evidence‘. 

Journal of Banking and Finance, 28(3), 423-442. 



  

 

 

831 

Beck, T., Levine, R. and Loayza, N. (2000), ‗Finance and the sources of growth‘, 

Journal of financial economics, 58(1), 261-300. 

Bittencourt, M. (2012), ‗Financial development and economic growth in Latin 

America: Is Schumpeter right?‘, Journal of Policy Modeling, 34(3), 341-355. 

Casu, B., C. Girardone, and Molyneux, P. (2015), Introduction to Banking, Harlow: 

Pearson.  

Chee, Y.L. and Nair, M. (2010), ‗The impact of FDI and financial sector 

development on economic growth: Empirical evidence from Asia and Oceania‘, 

International Journal of Economics and Finance, 2(2), 107-111. 

Čihák, M., Demirgüç-Kunt, A., Feyen, E. and Levin, R. (2012), ‗benchmarking 

financial development around the world‘, World Bank Policy Research Working Paper 

6175, World Bank, Washington, DC. 

Claessens, S. and Laeven, L. (2003), ‗Financial development, property rights, and 

growth‘, Journal of Finance, 58(6), 2401-2436. 

Credit Suisse (2018), Asia in Transition, Research Institute. 

De Mello, L.R. (1999), ‗Foreign direct investment-led growth: evidence from time 

series and panel data, Oxfordeconomic papers, 51(1), 133-151. 

Demirgüç-Kunt, A., Love, I. and Maksimovic, V. (2006), ‗Business Environment 

and the Incorporation Decision‘, Journal of Banking and Finance, 30 (11), 2967-2993. 

Demirgüç-Kunt, A., and Ross Levine, 2009, ‗Finance and Inequality: Theory and 

Evidence,‘ Annual Review of Financial Economics, Annual Reviews, 1(1), 287-318. 

Estrada, G., Park, D. and A. Ramayandi (2010), ‗Financial development and 

economic growth in developing Asia‘, Asian Development Bank‘s Economic Working 

Paper No. 233, Asian Development Bank. 

IMF (2012), ‗Enhancing financial sector surveillance in low-income countries – 

financial deepening and macro-stability‘, IMF Board Paper, IMF. 

IMF (2018), IMF Forecasts: Regional Economic Outlook: Asia Pacific, 

Washington, D.C. 

Keynes, J.M. (1936), The General Theory of Employment Interest and Money, 

London: Macmillan. 

King, R.G. and Levine, R. (1993), ‗Finance and growth: schumpeter might be right‘, 

Quarterly Journal of Economics, 108, 717-738.  



  

 

 

832 

King, R.G. and Levine, R. (1993b), ‗Finance, entrepreneurship, and growth: theory 

and evidence‘, Journal of Monetary Economics, 32(3), 513-542.  

King, R.G. and Levine, R. (1993c), ‗Financial intermediation and economic 

development‘, In Capital Markets and Financial Intermediation, C. Mayer and X. Vives 

(Eds), Cambridge University Press, 156-189. 

King, R.G. and Levine, R. (1993a), ‗Finance and growth: Schumpeter might be 

right‘, Quarterly Journal of Economics, 108(3), 717-737.  

Leitao, N.C. (2010), ‗Financial development and economic growth: a panel data 

approach‘, Theoretical and Applied Economics, 17(10). 

Levine, R. (2005), ‗Finance and growth: theory and evidence‘, in Handbook of 

Economic Growth, Aghion, P. and Durlauf, S. (Eds.), Elsevier, 865-934. 

Loayza, N.V. and Ranciere, R. (2006), ‗Financial development, financial fragility, 

and growth‘, Journal of Money ,Credit and Banking, 1051-1076 

Lucas, Jr. amd Robert, E. (1988), ‗On the mechanics of economic development‘, 

Journal 

of Monetary Economics, 22, 3-42. 

Madura, J. (2007), Financial Markets and Institutions, 7
th
 Edition, Thomson South 

Western. 

McKinnon, R.I. (1973), Money and Capital in Economic Development, Washington 

D.C.: Brookings Institution. 

Mishkin, F.S. (2006), The Economics of Money, Banking and Financial Markets, 7
th
 

edition, Pearson. 

Rajan, R.G. and Zingales, L. (1998), ‗Financial dependence and growth‘. American 

Economic Review, 88, 559-586. 

Rioja, F. and Valev, N.T. (2004a), ‗Does one size fit all? A reexamination of the 

finance and growth relationship‘, Journal of Development Economics, 74(2), 429-447. 

Rioja, F. and Valev, N.T. (2004b), ‗Finance and the sources of growth at various 

stages of economic development‘, Economic Inquiry, 42(1), 127-140. 

Robinson, J. (1952), ‗The generalization of the general theory‘, in The Rate of 

Interest and other Essays, Lucas Jr. (Ed.), London: Macmillan.  

Saint-Paul, G.(1992), ‗Technological choice, financial markets and economic 

development‘, European Economic Review, 36(4), 763-781. 



  

 

 

833 

Schumpeter, J.A. (1947), ‗Theoretical problems of economic growth‘, The Journal 

of Economic History, 7(1), 1-9. 

Schumpeter, J.A. (1911), The Theory of Economic Development, Cambridge, MA: 

Harvard University Press. 

Shaw, E.S. (1973), Financial Deepening in Economic Development, New York: 

Oxford University Press. 

Stiglitz, J.E. (1989), ‗Financial markets and development‘, Oxford Review of 

Economic Policy, 5(4), 55-68. 

Svirydzenka, K. (2016), ‗Introducing a new-broad-based index of financial 

development‘, IMF working paper WP16/5, IMF. 

Tobin, J. (1965), ‗Money and economic growth‘, Econometrica, 33(4), 671-684. 

Tran Anh Tuan (2008), ‗Financial sector development and economic growth in the 

case of Việt Nam‘, Journal of International Business and Economics, 8(2), 135-153. 

 

APPENDIX 

Appendix 1: List of 20 countries in Asia in the study 

Country Group Country Group 

Bangladesh Low-income developing 

country 

Macao SAR, 

China 

Advanced market 

Bhutan Low-income developing 

country 

Malaysia Emerging market 

Brunei Darussalam Emerging market Mongolia Emerging market 

Cambodia Low-income developing 

country 

Myanmar Low-income developing 

country 

Hong Kong SAR, 

China 

Advanced market Nepal Low-income developing 

country 

India Emerging market Philippines Emerging market 

Indonesia Emerging market Singapore Advanced market 

Japan Advanced market Sri Lanka Emerging market 

Korea, Rep. Advanced market Thailand Emerging market 

Lao PDR Low-income developing 

country 

Vietnam Emerging market 
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Appendix 2: Weights of financial development ratios 

FID  

Private to GDP 0.325 

Pension fund assets to GDP 0.143 

Mutual fund assets to GDP 0.0529 

Life insurance premium volume to GDP 0.204 

Nonlife insurance premium volume to GDP 0.274 

FIA  

Commercial bank branches per 100,000 adults 0.777 

ATMs per 100,000 adults 0.222 

FIE  

Net interest margin 0.214 

Lending-deposit spread 0.108 

Non-interest income to total income 0.128 

Overhead costs to total assets 0.12 

Return on assets 0.284 

Return on equity 0.143 

FMD  

Stock Market Capitalization to GDP 0.171 

Stock Market Total Value Traded to GDP 0.319 

International debt securities outstanding 0.332 

Corporate bond issuance 0.176 

FMA  

Percent of stock market capitalization outside of top 10 largest companies 0.515 

Value traded excluding top 10 traded companies to total value traded 0.309 

Number of listed companies per 1.000.000 people 0.175 
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Appendix 3: Descriptive statistics 

Statistical description of dependent and independent variable 

 

 

Correlation matrix among variables 

 

 

VIF test 
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Pooled OLS 

 

Fixed Effect Model (FEM) 
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Abstract: 

The paper focuses on assessing the impact of factors on financial literacy - and 

examines the impact of income on the financial literacy of the poor in rural area of Vietnam. 

Qualitative research was conducted through in-depth interviews with experts in personal 

finance, microfinance, education and quantification to provide the most accurate 

measurement and point out the factors impacting financial literacy among the poor in rural 

areas of Vietnam in the research model, as well as provide necessary adjustments to the 

survey questionnaire against people living in rural Vietnam. Interview questions are sent 

directly (face to face interview) to the poor in Vietnam rural areas (the poor are determined 

based on the report of the communal People's Committee - and have to live for at least 6 

months per year at residence). The result has shown that the internal factors including 

financial knowledge, financial behavior and financial attitude are the reflective models 

affecting financial literacy. The study has also found that financial literacy and income have 

certain interactions, while gender has no significant influence. Based on the current situation 

that have been mentioned above, we identified the improvement of financial literacy plan for 

the poor people should concentrate on helping an individual, a family and a community 

having the ability to understand about financial issues. Besides, it is required to propose the 

orientation for the organizations related to financial literacy research, development and 

implementation policies. 

Keywords: Financial literacy, income, the poor, rural areas. 

 

1. Introduction    

Recently, financial inclusion has been considered an important pillar of economic 

growth, financial promotion and sustainable poverty reduction; accordingly, financial 

inclusion is the priority focus of nations (World Bank, 2015), According to Grohmann 
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et al. (2017), financial literacy is one of the important links and positively affects 

financial inclusion. Experience from the 2008 financial crisis has shown that the 

ability to make financial decisions is very important for personal financial 

development, and can create micro and macroeconomic stability. tissue (Lusardi and 

Mitchell, 2009), Therefore, since 2008, many studies in the world have mentioned this 

issue including factors affecting financial literacy, including income and the impact of 

income on financial literacy. 

From a sustainable development perspective, financial literacy is mentioned in 

the research group on human capital. This is the first research group considering 

people be the center of development, and defining that without human development, it 

is difficult to develop sustainable economy – because without the human factor, 

material capital such as land, machine, etc. cannot be used efficiently (Schultz, 1961), 

Since then, studies on financial literacy or sustainable livelihoods have had the basis 

for development. The human capital research group has taken different perspectives on 

knowledge and human capital, including that human capital is the combination of 

knowledge, skills, attitudes, and behaviors, etc. of an individual, even including a 

collective in the long-term accumulation process. The above studies have the same 

view that in economic development, especially in developing countries, it is necessary 

to pay attention to research and development issues because only when this activity is 

developed, can fast and sustainable growth be created (Romer, 1990), However, to 

research and implement successfully, it is necessary to reach a certain threshold of 

"human capital". The success of the research group is to demonstrate that, when 

investing in human capital, it will promote economic growth in a certain period, 

thereby affecting the income of a target group in a specific period. Therefore, in order 

to create a human capital level, it is necessary to have a training process, including 

financial literacy training. 

Some other studies show that financial literacy has a positive impact on poverty 

reduction through increasing people's income (Atkinson and Messy, 2012; OECD, 

2013; OECD, 2018), however, there has been no empirical evidence on this issue in 

the rural areas of developing countries. According to Demirguc-Kunt et al. (2015), 

financial literacy is one of the internal factors that influence individual income through 

financial planning, making positive financial decisions and risk identification. In 

addition, for issues related to the poor and poverty reduction, Vietnam has approached 

in many ways: according to policies (Klump and Bonschab, 2004), from the 

perspective of accessing microfinance (Kim Anh et al., 2011) and from a 
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comprehensive financial inclusion perspective... These studies have made the aspect of 

gradually spreading knowledge to the people about financial services, using financial 

services, and contributing to the goal of hunger eradication and poverty reduction. 

However, the poor in rural areas have very limited access to these services and the 

behavior and use of financial services is highly vague (Kim Anh et al., 2011), On the 

other hand, although most of Fishbein and Ajzen's (1975) development studies have 

suggested that from intention to behavior is closest, this is not relevant to the poor, 

especially in countries with cultural background. Chemistry is deeply influenced by 

Confucianism and Buddhism and is in the process of transforming the economy from 

central planning to a market mechanism like Vietnam (Nguyen et al., 2009), 

Therefore, this study assesses the determinants on financial literacy of the poor in 

rural areas of Vietnam, as well as its impact on income, in order to provide some 

specific evidence and main implications. 

2. Approach method   

When approaching the research subject, the authors base on the initial economics 

theories. During the 1980s and 1990s, the Washington Concencus developed a view on 

access to comprehensive financial services and financial inclusion, enabling 

individuals to invest or make better use of financial services in the market, thereby 

helping to promote a free economy development. This view provides a way to boost 

finance from both the supply and demand sides. For the supply side, apart from 

primarily developing financial institutions, there is a process of developing financial 

services, and self-training in the process of financial development for people (such as 

using new services or introducing training programs in schools) to provide human 

resources for these organizations. For the demand side, in order to be able to perform 

services in the financial market, it is indispensable to increase individual income, 

increase exposure to information technology and increase related aspects to knowledge 

of financial services, access to financial services, accordingly give appropriate 

attitudes and behaviors towards finance. As such, the authors will approach the 

research from the demand side of financial services. 

In addition, this research also approaches the aspect of sustainable livelihoods 

and human capital. Because sustainable livelihoods are developed based on theories of 

poverty reduction and people-centered development sustainability. In addition to 

issues related to supporting the poor to have a better life, such as using government 

subsidy programs, many studies around the world offer the same direction: let people 

self-develop by giving support and resources so they can cope with the changes of the 



  

 

 

840 

natural environment as well as of economy and society (Chambers and Conway, 1992; 

Scoones, 1998; Solesbury, 2003), The theory of human capital even states that, if 

human is not developed on the basis of knowledge, it is difficult to well manage the 

material capital (Schultz, 1961; Lucas, 1988), 

For individuals operating in the financial sector, the poor in rural areas are 

currently less concerned by commercial banks – large credit institutions in Vietnam's 

financial market, because of their ability to borrow: normally small amount with no or 

few collaterals. However, these subjects account for a significant proportion, and still 

need to use to ensure life or improve the quality of life. If promoting activities related 

to financial literacy, it will surely help the economy reduce costs related to 

transactions, give better access to financial services, thereby, get appropriate behaviors 

related to money usage and economic development. Therefore, ensuring the 

development of financial literacy will not only help individuals but also banks reduce 

transaction costs. 

3. Research overview and research hypotheses    

3.1. Concepts on Financial literacy    

One of the first financial literacy studies published by Noctor et al. (1992) was 

the ability to make informed judgments and effective decisions regarding the use and 

management of money. Meanwhile, Schagen and Lines (1996) stated that an 

individual who is presumed to have financial status will benefit from attitudes and 

abilities such as knowledge of money management concept, knowledge of financial 

institutions and an attitude allowing to manage financial problems effectively and 

responsibly. Thus, in addition to supporting the views of Noctor et al. (1992), Schagen 

and Lines (1996) have researched and developed an additional attitude aspect of the 

subject. However, this research group is criticized by the views of OECD (2013) and 

Lusardi (2013) who think that it is vague and difficult to assess all aspects of the 

problem. 

In order to concretize these points of view, Willis (2008) defines financial 

literacy as the ability to use knowledge and skills to effectively manage an individual's 

financial resources for lifetime financial security. This view is also supported in some 

other studies: Lusardi et al. (2013), define financial literacy as an individual's ability to 

acquire economic information and make decisions about financial plans, accumulate 

wealth, retirement and debts planning, and financial literacy include 3 dimensions: 

attitude - behavior and knowledge. In this study, financial literacy is a combination of 
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financial knowledge, attitudes and behaviors that can make financial decisions and 

improve an individual's wealth.   

In a broader sense, Holzmann (2010) points out that financial literacy in some 

countries is a matter of concern and analysis, its content has shifted from financial 

knowledge and understanding to technical skills, ability and financial capacity, attitude 

and behavior. Financial literacy is considered the process by which consumers 

improve their understanding of financial products and concepts, through information, 

guidance or target financial investors advising, developing skills and self-reliance to be 

aware of the risks and financial opportunities, to make informed choices, to know 

where help is needed and to take other effective actions to improve financial welfare 

and protect participants. OECD (2013) defines financial literacy as a combination of 

awareness, knowledge, skills, attitudes, and behaviors needed to make financial 

decisions and ultimately achieve personal financial ―wealth‖. Combining from the 

above studies, in recent years, the definition of financial literacy is more developed. 

Sekar and Gowri (2015) define financial literacy as a combination of individual 

perceptions, attitudes and skills in financial matters. 

3.2. Reflecting factors and expression of financial literacy    

3.2.1. Financial knowledge   

Within the scope of this paper, financial knowledge is understood as the 

theoretical and practical knowledge necessary for an individual to make financial 

decisions effectively. Shim et al. (2010) found that financial knowledge predicts 

financial attitudes. Louw et al. (2013) suggested that financial knowledge help to 

develop positive financial attitudes, that is, financial attitudes that can change in 

improving people's financial knowledge. Potrich et al. (2015) also pointed out that 

financial literacy training is one of the factors that constitute financial attitude and 

financial behavior. Zhan (2006) analyzed and pointed out that increasing financial 

knowledge is synonymous with increasing financial income. As such, can be said that: 

H1: Financial literacy is reflected via Financial knowledge (reflective model) 

3.2.2. Financial attitudes    

Within the scope of this study, the authors use the definition of financial attitudes 

as an individual's thoughts or beliefs on financial matters and issues, thereby affecting 

behaviors and the decision making of that individual. An individual's attitude to 

financial behavior is influenced by their expectations of the outcome of the behavior. 

A belief in behavior, on the other hand, is an individual's combination of the results of 
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a defined financial behavior and how the individual measures the potential outcomes 

of that behavior. Therefore, belief in behavior, one of the components of a financial 

attitude can be used to change one's financial behavior (Ajzen, 1991; Godwin and 

Carroll, 1986, Godwin, 1994; Atkinson and Messy, 2012; OECD, 2013), 

H2: Financial literacy is reflected via Financial attitudes (reflective model) 

3.2.3. Financial behaviors    

In this study, the authors define financial behavior as the subject's effects on the 

volatility of the surrounding economy. Hilgert et al. (2003) have shown that 

knowledge is of no value without practical experience, and research also shows that 

experience creates a bridge between knowledge and ability, thereby creating affect the 

management of an individual's money. To take a closer look at this relationship, 

Lusardi and Mitchell (2006) found a positive association between the two variables. 

This result is also supported by a number of other authors such as Calvert (2005), Zhan 

(2006), Scheresberg (2013) and Brown (2013), 

H3: Financial literacy is reflected via Financial behaviors (reflective model) 

3.3. Factors impacting Financial literacy   

3.3.1. Income    

Income is one of the factors influencing financial literacy mentioned on a lot in 

research - including in the human capital research aspect, endogenous growth models 

and the theory of sustainable livelihoods. Lusardi and Tufano (2009) have shown that 

net income is positively associated with income based on studies of financial 

knowledge. This view is similar to De Clercq et al. (2009), Hastings and Mitchell 

(2011), Meier and Sprenger (2013), Potrich et al (2015) and Sekar and Gowri (2015), 

Therefore, the authors propose the hypothesis: 

H4: Income has a positive effect on Financial literacy 

3.3.2. Academic level     

In the aspect of human capital research, Rebelo (1991); Moock et al. (2003) 

contents that the educational attainment of a person is defined as the highest class 

completed in the national education system that he or she has attended. Friedman 

(1957) argues that academic barriers negatively affect positive actions in his financial 

management. Lusardi and Mitchell (2006) concur with the above study when verifying 

that the more educated people are, the greater the DTTC score. Within the scope of the 

study, the authors use the above educational scale and propose the hypothesis: 



  

 

 

843 

H5: Academic level has a positive effect on Financial literacy 

3.3.3. Age     

Lusardi and Mitchell (2006) confirm that the behaviors and outcomes of planning 

and spending among young and middle-aged people are different. However, in the 

Scheresberg (2013) study on the group of young and middle-aged people, there is no 

difference in ethnic minority score. Thus, the opinion on the impact of age on 

Financial literacy is still inconsistent between studies. Within the scope of research, 

the authors propose the hypothesis: 

 H6: Age has a positive effect on Financial literacy  

3.3.4. Gender 

Lusardi and Mitchell (2011) suggest that there is a difference in financial literacy 

score among women and men. Specifically, women often have lower fiancial literacy 

than men in the majority of cases. Moreover, women provide unspecified answers to 

financial matters. Morgan and Trinh (2017) in their study found that sex has a lesser 

effect than other countries (in Vietnam the sex ratio is only half that of 30 OECD 

countries in 2016), These results suggest that gender impact on financial literacy is still 

dependent on regions and countries due to differences in thinking and customs. 

However, Nanziri and Leibbrandt (2018) provide an opposite view when it comes to 

the view that the effect of gender on the financial literacy score is unclear. 

H7: Gender has impacts on Financial literacy 

3.4. The impact of financial literacy on income    

Studies on human capital and endogenous growth models all mention that 

education in general has an impact on income. Because financial literacy consists of 3 

parts - knowledge - attitude - behavior, the research group will evaluate each 

component on income. 

Mincer (1974) points out that knowledge has a positive effect on income. 

Developing on this study, Lee and Lee (2018) provide evidence that human capital, 

measured by educational attainment, plays an important role in income distribution. 

Regarding the research aspect on poverty reduction, especially on sustainable 

livelihoods and later microfinance, it is said that the attitude of individuals affects 

income. Mincer (1958) points out that future investment decisions as well as the 

subject's attitude towards the economy are one of the determinants of that person's 

income as well as the income imbalance of that country. This research was developed 
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by a number of studies such as Furnham (1984) that financial attitudes shape the way 

people spend, save, store and waste money. Sharing the same opinion, Hayhoe et al. 

(1999) also suggest that an individual's financial attitude also affects the way a person 

manages his or her own financial behaviors. 

In the research on human capital, Schultz (1961) argues that people who have 

wrong behaviors in investing as well as no behaviors in finance have adversely 

affected income. Perry and Marlene (2005) have developed on this point of view and 

demonstrate that understanding affects the outcome of financial behavior, generating 

income for the subject. The consumption, savings and investment of the employer 

promote a more stable and feasible income than other misbehavior (such as looting, 

theft, ..), Servon and Kaestner (2008), through their questionnaire system, pointed out 

that the proportion of those who have financial behavior makes better financial 

decisions than those who do not set a financial goal. This study agrees with Holzmann 

(2010) and Huston (2010), Within the scope of research, the authors propose 

hypothesis: 

H8: Financial Literacy has impact on income 

Thus, the research model is shown as follows: 

Figure 1: Model of factors affecting financial literacy 
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4. Research methods and results     

4.1. Research methods     

4.1.1. Quanlitative research    

Qualitative research was conducted through in-depth interviews with experts in 

personal finance, microfinance, education and quantification to provide the most 

accurate measurement and point out the factors impacting financial literacy among the 

poor in rural areas of Vietnam in the research model, as well as provide necessary 

adjustments to the survey questionnaire against people living in rural Vietnam. In-

depth interviews were conducted with 12 experts, including 3 people in the field of 

finance, 3 in personal finance, 2 in microfinance, 1 in public finance, 1 in education 

and 2 in econometric. The interviews were conducted directly in their offices or at 

their houses to ensure the comfort. Each interview lasted from 25 - 40 minutes. 

Generally, qualitative results after in-depth interviews with experts support the 

proposed model of the authors. Specifically: (1) Financial literacy is most accurately 

measured through three reflection factors: Financial knowledge, Financial attitude, and 

Financial behavior. In particular, Financial behavior is assessed as having the highest 

weight reflecting personal financial position. (2) Factors impacting on financial 

inclusion include age, gender, education level and income. (3) Financial literacy has a 

positive impact on income. 

4.1.2. Data research and analysis    

Questionnaire and measurement scale development 

In this research, the authors use the concepts: Financial Literacy, Financial 

Knowledge, Financial Attitude, and Financial Behavior. All of these scales are based 

on previous studies, notably OECD (2018) and adapted for the poor in rural Vietnam 

after qualitative research. The scales are built in 5-level Likert, where 1 is completely 

disagree, 5 is completely agree. 

Specifically, the Financial Knowledge scale includes 7 observed variables, the 

Financial Attitude scale includes 5 observed variables and the Financial Behavior scale 

has 9 observed variables. After preliminary quantitative research, there is an observed 

variable that is excluded from the model because of no statistical significance. Thus, 

the official scale includes: 6 observed variables for the Financial Knowledge scale, 5 

observed variables for the Financial Attitude scale and 9 observed variables for the 
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Financial Behavior scale. Then, the Financial Literacy score will be calculated by 

taking the average of the scores on the above scales. 

Survey tools are built based on observed variables that measure concepts in the 

model. In addition, the questionnaire also includes demographic questions such as 

gender, age, education level, employment and income. The questions in the 

questionnaire were reconciled by the authors to check the semantics between the 

English original and the Vietnamese translation. 

Research sample 

Interview questions are sent directly (face to face interview) to the poor in 

Vietnam rural areas (the poor are determined based on the report of the communal 

People's Committee - and have to live for at least 6 months per year at residence). The 

research sample was randomly taken from many rural areas in different provinces 

across the country – and must be from poor households. The total number of analytical 

observations was 512, including 197 males (38.5%) and 315 females (61.5%), The age 

group of the surveyed people is from 18 – 70 years old, and the 26 – 40 year old group 

accounts for the highest proportion (42%), Through the statistical description of the 

survey sample, we can see that, financial literacy scores are disaggregated by gender 

group, age, educational level, and income. 

 

 

  



  

 

 

847 

4.2. Data analysis result 

4.2.1. The influence of immanent factors on Financial literacy (FL)  

Figure 2: Analytic result of SEM 

 

Source: Collected by author 

The result from the factor analysis showed that KMO coefficient = 0.806 > 0.5, the 

factor analysis was appropriate. Based on the theory with Varimax rotation, the first result 

of factor analysis with 3 components gave the result of 4 component factors. Instead of 

converging into one total factor, all variable factors Financial Knowledge divided into 2 

component factors. When reviewing the meaning of indicators belonging to ―Financial 

Knowledge‖ factor, the authors accepted that the separation of all observed variables of 

this factors into 2 components had the theoretical meaning. From this analytic result, it 

showed that the research model should be changed in further. 

In this research model, Financial literacy (FL) would be directly reflected by 4 

component factors: (1) Financial behavior (9 indicators), (2) Financial attitude (5 
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indicators), (3) Financial knowledge related to interest rates and inflation (4 indicators) 

and (4) Financial knowledge related to investment and risk (2 indicators), All 

indicators would have "Factor loading"> 0.5; This indicated that all observed variables 

were valuable, relevant, statistically significant in factor analysis and are sufficiently 

reliable to explain the total variable. 

The Cumulative of Average Variance Extracted (AVE) could be explained by 

57.44%. As a result, 57.44% of the change of variables (of all factors) then was 

explained by the observed variables (indicators), 

Reliability: all factors would have a satisfied reliability coefficient (CR>0.5), The 

CR>0.8 coefficient illustrated that the observed variable within a factors were highly 

homogenous. 

Convergent validity: All AVE fluctuated in the range of 42.2% and 69.1%. It 

demonstrated that the change of observed variables could be explained based on 42% 

of the change of the hidden variables. In spite of being smaller than 0.5, these values 

still stayed in the accepted range (Hair et al., 2016). 

Discriminant validity: By analyzing 6 above factors, all MSV values were lower 

than AVE which showed that all observed variables reached the discriminant validity. 

The results of the model are shown in Figure 2. The result from the model of 

suitability test indicated that this model was suitable for the analysis (CMIN/ DF < 3, 

GFI, TLI, CFI > 0,9 and RMSEA < 0.08…). From this research, all factors including 

Financial Knowledge, Financial Attitude, and Financial Behavior would reflect the FL 

of the poor in the rural in Vietnam. The higher Financial Knowledge person gained, 

the more positive Financial Behavior this person is, which then resulted in the higher 

grade of FL and vice versa. 

4.2.2. The influence of immanent factors on FL 

Table 2: Regression analysis of all factors influencing on the personal FL 

Independent  

variable 

Adjusted  

R
2
 

F- 

statistic 

p-value  

(F-test) 

Standardized  

coefficient 

t- 

value 

p-value  

(t-test) 

Gender .320 60.980 .000 .020 .537 .591 

Age 
   

.515 13.874 .000 

Education level 
   

.118 3.138 .001 

Income 
   

.099 2.647 .008 

Dependent variable: Financial literacy 
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The regression model of the adjusted R
2
 coefficient was 0.32. This model could 

explain the 32% of change of dependent variables. The lightly large F-statistic value 

with the extremely small p-value indicated that at least one of variable among all 

independent variables would have significantly impact on the dependent variable. 

According to p-value result, gender had no influence on the personal FL. The authors 

used the Structural Equation Modeling (SEM) to investigate more immensely in all 

influence of the factors on FL 

Figure 3: Structural Equation Modeling (SEM) 

 

Source: Collected by the authors 

The standardized regression coefficient of the independent variables showed the 

impacted level of the income on FL was 0.32, which was the highest among all factors. 

Similarly, the impacted level of the educational level and age were 0.13 and 0.18, 

respectively. The measurement criteria of suitability of this model showed that Chi-

square/df = 2.891 < 3, GFI = 0.902, CFI = 0.903 were greater than 0.9; TLI was in 

accepted range, RMSEA coefficient = 0.061 < 0.08. As a result, this model could be 

suitable. The P-value of all independent variables were lower than 0.05, therefore, they 

all had influence on the dependent variable FL. 
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4.2.3. The influence of FL on the income: 

Table 3: The regression analysis of the influence of FL on the income 

Independent 

variable 

Adjusted 

R
2 

F-

statistic 

p-value (F-

statistic) 

Standardized 

coefficient 

t-

value 

p-value 

(t-test) 

DTTC .091 53.331 .000 .305 7.234 .000 

Dependent variable: income 

The regression model for the adjusted R
2
 was 0.091. It meant that FL could be 

explained 9.1% changing of the dependent variable was the income. F-statistic value 

was 53.331 with significantly small p-value, which demonstrated that FL was 

significantly affected on the dependent variable (the income). Based on the t-value and 

p-value, the result from this study was clearer. 

5. Finding and implications     

5.1. Discussion about the research finding    

5.1.1. The result of demographic factors    

Firstly, the education (and education level) has positive affect on FL 

This result has received the agreement from Brown et al. (2013), Lusardi, et al. 

(2013), Morgan and Trinh (2017), However, there some study showed the opposite 

conclusion, which supposed that the elder people usually had the lower FL in the 

studies of Lusardi and Tufano (2009); Atkinson and Messy (2012), It can be seen that 

if we classified the people living in rural areas of Vietnam into level of education, the 

FL was better when the educational level increased. 

Secondly, the income has positive affect on FL 

FL tended to increase with the income at the same direction, which showed the 

similarity to the study‘s conclusion of Lusardi and Tufano (2009). Although the 

difference is not much, the FL had significantly increasing tendency. For the 

evaluation of the model, the value of Sig = 0.002 < 0.05 and VIF =1.065, it meant that 

the income had the influence on the FL. The standardized coefficient Beta of this 

factor was 0.118, which placed second highest order among the influenced factors. 

Additionally, according to the model, the unstandardized coefficient Beta equaled to 

0.038 > 0, it proved the income influenced on the FL with the same direction. 

Therfore, the hypothesis H4 was accepted. There are some results in this study 

including De Clercq et al. (2009), Monticone (2010), Meier and Sprenger (2013), 
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Hastings and Mitchell (2011), Potrich et al. (2015), Sekar and Gowri (2015), To 

explain this hypothesis, the high-income groups often have more experience not only 

in spending, saving and investing, but also in understanding financial indicators and 

operations. Moreover, the attitudes of this group to the issues relating to financial is 

higher than the others. 

Thirdly, the age increased along with the level of FL 

The result of model indicated that the age increased along with the level of FL, 

which was similar to the conclusion of Lusardi & Mitchell (2007). To explain this 

hypothesis, especially the poor people living in the rural areas, they usually made the 

financial decision based on the previous experience. As a result, the group of older 

people often had more experience in financial understanding and its behaviors to 

relating issues. Therefore, the older age people got, the higher level of FL people 

achieved. The authors of national research also proved the same results when studying 

about the customer behavior. For the countries that affected by the Confuciannism and 

Buddhism, the issues related to community are usually highly considered (Nguyen, et 

al., 2009; Tran et al., 2017; Nguyen and Tambyah, 2011) so the trends of spending and 

saving would significantly reflect the community characteristics. Additionally, the 

previous studies demonstrated that people living in the rural areas could be impacted 

by the experiences of the elder or the prestigious people would affect the FL of 

population in general. Thus, the FL of population could be improved via influencing 

the older people. 

5.1.2. The result of internal factors 

All of internal factors has positive affect on FL. The results from the model 

showed that the correlation coefficients of two groups of KL1 and KL2 for FL were 

0.44 and 0.40 respectively and Sig = 0.000 <0.05. This meant that two groups of 

financial knowledge factors in particular or the hypothesis H1 were accepted. This was 

also a result of the studies from Collins (2012), Huston (2010), Nicolini, et al. (2013), 

Scheresberg (2013). Thus, in rural Vietnam, the financial knowledge was one of the 

factors that have positive impact on the FL. When they have had a good understanding 

of financial indicators, their ability of investing and saving were even better and 

suitable for their purposes. 

The FL would increase when the financial attitude is more positive. Particularly, 

individual could exactly and positively evaluate the change and fluctuation of 

economic resulting in the better and more effective understanding and abilities of 
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investment. This point of view was also supported by Benjamin and Brandt (2004), 

Kim Anh, et al. (2011), which believed that the majority of the poor in the rural areas 

have the saving attitude instead of spending, especially in Northern Vietnam. 

Therefore, the financial attitude of citizens could be enhanced the level of FL via 

different activities. 

The financial behavior has positive impact on the FL or the hypothesis H3 was 

accepted. This was also the result from the study of Hilgert, et al. (2003), Moore 

(2003), Atkinson and Messy (2012), OECD (2013), Taft et al. (2013), OECD (2018), 

Specifically, a person could have accurate investment, saving, spending, the ability to 

understand and his or her attitude towards the economy was more accurate and 

positive. Therefore, it is necessary to adjust these items to suit the investment list and 

the opportunity cost. 

5.1.3. The influence of FL on the income 

Interestingly, the FL was affected by the income, and then, the FL was affected 

back on the income. This result was mentioned in the studies relating to the human 

capital group (vốn con ngƣời) and endogenous growth model such as Lucas (1988), 

Bosworth (1994), Fisher and Hostland (2002); Lusardi et al. (2013). Therefore, to 

increase the income of people in the rural areas, one of the method is that increasing 

the FL through various issues among demographic variables or internal problems in 

the components of FL. 

5.2. Policy implications 

Because FL is still a research field that have not been focused generally in 

Vietnam and there has been no official program to improve the FL for the low-income 

people in the rural, it is difficult to propose the oriented plan to this problem. Based on 

the current situation that have been mentioned above, these authors identified the 

improvement of FL plan for the poor people should concentrate on helping an 

individual, a family and a community having the ability to understand about financial 

issues. Besides, it is required to propose the orientation for the organizations related to 

FL research, development and implementation policies. 

The policy implications about Financial knowledge  

First of all, establishing the programs and policies that could improve the FL of 

the low-income people in the rural in Vietnam. In particular, the financial education, 

oriented development and related programs should be prioritized. Prior to this, the very 

first and important step is the national survey. The aim of this survey is laying the 
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foundation to develop and define the national strategy for financial educational. As 

mentioned in the empirical research result, it indicated that the impact of income to FL 

was 0.053, which was the highest place among different factors while the impact of 

educational level and age were 0.026 and 0.025, respectively. Therefore, the national 

financial education strategy should focus on the people in the rural areas in Vietnam, 

especially the low-income people live in the mountainous provinces. 

Secondly, the Government should organize several training program in order to 

prepare human resource. In particular, each province will have a group of leaders and 

experts who are trained in FL and recognize the importance of FL to national 

economy. Thereafter, the gorverment could raise the awareness of improving FL 

directly in the provinces and localities with the purpose of understanding the 

importance of FL to the national economy. The framework of educational program 

relating to FL will be established so that each province and local could adjust to adapt 

to their specific characteristic. 

The policy implication about financial attitude  

Financial attitude plays a vital role in the establishment of financial behaviors. 

Many research has demonstrated that the attitude could develop into different issues 

relating to financial behavior. Thus, to promote the problems related to financial 

behavior, the following tasks could be done: 

Firstly, promoting information and communication activities on the importance 

of improving FL population to people, especially people in the rural areas. 

Policymakers should take advance the power of visual, direct audio through banners 

and radio systems, with concise, understandable messages and further expansion of 

existing communication channels to provide more information and news about 

financial. In addition, the local communication could give people the opportunity to 

approach closely to new financial products, thereby improving the financial 

knowledge and changing people's attitudes towards these new products 

Secondly, when building the financial program and product, it should focus on 

the efficiency and ease of using them. Additionally, it is necessary to diversify the 

financial services and products for suitable targets who have different FL in the rural 

area in Vietnam. 

The policy implication about financial behavior  
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Financial behavior is one of the factors that directly influence on the FL. 

Therefore, there are several activities that could increase the FL resulting in increasing 

the income of people coming from the rural areas: 

First of all, for the activity of loaning to the poor family, they are one of the 

research targets that could do the compulsory saving activity or short-term payment 

(monthly or weekly), and loaning in group/team. Compulsory/regular savings are the 

types of saving related to lent fund. It means that people must participate in saving 

when joining in lent fund. Compulsory savings provides a service with regularity, 

continuity, long-term and low flexibility. In other words, it allows the members could 

deposit and withdraw when they stop participating in lent fund or face the special risky 

situation. The savings service could change freely depending on the market movement 

and actual operation situation as well as the provision of law. 

Secondly, the local government should have the strategies to support the loan for 

household-oriented investment with preferential package to stimulating the 

development of local economy, especially in the places focusing on the production of 

agriculture, industry and craft village. In addition, this would create the opportunity for 

citizens approaching the legal lent fund legally, variously and simply in order to 

prevent citizens from finding the illegal credit fund. This activity could positive 

financial behavior of the people in accessing legal capital. 

Thirdly, it is necessary to pay more attention on the development of activities 

related to financial technology, especially the rural areas in Vietnam. It cannot deny 

the benefits of this financial management to support the citizens. The technology is 

simplifying the financial field and provide the various options for the customers. As a 

result, the financial transactions or money transfer, investment, individual payment 

and bank loans… could be completed via the smart phones. In fact, when the authors 

collected the questionnaire, the proportion of people accessing and using electronic 

payment applications, or using ATM cards accounted for a very small proportion. This 

may be because of the information approaching to people are still limited, leading to 

the difficulties in the activities related to financial technology, then it directly affects 

their financial behavior. 
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Abstracts: 

This paper examines the effects of the government budget deficit and FDI to the current 

account (CA) of Vietnam recently. We focus on investigating the long run relationships 

among some factors. The econometric method is ARDL. The data set is from 2005 to 2018 

quarterly. The empirical results reveal that the budget deficit affects positively to the CA but 

FDI has opposite sign of the other factors. The international factors (price and financial 

crisis) have positive effects to the CA. 

Key words: twin deficit, FDI, ARDL 

 

1. Introduction 

How the government budget deficit affect to the current account (CA) of a 

country is a common question which researchers regularly raise in practice. Anyway, 

not only budget deficit decides the change of CA. With different concepts, there are 

many factors affecting to the CA. Even with twin deficit hypothesis, saving and 

investment also key determinants of the CA. 

Vietnam has encountered budget deficit for long time with some periods of 

serious CA deficit. That case raises much attentions of economists and governors alike 

but has not been filled in the gap well. Studies about relationships among budget 

deficit and investment factors to the CA of Vietnam regularly conduct with diversified 

methods. However, studies often focus on budget and investment separately. Other 

restrictions such as price and international circumstance have been less considered. 

The study investigates the one-way effect of budget deficit and FDI into the CA, 

in the circumstance of open economy with effects and restrictions of international 

price and global financial crisis. The paper aims to enrich the economic knowledge of 

twin deficit and the role of FDI in the fluctuation of the CA. It also provides more 
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empirical reasoning for the governors to drive the economy thorough signals of the CA 

and factors‘ influence. 

The study uses ARDL model to examine factors‘ relationships with data from 

trustable sources such as the report of the Financial Ministry and IMF. The framework 

for whole analysis is twin deficit hypothesis with additional theory study related. 

The paper is going to present by four main parts. First, it is a review of previous 

literature and empirical studies. It also builds the frame for analyses. Second, it 

demonstrates data set and figures out econometric methods. Third, the mathematic 

model is examined to estimate parameters. Finally, it explains the economic meaning 

of relationships. 

2. Literature review and analytical framework 

2.1. Theory background 

The twin deficit hypothesis states that the increase of government budget deficit 

will make current account deficit increase respectively and vice versa. With the 

increasing popularity of the twin deficit phenomenon, scientists are interested in 

theoretical and empirical research on this phenomenon. 

Considering the national accounting model of the economy: 

Y = C + I + G + (X – M) 

where Y represents national income or GDP, C is consumption, I is 

investment, G is government spending and X–M stands for net exports (NX). 

We also have another common equation defining GDP using alternative terms: 

Y = C + S + T 

where S is saving, and T is taxes. This is because national income is also equal to 

output, and all individual income either goes to pay for consumption (C), to pay taxes 

(T), or is saved (S). 

From 2 equations above, we can prove that: 

(S – I) + (T – G) = NX 

NX can be represented for current account (CA), (T-G) is budget balance.  

Now, assume an economy already at potential output, meaning Y is fixed. In this 

case, if the deficit increases, and saving remains the same, then this last equation 

implies that either investment (I) must fall, or net exports (NX) must fall, causing a 
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trade deficit. Hence, a budget deficit can also lead to a trade deficit, causing a twin 

deficit. 

Though the economics behind which of the two is used to finance the 

government deficit can get more complicated than what is shown above, the essence of 

it is that if foreigners' savings pay for the budget deficit, the current account deficit 

grows. If the country's own citizens' savings finance the borrowing, it may cause a 

crowding out effect (in an economy at or near potential output, or full employment). 

The twin deficits phenomenon is related to Feldstein Horioka Puzzle (1980). The 

concept is that the degree of international capital mobility is explained by the 

association between savings and investment. The capital mobility attributes to the 

strong or weak association between savings and investment and vice versa. The 

globalization makes more challenge for developing countries about reducing and 

preventing the re-emergence of fiscal and current account deficits and to what extent 

their capital markets are integrated with other markets to promote economic growth. 

The mechanism how budget and CA interact has concluded that a budget deficit 

can lead to a trade deficit in two ways, according to Fleming (1962), Mundell (1968) 

and some later authors. First, the budget deficit leads to pressure on interest rate hike, 

thus attracting capital inflows, causing pressure on the appreciation of the domestic 

currency and thus promoting imports and limiting exports. Second, the budget deficit 

increases domestic consumption and thus increases imports to meet consumer demand, 

increasing the trade balance deficit. 

In the long run, the output of an economy is determined by production capacity, 

and production capacity is determined by investment (Ball & Mankiw, 1995). The 

budget deficit increases the negative impact on capital size, thus, reducing the ability 

of the economy to provide services and goods. A deficit means that spending increases 

and savings decrease and because: S = I + CA => Savings decrease (S), or investment 

(I) decreases or current account (CA) decreases. The size of the domestic capital 

market has decreased, increasing the amount of foreign capital in the economy. 

Theoretically, there is no consistent concept about the relationship between 

budget deficit and CA. Confronting the traditional concept, some economists accept 

Barro – Recardo (Buchanan, 1976). It states that the effects to aggregate demand are 

not different in case the governments finance their spending by increasing tax or 

increasing borrowing. David Recardo is the first one who support this theory and then 

Barro (1974) independently used for his study. 
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2.2. Empirical studies 

There are plenty of empirical studies about twin deficit, effect of budget deficit or 

FDI to the CA. Some studies found the positive, someone found the negative and 

others found mixed relationships. The first group found evident of twin deficits, 

supporting to the Keynesian school of thought (Vamvoukas, 1999; Fidrmuc, 2003; 

Saleh et al., 2005; Nguyen, 2012; Kayhan et al., 2013; Catik et al., 2015). The second 

group found the invalidity of twin deficits, indicating that Ricardian equivalence 

hypothesis might be valid in some countries (Javid et al., 2010; Asrafuzzaman et al. 

2013). Few studies found mixed results for the existence of twin deficits hypothesis 

(Samadi, 2006; Magazzino, 2012; Ratha, 2012; and Ravinthirakumaran et al., 2016). 

Regarding to theory about twin deficit, there are two branches also. The first one found 

low level of international capital mobility due to the strong correlation between 

savings and investment supporting the Feldstein Horioka Puzzle (Aristovnik, 2005; 

Bagheri et al., 2012). The second one dismissed Feldstein Horioka Puzzle (Fidrmuc, 

2003; Marinheiro, 2008; Baharumshah et al., 2009; Aristovnik and Djuric, 2010; 

Saeed and Khan, 2012). 

 The twin deficit in Vietnam is a common topic. Many studies found the positive 

relationship between the budget deficit and CA (Nguyen, 2012; Trinh and Tran, 2017). 

Anyway, the relationships may not be revealed clearly, like long term being positive 

but short term is not clear (Trinh and Tran, 2017). The relationship between 

government budget balance and the CA may not be mutual (Nguyen and Phan, 2013). 

Recently, there are few updates about this topic. Other factors which represent for 

international influence like financial crisis and international price have not been 

involved in studies. 

2.3. Analysis framework 

In this paper, we denote CA as current account, DEF as government budget 

deficit, FDI as direct investment, PRI as international price and CRI as global financial 

crisis factors. Those abbreviations will be also used as the names of variables in 

ARDL models. 

According to the twin deficit hypothesis and relevance studies about the 

relationship among government budget deficit, FDI and CA, we will analyze effects of 

factors to the CA as the model below: 
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Figure 1: Analysis framework 

 

 

 

 

 

 

3. Data and methodology 

3.1. Data 

The research is using four variables for estimating ARDL model. Data is quarter 

and represented for the period Q1 2005 to Q4 2018. All variables are calculated as 

description in the table 1. The nominal GDP string is from Vietnam GSO. The budget 

deficit amount string is from the quarterly report of the Financial ministry. The FDI 

amount string is from IMF database. This study examines the effect of global financial 

crisis by quoting the crisis 2008. To implement test, the dummy variable is presented 

for that crisis which assumption that it happened from Q3 2008 to Q2 2010 (according 

to Ha, 2013). 

The current account, the government budget deficit and the FDI proxies are the 

rate of those amount and nominal GDP. The international price is presented by price 

index. The deficit amount string is exploited from the report of the Financial ministry 

quarterly reports. The other strings are from IMF database. 

Table 1: Data and variables 

 

  

Factor Abbre' Calculation

Current account CA Balance amount/normal GDP*100%

Government budget balance DEF Balance amount/normal GDP*100%

Foreign direct investment FDI Amount/normal GDP*100%

International compomdity price PRI Comodity price index

Global financial crisis CRI 1 at crisis time (2008-9), 0 at normal time

CA FDI (-) DEF (+) 

PRI (+) 

CRI (+) 



  

 

 

865 

3.2. Econometric methodology 

The study applies ARDL model, which introduced and developed by (Pesaran et 

al, 2001) to examine relationships among factors. To apply the ARDL model, we need 

to do four critical steps: (1) Root testing to examining each variable whether I(0) or 

I(1), (2) determining the existence of the long run relationships, (3) choosing the 

appropriate lag length for the ARDL model and (4) re-parameterization of ARDL 

model into error correction model (ECM). 

After getting a reasonable estimation, we need to diagnose the model tests as 

Serial Correlation LM, Heteroskedasticity and stability test with standard procedures. 

We also need to use Cusum and Cusum square to examine the stability of the models. 

The study choses ARDL model because the approach can be applied irrespective 

of whether the explanatory variables are I(0), I(1) or mutually cointegrated. It is also 

trustable for the case of short data strings. 

The practical model for this study is as below: 

CA = C0+(α*Cri + β*PRI) +  ∑           
 
   + ∑            

 
    +  

∑            
 
    

The financial crisis and international price factors will be putted into isolated 

zone as fixed repressors to ensure that they play the roles as external factors. The other 

factors as deficit and FDI will be flexible in lags to ensure that those factors influence 

freely to the CA over time. 

4. Empirical results 

4.1. Root test 

By using Augmented Dickey Fuller (ADF) method, the testing unit root result 

shows that all strings are I(0). It is qualified to use ARDL model. 

Table 2: Unit roots test 

 

(Note: ***, **, * representing for significant level of 1%, 5% and 10%) 

# Variable tvalue

1 CA -4.38778***

2 FDI -3.243968**

3 DEF -8.734447***

4 PRI -2.717438*
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4.2. ARDL test 

The ARDL model shows that the data explain to the change of CA around 73% 

(R
2
 = 0.836, adjusted R

2
 = 0.729). With that result, the model is suitable to explain the 

changes of CA. 

4.3. Bound test 

Bounds test result shows that F-statistic is 10.86, greater than the critical upper 

bound value (5.0) in 1% statistical significance level. We accept relationship between 

the series. Due to the qualified cointegration relationship among the series, the ARDL 

model can be created to determine long run and short-run relationships. 

Table 3: Bound test 

 

4.4. Long run parameters 

The ARDL model uses the Akaike information criterion (AIC) to determine 

optimal lags of the variables to long-run relationships among the series. The best one 

is ARDL(4, 4, 7), selected from 324 different models. The long-run coefficients are 

presented in Table 4. 

Table 4: Long run coefficients 

 

4.5. Short run parameters 

According to the results given in Table 5, the lagged error correction term 

(CointEq(-1)) is statistically significant at the 1% with a negative coefficient. The 

Test Statistic Value Signif. I(0) I(1)

F-statistic 10.86 10% 2.63 3.35

k 2 5% 3.1 3.87

2.50% 3.55 4.38

1% 4.13 5

Variable Coefficient Std. Error t-Statistic Prob.   

DEF 1.142911 0.641919 1.780459 0.0855

FDI -4.163916 0.731006 -5.696145 0.0000

C 24.44269 5.69485 4.292069 0.0002

EC = CA - (1.1429*DEF  -4.1639*FDI + 24.4427 )
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long-term relationship among CA and other variables with their significant lags are 

confirmed. 

Table 5: ECM model and short run coefficients 

 

4.6. Diagnosis tests 

The diagnosis tests show that all test statistics have Pvalue, which are higher than 

5%. We can accept there are no autocorrelation and heteroskedasticity problem in the 

model, error terms normally distributed and no model specification error (Table 6). 

Table 6: Diagnostic tests results 

 

The cumulative sum of recursive residuals test result is qualified with the 

CUSUM-SQ plots against the critical bound of the 5% significance level. We can 

accept that the estimated model is stable over time (Figure 2). 

Variable Coefficient Std. Error t-Statistic Prob.   

D(CA(-1)) 0.8105 0.1729 4.6882 0.00

D(CA(-2)) 0.8107 0.1515 5.3513 0.00

D(CA(-3)) 0.6452 0.1158 5.5713 0.00

D(DEF(-3)) -0.5801 0.3442 -1.6854 0.10

D(FDI(-1)) 2.3442 0.7161 3.2737 0.00

D(FDI(-2)) 1.8921 0.6311 2.9981 0.01

D(FDI(-3)) 1.6127 0.5838 2.7624 0.01

D(FDI(-6)) 1.9597 0.5348 3.6642 0.00

CRI 8.8799 2.0889 4.2511 0.00

PRI 0.0421 0.0078 5.3716 0.00

CointEq(-1)* -1.3406 0.1936 -6.9246 0.00

(Listing significalt variables at 10% only)

F-statistic 0.811 Prob. F(2,27) 0.455

Obs*R-squared 2.777 Prob. Chi-Square(2) 0.249

F-statistic 0.882 Prob. F(19,29) 0.605

Obs*R-squared 17.946 Prob. Chi-Square(19) 0.526

Scaled explained SS 5.661 Prob. Chi-Square(19) 0.999

F-statistic 2.313 Probability 0.099

df (3, 26)

Breusch-Godfrey Serial 

Correlation LM Test

Heteroskedasticity Test: 

Breusch-Pagan-Godfrey

Ramsey RESET Test
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Figure 2: CUSUM and CUSUM-SQ test results 

  

 

5. Conclusion 

According to the estimation results, in the long run, the budget deficit has 

positive (1% significant) but the FDI have negative (10% significant) relationship with 

the CA with 10% significant. The international factors (price and crisis) which used to 

restrict main variables in the model affect the CA positively with 1% significant. The 

effect of all factors to the CA in the short run exist. The model is passed all critical 

tests and qualified to use the estimation results. 

Budget deficit makes CA deficit worst off. Regarding to one-way effect, twin 

deficit can exist in Vietnam within studying time. Because all of proxies for all 

variables are calculated by the rate of GDP, it is obvious that the effect of budget 

deficit is just 27% effect of FDI. Because the model just explains to the change of CA 

less than 73% and the budget deficit is not the main cause of CA deficit, the effect of 

budget deficit can be cover by other factors. 

FDI makes CA negative in the long run but positive in the short run. Within three 

quarters, the increase of FDI makes CA better but the relationship of whole time is 

negative. The long run effect shows us that if the economy maintains the stable flows 

of FDI, the CA will be worst off in the long run future. FDI has opposite effect of the 

other factors.  In the long run, FDI is a critical factor making CA worst off. May be, 

the CA gets some positive effect from short term capital flows, the governors need to 

foresee the bad circumstance. Anyway, FDI cannot be strong flows for long time due 

to the limited capacity and advantages of the economy.  

The financial crisis and international price affect significantly and positively to 

the CA. This finding supplies more evident that the global environment has significant 
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influenced to the CA of Vietnam. The global crisis has not made bad effect to the CA 

as normal thinking. It creates chances for improving the CA. The international price 

raising up will bring Vietnam chances to improve the CA also. Normally, the price 

level tends to increase over time, the crisis may happen more. The CA of Vietnam may 

be having good environment to improve.  
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Abstract: 

The paper examines the role of spatial interactions in the context of poverty and 

social exclusion across 141 NUTS (Nomenclature of Units for Territorial Statistics) 2 

European Union (EU) regions for the 2016 – 2017 period. The hypothesis that the level of 

poverty at particular region affects the poverty behaviour in neighbouring regions, i.e. 

there exists spatial spill over effects and spatial clusters were verified based on the 

selected ESDA (Exploratory Spatial Data Analysis) instruments. Local univariate and 

multivariate Geary statistics identified statistically significant clusters corresponding 

mostly to regions of south Spain and Italy, regions of Greece, Bulgaria and Romania. 

Keywords: Local univariate and multivariate Geary statistics, NUTS 2 EU regions, 

Poverty and Social Exclusion, Spatial autocorrelation, Spatial Spill overs. 

 

1. Introduction 

The issue of regional poverty is considered to be one of the most challenging issues 

for economic development. The strategic document of the European Union (EU) - Europe 

2020 (European Commission, 2010) promotes social inclusion, in particular through the 

reduction of poverty, by aiming for 20 million less people to be at risk of poverty and 

social exclusion. Next long-term EU strategy, strategy for 2021-2027, also includes the 

topic of poverty and it is a part of a strategic goal ―a more Social Europe‖ (European 

Commission, 2019). In the context of the EU regions, the ―At risk of poverty or social 

exclusion‖ indicator is usually used for poverty measuring. This indicator includes people 

who were in at least one of the following situations: at risk of poverty after social transfers 

(income poverty), severely materially deprived; or living in households with very low 

work intensity (Eurostat, 2019b). The progress of the poverty indicator for 2016 and 2017 

can be seen in Figure 1. In 2017, 22.4 % of the entire population of the EU lived in 

households at risk of poverty or social exclusion. In comparison to 2016 (23.5%), there 

are some positive trends in the fight against poverty within the EU, 1.1 percentage point 
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decrease was recorded in the share of the total population who is at risk of poverty or 

social exclusion. 

Figure 1: At risk of poverty or social exclusion rate (share of total 

population) 2016 and 2017 

 

Source: Eurostat (2019b) 

In this paper, we focus on the role of spatial dependences among the EU regions in 

terms of poverty problem. At risk of poverty or social exclusion rate in 2017 was chosen 

as an observed variable. Our main hypothesis is that the level of poverty at particular 

region affects the poverty behaviour in neighbouring regions, i.e. there exists spatial spill-

over effects and spatial clusters. Selected ESDA (Exploratory Spatial Data Analysis) tools 

will be used to verify this hypothesis.  

The paper is structured as follows: section 2 summarised literature review, section 3 

provides brief theoretical backgrounds of the study. Data and empirical results are 

presented and interpreted in section 4. Main concluding remarks contain section 5 and the 

paper closes with references. 

2. Literature review 

The objectives formulated in EU strategy documents and national social policies 

clearly indicate the need to analyse poverty at regional and local level. Geographic factor, 

i.e. geographical location of the region seems to play an important aspect of the poverty 

problem. As it is known, the benefits of economic growth of the region usually spread to 

its neighbouring parts, potentially to all parts of the EU and thus strengthening territorial 

and social cohesion. This seems to be also the case of poverty problem. Strong 

geographical factor should be taken into account because the effects of the EU policy 

interventions aimed at poverty reduction not only positively affect the performance of the 
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member states or regions in which they are implemented, but they also can generate so 

called spatial spill-overs elsewhere in the EU. Nowadays, instruments of spatial statistics 

and spatial econometrics become more popular in situations where the spatial aspect 

needs to be taken into account. One of the key moments in the history of these spatial 

approaches is the formation of a theory known as "New Economic Geography" (NEG). 

NEG approach provides a framework for spatial analysis of economic data emphasizing 

regional level. This stream is linked to the works of Krugman (1991), Fujita et al. (1999), 

Ottaviano and Puga (1997) or Venables and Puga (1999).  

The problem of regional poverty taking into account spatial aspect was discussed in, 

e.g. Levernier et al. (2000), Rupasingha and Goetz (2007), Panek and Zwierzchowski 

(2014) or Furková (2019). Levernier et al. (2000) studied poverty across the US counties. 

According his study economic factors explain a large amount of variation in poverty, 

however, economic factors alone are not sufficient to explain nor reduce poverty. Other 

social, political, demographic and spatial factors should be taken into account. There is a 

general consensus that raising educational attainment levels move people out of poverty 

(Levernier et al., 2000; Furková, 2019). On the other hand, Rupasingha and Goetz (2007) 

pointed to that investments in human capital do not occur automatically if there are no 

other complementary factors. Certainly, geographic variation and concentration of poverty 

rates remain a major aspect of the poverty problem. Goals formulated in the EU strategic 

documents and national social policies distinctly indicate the need of analysing poverty at 

regional and local levels. Regional differences and marginalization of some EU regions is 

one of the main areas of interest of the EU integration policies (see Panek and 

Zwierzchowski, 2014). 

3. Research methods 

This section provides a brief research method overview used in the empirical part of 

this paper. Selected ESDA tools were chosen as the main methodological instruments. 

ESDA offers tools for evaluation spatial association of observations – spatial units 

(regions, countries, etc.). In general, spatial association called spatial autocorrelation 

corresponds to the situation where spatial units are non-independent over the space, 

indicating that nearby spatial units are associated in some way (for more details, see e.g. 

Getis, 2010 or Anselin and Rey, 2014). ESDA contains techniques to describe and 

visualize spatial distributions; identify atypical locations or spatial outliers; discover 

patterns of spatial association, clusters, or hot spots. Spatial autocorrelation can be 

identified by means of Global and Local indicators of spatial association such as familiar 

Moran‘s I, Getis-Ord G  statistics or Geary C statistic. These statistics enable to test the 
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global spatial autocorrelation of the variable we are interested in, i.e. to test for the 

presence of general spatial trends in the distribution of an underlying variable over an 

entire space and local versions of these indicators enable to further analysis of local spatial 

patterns (form more details see, e. g. Anselin and Rey, 2014). 

In this paper, a local version of Geary´s C statistic we decided to employ as a 

measure of spatial association. This decision has been greatly influenced by the fact 

that these statistics was recently extended to a multivariate context (Anselin, 2019a). 

First, let us pay an attention to the local Geary statistic. As in its global 

counterpart (for more details see Anselin, 2019b), the focus is on squared differences, 

rather dissimilarity than similarity. In other words, small values of the statistic suggest 

positive spatial autocorrelation (Getis, 2010), whereas large values suggest negative 

spatial autocorrelation. Formally, the local Geary statistic can be written as follows: 

 
2

i ij i j

j

G w x x 
     (1) 

where ix  represents the underlying variable for region i, N is the number of regions 

in the data set and ijw  are the elements of spatial weight matrix W of dimension N N  

(topics related to the spatial weight matrices can be found, e.g. Getis, 2010; Chocholatá, 

2018 or Anselin and Rey, 2014). 

Statistical inference can be based on a conditional permutation procedure 

(implemented in GeoDa software) and is interpreted in the same way as for, e.g. local 

Moran statistic of Getis Ord statistic. However, the interpretation of significant locations 

in terms of the type of association is not as straightforward in this case because the 

attribute similarity is not a cross-product and thus has no direct correspondence with the 

slope in a scatter plot (Anselin, 2019a; Anselin, 2019b).  

The local Geary is a univariate statistic and this concept was recently extended to 

a multivariate context. The multivariate local Geary statistic measures the extent to which 

the average distance in attribute space between the values at a location and the values at its 

neighbouring locations are smaller (positive spatial autocorrelation) or larger (negative 

spatial autocorrelation) than what they would be under spatial randomness. Let us 

consider two standardized variables, z1 and z2. The squared distance 
2

ijd  in two-

dimensional attribute space between the values at observation (region) i and its geographic 

neighbour j is (Anselin, 2019b): 
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A spatial weighted average of the expression (2) is then:  
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In general, then, for k attributes, a multivariate local Geary statistic for variable v can 

be defined as follows: 

, ,

1

k
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v

c c



            (4) 

4. Empirical results 

The data set used in our empirical analysis comes from the regional Eurostat 

statistics database (Eurostat, 2019a) and it contains 141 NUTS 2 EU regions from 13 

countries surveyed over the 2016-2017 period. Significant lack of the data (poverty 

indicator) for regions in the NUTS 2 structure was the main reason for this time period 

selection. Another data set reduction was done due to isolated observations. As we have 

already mentioned, the variable under the consideration is Poverty - people at risk of 

poverty or social exclusion (% of total population) in 2017 and in order to perform 

multivariate analysis of spatial association we have chosen GDP per inhabitant (at current 

market prices in Euro) in 2016, variable Employment – employment rates (in % of 

population aged 15-64) in 2016, variable Education - educational attainment level - less 

than primary, primary and lower secondary education (in % of population aged 25-64) in 

2016 and variable Density – population density (inhabitants per square kilometre). Figure 

2(a) provides a view of 171 NUTS 2 EU regions included in our analysis. More precise 

look inside the problem of poverty in the EU provides a box map presented in Figure 2(b) 

where interesting information about outliers can be found. In the fourth quartile, there are 

up to 15 outliers but no outliers in the first quartile. Regions of Bulgaria, Romania and 

south regions of Italy and Spain belong to the EU regions with highest poverty rates. In 

addition, we can notice that upper outliers are not localized irregularly but these regions 

are considerably clustered. The existence of strong positive spatial autocorrelation was 

confirmed by statistically significant value of global Moran‘s I statistic (0.658) for 

Poverty in 2017 (see Figure 4 and Figure 5). 
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Figure 2: Themeless NUTS 2 EU regions map 2(a) and box map (four categories) for 

Poverty 2(b) 

 

(a)                                             (b) 

Source: author‘s elaboration in ArcGISPro and GeoDa 

It is necessary mention that as a spatial structure criterion among regions, a spatial 

weight matrix of queen case contiguity form (for more details see, e.g. LeSage and Pace, 

2009) was chosen and used in all parts of our spatial analysis. 

Based on the univariate local Geary statistic defined by formula (1), we can identify 

significant locations – regions with positive and negative spatial autocorrelation. Local 

Geary statistics for Poverty in 2017 are presented in the form of local Geary cluster map 

(Figure 3). A significant local Geary statistic that is less than its expected value under the 

null hypothesis of spatial randomness suggests a clustering of similar values (small 

differences imply similarity). For those observations that can be classified in the upper-

right or lower-left quadrants of a matching Moran scatter plot (Figure 4 and Figure 5 left 

side), we can identify the association as high-high or low-low (Figure 4 and Figure 5). 

The 22 high-high local Geary clusters and 24 low-low were identified. High-high 

locations - regions are mostly concentrated in the south of Spain, Italy and most of regions 

of Bulgaria, Romania belong to the EU regions where high poverty rates are clustered. 

The low-low clusters are in comparison to high-high clusters more scattered across the 

map. As the calculation of local Getis statistic is based on the squared difference (see 

formula (1)) there may be observations for which a classification to high-high or low-low 
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clusters is not possible. This is because the squared difference can cross the mean 

(expected value). These locations are referred as other positive spatial autocorrelation. No 

other positive locations were identified in our data set. As for negative spatial 

autocorrelation (large values imply dissimilarity), it is not possible to assess whether the 

association is between high-low or low-high outliers, since the squaring of the differences 

removes the sign (Anselin, 2019b). In our case, there are only two regions with this type 

of association.  

Figure 3: Local Geary clusters for Poverty 

 

 

 

 

 

 

 

 

 

Source: author‘s elaboration in GeoDa 

Figure 4: Moran scatter plot (left) and local Geary high-high clusters (right) for Poverty 

 

 

 

 

 

 

 

 

 

Source: author‘s elaboration in GeoDa 
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Figure 5: Moran scatter plot (left) and local Geary low-low clusters (right) for Poverty 

 

Source: author‘s elaboration in GeoDa 

Next, we will proceed with multivariate analysis. The local multivariate Geary 

statistic provides an additional perspective to measuring the tension between attribute 

similarity and locational similarity. So far, our variable under consideration was Poverty 

and previous analysis suggested that there are significant spatial clusters as for people at 

risk of poverty or social exclusion in the EU context. In order to perform multivariate 

analysis of spatial association we have added to our analysis other related variables: GDP 

per inhabitant, Employment – employment rates, Education - educational attainment level 

- less than primary, primary and lower secondary education and variable Density – 

population density. All of these variables are defined for 2016 as we assumed a time lag 

between the impacts of these variables on poverty, which is defined for 2017.  

Even though a location may be identified as a cluster using the univariate local 

Geary but this does not mean that it is also a multivariate cluster. The univariate statistic 

deals with distances in attribute space projected into a single dimension, whereas the 

multivariate statistics are based on distances in a higher dimensional space (see formulas 

(3) and (4)). This statistic corresponds to a weighted average of the squared distances in 

multidimensional attribute space (in our case 5 variables) between the values observed at 

a given geographic location i and those at its geographic neighbours j. Based on the 

formula (4) we have identified multivariate local Geary clusters. As well as in relation to 

univariate spatial association statistics, inference can again be based on a conditional 

permutation approach. However, it is multivariate analysis and it is recommended 

(Anselin, 2019b) to increase number of permutations and also a sensitivity analysis with 
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respect to different significance levels is highly recommended. Both cluster maps in Fig. 6 

are shown for 9999 permutations but different significance levels are considered. For p-

value 0.05 (see Fig. 6(a)) we obtain 87 positive clusters and 1 negative one. The problem 

of multiple comparisons means that the use of the standard default p-value of 0.05 is 

almost certainly misleading (Anselin, 2019b). Instead, it is preferred to use the FDR 

(False Discovery Rate), which in our analysis corresponds to about 0.03121 and this 

yields slightly more conservative result in Fig. 6(b) with 76 statistically significant 

positive clusters and no negative. 

Figure 6: Multivariate local Geary cluster maps: (a) - p-value 0.05 and (b) - False 

Discovery Rate - 0.03121 

 

(a)                                     (b) 

Source: author‘s elaboration in GeoDa 

5. Conclusion 

This paper dealt with spatial cluster analysis of 141 NUTS 2 EU regions surveyed 

over the 2016-2017 period. Main variable under the consideration was Poverty - people at 

risk of poverty or social exclusion. In order to perform a multivariate analysis of spatial 

association we have also considered GDP per inhabitant, variable Employment – 

employment rates, variable Education - educational attainment level - less than primary, 

primary and lower secondary education and variable Density – population density. We 

concluded that our analysis based on the local univariate and also multivariate Geary 

statistics has confirmed the significant impact of the region's position on poverty rates, 

and similar levels of poverty rates are clustering. Our univariate spatial analysis suggested 
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that there are significant spatial clusters as for people at risk of poverty or social exclusion 

in the EU context. The regions where high poverty rates are clustered are mostly 

concentrated in the south of Spain, Italy and most of regions of Bulgaria and Romania. 

Taking into account multivariate context, the number of significant locations increased 

from 46 to 88 (78) locations. The multivariate cluster map seems to be more ―lenient‖ in 

terms of identifying significant locations and provides additional insights beyond the 

univariate maps.  
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Abstract: 

In Vietnam, the state budget investment has been playing an important role. So far, the 

efficiency of the state budget investment seems to be unclear (how well the state budget investment 

is understood, which criteria are used to assess the effectiveness of the state budget investment), 

localities are very confused in evaluating the effectiveness of the state budget investment. The 

author presents some important issues on the state budget investment, the effectiveness of the state 

budget investment and tries to apply it in assessing the effectiveness of the state budget investment 

in Phu Tho province. After applying in the practice, the author has found that the set of identified 

targets is feasible and the evaluation of the efficiency of the state budget investment gives 

practical meaning. 

Keywords: Efficiency and provincial level, the state budget investment. 

 

1. Introduction 

Vietnam has 63 provinces and cities under central authority. From 2010 to 2015
59

, 

the state budget investment always accounts for about 38-39% of the implemented social 

investment. By 2018
60

, this ratio has decreased to about 33% but the absolute amount of 

the state budget investment has increased. Of state capital, the state budget investment 

usually accounts for 46-48%, the rest is from state-owned enterprises and loans. In 

Vietnam, the state budget investment is of great significance for the effectiveness of 

development investment and the effectiveness of socio-economic development. For the 

provincial level, if the state budget investment is effective, it will contribute to make the 

local development investment effective and vice versa.  

So far, the efficiency of the state budget investment seems to be unclear (how well 

the state budget investment is understood, which criteria are used to assess the 

effectiveness of the state budget investment), localities are very confused in evaluating the 

effectiveness of the state budget investment. The author presents some important issues on 
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the state budget investment, the effectiveness of the state budget investment and tries to 

apply it in assessing the effectiveness of the state budget investment in Phu Tho province.  

2. Some theoretical issues 

2.1. Awareness of the state budget investment 

In fact, in Vietnam this is a matter that has not been clarified both in terms of theory 

and is even less well recognized in the reality of implementing development investment. 

Every year, the National Statistics Office only records the data on the state budget 

investment. the state budget investment includes investment with state budget capital, 

borrowed capital and capital of state-owned enterprises but not specific statistics on 

investment with state budget capital. The Statistical Yearbook of Vietnam - the General 

Statistics Office
61

 lists investment capital of the state economic sector and records the 

following: Total investment capital invested and divided by the state economic sector. For 

industries: agriculture, forestry and fishery; mineral; manufacturing and processing 

industry; production and distribution of electricity, gas, hot water; water supply, waste 

management and disposal activities; infrustructure; wholesale and retail; transportation, 

warehousing; accommodation and catering services; Information Communication; 

financial and banking activities, insurance; real estate business; scientific and 

technological activities; administrative activities and support services; activities of the 

Vietnamese Communist Party; education and training; health and social assistance 

activities; arts of entertainment, entertainment and other activities. 

From this, it is shown that the investment capital for researching and promulgating 

policies and laws, investment capital for human resource development of the public sector 

has not been counted. That is unreasonable. The author argues that the state budget 

investment should be more clearly aware and have more complete statistics. 

In Vietnam, there are often the concepts: state investment (or public investment) and 

the state budget investment. So how are they understood and how are they different? 

- The public investment is an investment with state capital. This includes investment 

by the state budget, loans, and investment by state-owned enterprises (SOEs). Investment 

with SOEs' capital serves the development of production and business, directly 

contributing to economic growth and profits. 

- The State Budget Investment is a state agency's use of state budget capital to build 

infrastructure works (which the private sector has not been able to do or does not want to 
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do), formulate laws and policies, develop science and technology and human resource 

training for public sector (see Figure 1). 

Figure 1: The state budget investment 

 

 

The author agrees with Ngo Doan Vinh's view on investment by the state budget. 

According to Figure 1, the author shows that the structure of the state budget investment 

includes 4 main components. That is: 

- Investment in construction of technical infrastructure. Of course, in the field of 

construction of technical infrastructure is still involving private investment. But now the 

state uses the budget and public-private partnership to develop infrastructure. 

- Investment in scientific and technological development. This type of investment is 

for research, development and technology application to promote national innovation and 

innovation. 

- Investment in developing human resources for the public sector (there are still 

cases where public sector human resources spend money to study for masters and doctoral 

degrees but not many). 

- Investment in construction and promulgation of laws and policies of the state (this 

is an important investment). 

Currently, in Vietnam in the field of the state budget investment, the investment in 

infrastructure construction usually has the largest volume and is often mentioned in the 

documents of the Government and local governments. And investment in building laws, 
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policies of the state and investment in human resource development of the public sector 

has not been specifically measured and analyzed. 

In Vietnam, the process of the state budget investment is particularly important for 

the study of the state budget investment. This is an extremely important issue, so the 

author takes this issue seriously. The author uses a schematic format to elaborate on this. 

The diagram shows the process of the state budget investment affecting the efficiency of 

the state budget investment in provincial localities. Through the review of the process of 

the state budget investment, it is clear that 5 groups of factors have a great influence on 

the the state budget investment in the provinces of Vietnam. According to the diagram, the 

5-stage quality of the process affects the efficiency of the state budget investment at the 

provincial level. Any stage of poor quality will greatly affect the efficiency of the state 

budget investment and the effectiveness of state management for the state budget 

investment in the province. 

Figure 2: The process of the state budget investment 

 

A more comprehensive review shows that the effectiveness of the state budget 

investment is influenced by many factors, among which basic factors include: socialist-

oriented market economy institutions, housing management capacity, country, investment 

consultants, investment processes, markets and relevant people (contractors, equipment 

suppliers, testers, inspectors, reviewers of investment completion and settlement invest...). 

According to the Law on Public Investment, the responsibilities of state agencies for 

public investment in general and the foreign investment policy in particular are: (1) 

The 

process of 

the state 

budget 

investment 

4. Organize investment with state budget capital 

2. Making, appraising investment plans and projects funded by state budget 

3. Bidding for implementation of investment using state budget capital 

5. Assessing the quality and settlement of investment with state budget capital 
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Promulgating and organizing the implementation of legal documents on public 

investment; (2) Formulating and organizing the implementation of public investment 

strategies, programs, plans, plannings, solutions and policies; (3) Monitor and provide 

information on management and use of public investment; (4) Evaluate the efficiency of 

public investment; inspect and inspect the implementation of law provisions on public 

investment, compliance with public investment plannings and plans; (5) Handling 

violations and settling complaints and denunciations of organizations and individuals 

related to public investment activities; (6) Commending agencies, organizations, units and 

individuals that record achievements in public investment activities; (7) International 

cooperation on public investment. A careful examination of the matter shows that the Law 

on Public Investment has not clearly presented the evaluation of the efficiency of public 

investment, sanctions for misconduct ... 

2.2. Evaluate the efficiency of investment with state budget capital in the province 

This is a big and complicated issue but must be done and within the scope of an 

article, the author only presents in general. 

2.2.1. The concept of the effectiveness of the state budget investment 

The effectiveness of the state budget investment has similarities and is not the same 

as that of development investment. According to the theory and practice, the effectiveness 

of the state budget investment is one of the components of the public investment as well 

as the development investment, it directly reflects the impact of the state budget 

investment on the province's socio-economic development. The effectiveness of the state 

budget investment has a direct impact on the development investment efficiency, thereby 

thereby making an important contribution to the effectiveness of local socio-economic 

development. The effectiveness of the state budget investment is not constant, can be 

achieved at different levels, and impacts on the development investment effectiveness as 

well as the socio-economic development effectiveness with different levels. 

2.2.2. Identify indicators to evaluate the effectiveness of the state budget investment 

Assessing the effectiveness of the state budget investment is very important. When it 

comes to assessing the efficiency of the state budget investment, there must be 

quantitative indicators, cannot be evaluated by emotion, only with general judgments. So 

which indicator is used to evaluate the effectiveness of the state budget investment for the 

provincial level in Vietnam? 

From such a problem, the author thinks that to analyze the efficiency of the state 

budget investment I need to use some important criteria as follows: 
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(1) Contribution of the state budget investment to infrastructure development 

- Number of projects that have been invested in construction (especially key 

infrastructure projects). Towards answering the question of how many constructions and 

levels of responsiveness meet the socio-economic development requirements. 

- The state budget investment to develop scientific research (how many scientific 

subjects are deployed, how to serve the development of production and business and 

improve the social face). 

- The state budget investment to develop human resources in the public sector 

(aiming to determine how much investment has been made, how many people have been 

trained, and the extent of the state management responsiveness). 

- The state budget investment to formulate of policies and laws (aiming at how 

much investment, how many laws, legal documents and levels of response have been 

issued and enforced) requirements of development work). 

(2) The contribution of the state budget investment to local economic growth (Tk). 

This is a very important indicator, but for a long time, Vietnam has no direct statistics 

reflecting this aspect. In practice, it is necessary to analyze the proportion of the state 

budget investment in economic growth. In the process of studying the effectiveness of the 

state budget investment, the author finds it difficult to use the existing calculation formula 

on the contribution of capital, labor and TFP to economic growth. During the study, the 

author thinks that this criterion can be calculated by the expression in the form: 

Tk = ( ΔGRDP created by the the state budget investment: ΔGRDP of the province). 

100 (%) 

Of which: 

i) ΔGRDP created by the state budget investment in the calculation period 

ii) ΔGRDP of the province in the same calculation period 

According to the statistics of the provinces, there are: 

- Total GRDP of the province (gross output of the province) 

In which, it is divided: 

+ The added value of the state economic sector 

+ The added value of the private sector 

+ The added value of the foreign invested economic sector 
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Deploy the calculation of the GRDP portion created by the state budget investment 

by analyzing the proportion of the state budget investment in the total state investment (or 

public investment) and using extrapolation to deduce the additional GRDP contributed by 

the state budget investment. 

 (3) Creating jobs for labors. In many countries, when "secret" is encountered, 

people use the increase of state budget investment capital to promote the development of 

raw materials and equipment industries to serve public investment and create more jobs 

for workers to alleviate stagnant production and widespread unemployment. 

(4) The level and rate of loss of state budget capital (mainly due to corruption, taking 

advantage of price teams, prolonging construction time ...). It is calculated according to 

survey data. 

(5) Level and rate of waste of state budget (mainly due to wrong investment policy). 

Calculated according to survey data. 

(6) The ratio of capital to fixed assets or the ratio of capital needed to train public 

sector manpower. Calculated according to survey data. 

Scholar Ngo Doan Vinh
62

 mentioned this indicator. The author agrees with his view. 

If the capital loss is large, then the rate of investment becomes the lower assets and then 

the foreign investment is worse. 

(7) Outstanding debts of capital construction capital. Calculated according to survey 

data. This situation is mainly due to the local authorities urging the winning investors to 

invest capital to implement the investment and then the local government will find the 

source to return. This is a fairly common phenomenon in Vietnam's provinces in capital 

construction investment in general and in rural construction in particular. 

(8) Return on private capital investment (Lv) 

The author shared the same view with Ngo Doan Vinh that private investment is 

closely related to the state budget investment, in fact, the state budget investment is 

mainly used to build technical infrastructure, laws and policies. related to conditions to 

motivate private investment eagerly to invest in developing production and business. 

From such a problem, the author thinks that it is necessary to analyze the coefficient of 

private investment attraction. People consider the state budget investment to make bait 

investment. Therefore, it is necessary to analyze the coefficient of private capital 
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manipulation to see the effect of the the state budget investment. The coefficient to attract 

private capital is calculated by the following expression: 

Lv = Vt: Vn (VND) 

In which:  

+ Vt: implemented private capital (or include domestic private investment and 

foreign private investment made in the territory of Vietnam; or only for domestic private 

investment were implemented) during the study period. 

+ Vn: the state budget investment (in the same time as private investment) in the 

same research period. 

The larger the Lv coefficient, the better, it means that the state's bait investment is 

very significant. Conversely, the smaller the Lv, the more it proves that the state's primer 

investment has not promoted its role well. 

3. Pilot application of the defined criteria to evaluate the efficiency of investment 

with state budget capital in Phu Tho province 

3.1. Overview of investment and development in Phu Tho province 

The sate budget investment as well as development investment in Phu Tho province 

takes place relatively well, greatly affecting the local socio-economic development. 

Table 1: Some indicators on the state budget investment, GRDP and poverty 

reduction in Phu Tho province 

Indicators Unit 2010- 2015 2016- 2018 

Average growth rate of investment 

capital 

(%) 12.2 16.5 

Average economic growth rate (GRDP) % 8.9 9.4 

Proportion of social investment 

compared to GRDP 

% 38.4 34.6 

Poverty reduction level * % 4 3.9 

Source: Author processed data according to Phu Tho Statistical Yearbook. 

Note: *The percentage of percentage points of the poor households decreases during 

the calculation period (2010-2015 and 2016-2018). 

From the above table, if GRDP increases by 1%, the state budget investment 

increases by about 1.37% (when temporarily fixing other factors) in the period of 2010-

2015 and increase to reach 1.79% in the 2016-2018. That is a bad trend. 
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Table 2: Scale and structure of development investment capital in Phu Tho 

Period Unit 2011-2015 2016-2018 

Total implemented investment capital Billion VND 24.211 61.906 

1- Development investment for production and business Billion VND 11.099 28.786 

% compared to total % 45.8 46.5 

2- Development investment of fundamentals* Billion VND 13.112 33.120 

% compared to total % 54.2 53.5 

Source: Author processed data according to Phu Tho Statistical Yearbook.  

Notes: * investment in infrastructure construction, human resource development, 

scientific and technological research, law and policy formulation 

The results in Table 2 show the scale, growth and proportion of investment capital 

for production and business and the foundation factors in relation to GRDP growth. 

Current situation of the state budget investment in Phu Tho province 

Thanks to the great efforts, the economy is growing, the budget revenue has been 

increasing over the years so the level of central budget support decreases. In 2010, the 

local budget revenue only met about 27.8%, but by 2018 this figure was 40%. 

Before analyzing the state budget investment, the author finds that it is necessary to 

consider state budget revenues and expenditures in the province. The budget expenditure 

structure shows that the People's Committee of Phu Tho Province attaches great 

importance to the spending budget for development investment. The proportion of 

development investment in total budget expenditure increased continuously, from 25.4% 

in 2010 to 31.5% in 2018. It was a great effort and the right decision of Phu Tho province. 

In the development investment expenditure, most of the province is devoted to capital 

construction investment to create assets and this accounts for about 94-98% of the total 

capital for development investment (mainly for infrastructure development). That is the 

right thought and opinion for the specific situation of the province and needs to be 

promoted. 
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Table 3: Structure of state budget revenues and expenditures in Phu Tho province 

                                                               Unit: VND billion (current price) 

Total budget revenue in the province 2010 2015 2018 

Ratio of state budget expenditure of the province 1942 3728 5562 

Provincial total budget expenditure 27.8 31.8 40.0 

Of which:  6986 11736 13884 

Expenditure on development investment    

% of total state budget expenditure 1774 3464 4373 

Particularly for basic construction 25.4 29.5 31.5 

% of total state budget expenditure 1722 3414 4137 

% compared to development investment 24.6 29.1 29.8 

 97.1 98.6 94.6 

Source: Statistical Yearbook 2018 of Phu Tho province. 

The state budget investment in Phu Tho province is still progressing. The proportion 

of state budget capital in total social investment capital gradually decreases (from 44.4% 

in 2010 to 21.1% in 2018). The proportion of central budget capital in total social 

investment decreased from 13.8% to 6.7%. Thus, it can be said that the capital from the 

central budget will not be much and may still decrease in the proportion of total social 

investment in Phu Tho province. 

Particularly, the state budget investment of the province has increased in absolute 

number but it has also decreased in the relative number of social investment. It is a very 

clear trend. Although the state budget investment in the province's social investment has 

increased in absolute numbers but decreased in relative numbers (down from 30.6% in 

2010 to about 14.7% in 2018). Thus, each year the local budget capital decreases by 

1.98%. This can be considered a good trend. Gradually reducing budget capital in 

development investment is also reasonable. Because state budget is also devoted to 

solving many social issues, welfare and policy support. 

  



  

 

 

893 

Table 4: Structure of development investment capital of Phu Tho province 

(actual price) 

 2010 2015 2018 

VND 

billion 

% VND 

billion 

% VND 

billion 

% 

Total investment capital 10728 100 18066 100 27409 100 

Of which:       

State budget capital 4764 44.4 4819 26.7 5783 21.1 

-Central government 

budget 

1488 13.8 1515 8.4 1833 6.7 

- Local budget 3276 30.6 3304 18.3 3950 14.7 

Domestic private capital 4665 43.4 10999 60.8 17596 64.2 

FDI capital 707 6.6 2258 12.5 4029 14.7 

Source: Phu Tho Statistical Yearbook 2018. 

According to provincial statistics, state budget capital mainly focuses on capital 

construction (capital construction), with little investment in economic development. This 

is also suitable for a province where the economy is still in difficulty, receiving subsidies 

from the central budget. Investing using state budget capital concentrates on infrastructure 

development. 

Table 5: The structure of the state budget investment of Phu Tho province 

 2010 2015 2018 

Billion  

VND 

% Billion  

VND 

% Billion  

VND 

% 

State budget capital 4764 100 4819 100 5783 100 

Of which:       

- Irrigation investment 1443 30.3 1504 31.2 1758 30.4 

- Transportation investment 2930 61.5 2911 60.4 3528 61.0 

- Investment in historical sites 319 6.7 328 6.8 399 6.9 

- Investment in science and technology 33 0.7 32 0.8 52 0.9 

- Investment in human resource 

development 

38 0.8 39 0.8 46 0.8 

Source: Phu Tho Statistical Yearbook 2018. 
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3.2. Current situation of the effectiveness of the state budget investment in Phu Tho 

province 

3.2.1. Evaluation by criteria 

Based on the collected statistics and the formulas for calculating the efficiency of the 

state budget capital presented in Section 1, the author has calculated and analyzed the 

following basic criteria: 

Loss of the state budget capital 

The situation of loss of the state budget capital seems to be progressing but still at a 

relatively high level. In the period of 2010-2015, the rate of loss was about 11.8%, then in 

the period of 2016-2018 it decreased to about 6.2%. That is a relatively significant 

reduction. However, it is still a problem that must be solved. If accumulated from 2010 to 

the end of 2018, the total loss of state budget capital has reached VND 3,811 billion. 

Table 6: Loss rate of state budget investment capital 

Period Capital loss, billion VND 
% of total state budget 

capital * 

2010-2015 2826 11,8 

2016-2018 985 6,2 

Source: Phu Tho statistical yearbook 2018 and department of finance report. 

Note: * State budget capital has been implemented. 

Waste of state budget capital 

In fact, the waste of state budget occurs mainly in the stages of wrong policy (for 

example, when the market is completed, the market does not work, or the communal 

cultural house is completed, there are many cases of no use...). 

Table 7: Percentage of waste of state budget capital investment 

Period Billion VND 
% of total state budget 

capital * 

2010-2015 1031 4.3 

2016-2018 672 2.8 

Source: Phu Tho Statistical Yearbook 2018. 

Note: * State budget made. 

Waste of state budget is also unacceptable. In any case, this situation must be 

minimized to the extent necessary. It is not possible for the local interests to make an 
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investment policy that is subjective and somewhat competitive between districts and 

communes. 

The rate of investment capital equal to the state budget capital becomes the property 

and the construction period lasts for a long time 

Because there are no data from other localities to clearly compare the situation of 

Phu Tho in the provinces but through the collected data, the big picture has also appeared. 

The rate of foreign investment capital becomes unstable assets. If in 2010, it reached 

about 89.7%, by 2015, it will decrease to about 88.9% and by 2018 continue to drop to 

about 87.6%. This can be said to be a concern for a solution. 

Table 8: Percentage of state budget capital becomes assets and prolonged  

construction period 

Indicators 2010 2015 2018 

Number of survey projects with extended 

construction time 

8 11 9 

The ratio of capital to provincial average assets 89.7 88.9 88.6 

Average construction time 7 9 5 

Source: Author of field survey of some projects at the suggestion of experts. 

ICOR index 

Although the preliminary calculations and the author believe that due to the 

dissolution of the value added by the state budget investment, it is not complete, but the 

analysis of data shows that the ICOR index of the sate budget investment sector is higher 

than the average of social investment (CCSS) in the province. If in the period of 2010-

2015, the figure of the sate budget investment sector is higher than 1.18 times, then to the 

third period of 2016-2018, it is 1.19 times higher. This means that the effectiveness of the 

sate budget investment sector is not only improved but also continues to expand. This is 

not recommended to last for years to come. 

Table 9: Summary of ICOR index in Phu Tho province 

Period ICOR of development 

investment 

ICOR of the state budget 

investment 

2010-2015 4,3 5.1 

2016-2018 4.7 5.6 

Source: Processed according to Phu Tho Statistical Yearbook 2010, 2015, 2018. 
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Debts of capital construction capital 

As of September 30
th
, 2017, according to the report of Phu Tho Provincial Party 

Committee, the total outstanding debts of basic construction in Phu Tho province were 

VND 1,405.9 billion, of which: 

- Central budget capital: 801 projects, total outstanding debt of VND 176.9 billion; 

- Provincial budget capital: 306 projects, total outstanding debts of VND 129.8 

billion; 

- Capital from district and commune budgets and other sources: 370 projects, total 

outstanding debt of VND 851.3 billion. 

The same level of debt for a locality that also receives capital support from the central 

budget is also large. There should be a solution to repay the debt and discontinue debt. 

Coefficient of capital attraction for private investment 

According to the formula presented in section 1, the author has calculated the 

coefficient of private investment attraction of foreign investment capital in Phu Tho 

province. The index of private investment attraction of state investment in Phu Tho has 

tended to get better and better than the national average. In 2010 alone, the national 

average was lost. 

- In 2010: 1 VND of the State budget capital was drawn at 1.12 VND of private 

investment capital (national average is 1.62
63

) 

- In 2015: 1 VND of the State budget capital pulled VND 2.75 of private investment 

capital (national average is 1.63) 

- In 2018: 1 VND of the State budget capital pulls 3.74 VND of private investment 

capital (the national average is 1.8) 

3.2.2. General assessment 

Regarding the efficiency of the state budget investment of Phu Tho province can 

give the following general and major comments: 

3.2.2.1. Major achievements 

In the period of 2010 - 2018, due to the state budget investment in the province, 

there were 17645 projects newly built or renovated and upgraded to serve socio-economic 

development. Each year, on average, the province has spent about VND 5,274 billion 
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from the state budget to invest in development. The province's economy has achieved a 

good growth rate in the Northern Midland and Mountainous Region (about 9%/year) and 

thus contributed to the reduction in the poverty rate of more than 1.4%/year. 

Although the efficiency of the state budget investment is lower than that of private 

investment and FDI, it has maintained progress over the years. 

3.2.2.2. Main limitations 

Regarding restrictions, the author can present the following main points: 

- In general, the the state budget investment is still limited due to the limited budget 

of the province and a large dependence on the central budget support. By 2018, the local 

budget revenue will only account for about 40% of the total budget expenditure of Phu 

Tho province. 

- The effectiveness of the state budget investment is generally low, unstable and 

therefore the effectiveness of state management of the state budget investment is also low. 

Therefore, provincial authorities need not only to change PCI and PAPI but also to create 

a favorable investment environment to attract outside-province investment for socio-

economic development. 

3.2.2.3. Cause of the situation 

Cause of success 

The author presents the following main reasons: 

- The People's Committee of Phu Tho province paid much attention to identify the 

state budget investment relatively early in order to have a basis for departments, agencies, 

districts, provincial cities and towns to develop annual and the 5-year state budget 

investment plans. On that basis, there is a lot of time to consider, consider and decide the 

list of the state budget investment projects in the province. 

- The state budget investment projects focus on key fields such as building roads, 

constructing urban infrastructure, renovating and constructing new electricity transmission 

networks, maintaining and maintaining cultural relics... should have the support of the 

people. Therefore, during the implementation process, especially the site clearance has 

been supported and supported by the people, so the construction is not difficult from the 

people. 

- The project management boards are determined, there are many efforts to urge the 

implementation of the construction. 
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- The central government pays more attention to Phu Tho and takes more supporting 

measures, especially in the field of construction of roads, power supply systems and 

embellishment of national and historical relics of national significance serve tourism and 

promote the values of traditional culture. Thanks to that, it has created excitement for 

people, creating more confidence in people in the process of socio-economic development 

in the province. 

- The decentralization of state management in the field of investment is made 

relatively specific. The inspection and supervision of authorities at all levels are also 

conducted quite often. 

The cause of weak limitations 

There are many causes but must mention the basic causes to have a solution in the 

coming time. That is: 

- Laws and policies on the state budget investment are relatively sufficient. 

However, it reveals important weaknesses to be overcome such as: 

In laws that directly related to the state budget investment there are many regulations 

that are not specific enough, not clearly defined responsibilities of heads of state 

management agencies in the field of public investment; There are no sanctions for the 

wrongs and weaknesses of the head of the state management agency in economic 

development in general and in public investment in particular and of related persons. It is 

their mistakes that cause the loss and waste of state budget. 

Many related laws such as construction law, land law and planning law still have 

many points of inconsistency with the laws on the public investment and the state budget 

investment. 

The dissemination of laws and policies on the state budget investment has not been 

well implemented, so there are many regulations that do not reach relevant people. 

- The contingent of management officials in the field of the state budget investment 

is both lacking in quantity and weak in quality. Every year, they are not provided with 

professional fostering and fostering knowledge about guidelines, laws and policies on the 

state budget investment. In particular, the contingent of officials involved in the evaluation 

of the the state budget investment project is lacking and weak, so the quality of appraising 

plans and the state budget investment projects has not yet met the requirements, even in 

many cases, the quality of appraising plans and projects is low. 

- There is a shortage of consultants in formulating investment projects. If this 

situation persists, it is difficult to improve the quality of plans and projects of the state 

budget investment in the province.  
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- Many heads of state management agencies of the state budget investment are not 

sufficiently knowledgeable about the state budget investment and state management of the 

state budget investment so it is sometimes embarrassing to make decisions and make 

decisions on the state budget investment in the locality. Sometimes local interests have 

falsified a number of investment decisions with state budget capital in the province. 

- Although not directly, the efficiency of the state budget investment is low due to 

lack of capital, slow and insufficient funding, and dishonesty of construction contractors 

and suppliers of materials and equipment for the state budget investment projects as well 

as due to the weakness of the state budget investment consultants. It is these situations that 

have led to prolonging the construction period, making capital of many works. 

4. Conclusion 

Assessing the effectiveness of the state budget investment is very necessary, it requires 

an understanding of the theory and practice of the state budget investment. This is a difficult 

task but must be done and can be done. The criteria that the author has determined and 

recommended to use to analyze the efficiency of the state budget investment in the province 

are feasible and bring practical benefits to the state management agency on development 

investment in general. and public investment in particular. The State should organize a careful 

and serious study of assessing the effectiveness of the state budget investment and organize 

vocational guidance for localities to conduct well assessing the effectiveness of the state 

budget investment in the provinces. 

REFERENCES 

National Assembly (2013), Bidding Law 2013 No. 43/2013/ QH13, November 26
th
 

2013. 

National Assembly (2014), Law on Public Investment 2014 No. 49/2014/QH13, 

dated on June 18
th
 2014. 

National Assembly (2014), 2014 Investment Law No. 67/2014/ QH13, November 

26
th
 2014. 

General Statistics Office, Yearbooks 2010, 2015, 2018, Hanoi. 

Ngo Doan Vinh (2008a), Development Investment, National Political Publishing 

House, Hanoi. 

Ngo Doan Vinh (2008b), Development: Miracles and mysteries, National Political 

Publishing House, Hanoi. 

Phu Tho Provincial Party Committee (2018), Report on current situation of socio-

economic infrastructure development of Phu Tho province for the period of 2011-2017, 

Phu Tho. 



  

 

 

900 
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Abstract: 

For the whole country as well as for the localities, people have discussed a lot about sustainable 

agricultural development, but the answer to the question of how to develop sustainable agriculture, to 

evaluate sustainable agricultural development has not been clarified. From the research results on 

sustainable agricultural development in Thanh Hoa province, the author wishes to introduce some 

important points to clarify the basic theoretical issues about sustainable agricultural development and 

further clarification of practical assessment of sustainable agricultural development in Vietnam 

conditions to provide more information for those interested in reference. 

Keywords: Consumption, efficiency, production, sustainable agricultural development. 

 

1. Introduction 

Nowadays in Vietnam, people mention a lot about sustainable agricultural 

development from one place to another. They make judgments about agricultural 

development, which is unsustainable, but don‘t prove by specific data; thereby reducing 

the persuasion. Want to know whether agriculture is sustainable or not, it is necessary to 

conduct an assessment. In order to know whether the agriculture is sustainable, it is 

necessary to have a assessment criteria. Therefore, to have a clear understanding of 

sustainable agricultural development as well as an understanding of the content, methods 

and criteria for evaluating sustainable agricultural development. This article will clarify 

the nature, content and indicators of sustainable agricultural development for application 

to Vietnamese conditions. 

2. Some theoretical issues about developing and evaluating sustainable 

agricultural development 

2.1. Content and nature of sustainable agricultural development 

The author agrees with the view of scholar Ngo Doan Vinh that efficiency and 

sustainability are two attributes that show the nature of development for an economic 

system. The development efficiency and sustainability of the economic system are 
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expressed in three aspects: economy, society and environment. Accordingly, both the 

national economy as well as agricultural production only develops effectively when they 

are placed in friendly relations with the environment, little or no impact from climate 

change and the market that is sustainable development. That is to say, efficiency 

determines sustainability when it takes into account the requirements for environmental 

protection. For agricultural production, when agriculture is developed effectively and 

environmentally friendly, agriculture will have sustainable development. In contrast, when 

agricultural development is not effective or effective but does not take into account the 

need for environmental protection, agricultural development cannot be sustainable. In 

order to be easy to follow, the author expressed the sustainable agricultural development 

and the components of sustainable agricultural development in the Figure 1. 

Figure 1: Diagram of sustainable agricultural development 

 

Source: Author 

Sustainable development contains two key elements: i) The efficiency of agricultural 

development has increased in a relatively stable without decreasing (referring to 

"stability"); and ii) The efficiency of agricultural development increases in the long run 

(meaning "longevity"). 

The sustainable development of agriculture in the context of climate change is the 

development of agriculture with the ability to adapt quickly and effectively develop in the 

context of climate change. Natural disasters due to climate change are timely responded 

to, minimizing harms to allowable levels for agricultural development. More specifically, 

agriculture is developed in the context of reduced natural disasters and good response. 

Sustainable agricultural development in the context of climate change, the production and 

consumption of agricultural products as well as the agricultural, animal husbandry, and 

Sustainable 

agricultural 

development 

Development efficiency 

of agricultural product  

Agricultural 

product 

competition 

Sustainable 

agricultural 

production 

Sustainable 

agricultural 

consumption 

Environmental 

sustainable 

requirement 



  

 

 

902 

agricultural services must have a positive, stable and harmonious growth on the basis of 

using modern technology. More generally, agriculture has a sustainable development in 

the context of climate change, in which agriculture effectively adapts to climate change. 

2.2. Assessment of sustainable agricultural development 

So far, the author has seen few research projects that address the systematic and full 

assessment of sustainable agricultural development. There is a study on the issue of 

evaluating production efficiency for crop products or livestock products
65

. Pham Thi My 

Dung
66

, scholar in the book "Analysis of agricultural economy" also mentioned assessing 

the production efficiency for crops and the effectiveness of livestock but not the overall 

study of efficiency for agricultural production in associating with sustainable development 

requirements. Scholar Ngo Doan Vinh mentioned sustainable development, including 

mentioning sustainable agricultural development but did not mention the assessment of 

sustainable agricultural development and has not yet given the evaluation criteria
67

. The 

author argues that the assessment of sustainable agricultural development is to see how 

effective and how sustainable it is for agricultural development and agriculture itself 

contributes to sustainable development of the economy. Therefore, proposing some 

solutions to improve the efficiency and sustainable development of agricultural production 

in a scientific way.  

2.2.1. Content and requirements for evaluating sustainable agricultural development 

Required analysis and evaluation of sustainable agricultural development in two key 

aspects: 

a) Sustainable analysis of economy, society and environment 

b) Sustainable analysis of agricultural production and consumption 

These two aspects are closely related. If there is economically, socially and 

environmentally sustainable, it will surely have sustainable production and consumption 

of agricultural products and vice versa. But to easily identify aspects of sustainable 

agricultural development, it should be analyzed according to specific quantitative criteria. 

2.2.2. Criteria for evaluating sustainable agricultural development 

On the basis of inheriting the research results of the scholars, complying with the 

principle of generalization and systematization and based on the requirements of 
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evaluation, the author determines the criteria used for analysis and evaluation of 

sustainable development of agricultural production under Vietnamese conditions. 

Theoretically, as mentioned above, it is necessary to analyze sustainable agricultural 

development in different aspects to comprehensively and comprehensively identify 

aspects according to sustainable requirements. In order to systematically identify 

sustainable aspects of agricultural development, the author analyzes the sustainability in 

term of the economic, social and environmental aspects as well as the sustainability of 

agricultural production and consumption. In the process of analysis and evaluation, the 

following basic criteria should be used: 

2.2.2.1. Indicators for increasing purposes (5 indicators) 

These are indicators that always has an increased requirement for agricultural 

production, specifically: 

Growth rate of agricultural production value or value added (Tn) 

This indicator is calculated according to the expression: 

Tn √
   

   

 
          (1) 

Of which: - Sli: Agricultural production value or added value of year i 

                 - Slo: Agricultural production value or added value of year o (original year 

or year of comparison) 

                 - n: number of years of calculation (n = i - 0; in which; i: year i and 0: 

original year of comparison or original year of calculation). Eg: i is the year of 2018 and 0 

is 2010, n equals 8 years; it means: taking 2018-2010 to determine the number of years). 

The higher the Tn and the more stable the increase is good and vice versa. However, 

Tn must be within in the acceptable threshold without increasing at any rate. Therefore, the 

agriculture can develop sustainably. 

Agricultural labor productivity (Nl) 

This indicator is calculated by the expression: 

Nl = Sn : Ln     (2) 

Of which: 

- Sn: Total value of agricultural output (or agricultural value added) 

- Ln: Agricultural labor 
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Labor productivity in general and agricultural labor productivity in particular is an 

important indicator reflecting labor productivity (time use efficiency and labor use 

efficiency). Higher agricultural productivity also means greater agricultural 

competitiveness and thus agricultural development can be sustainable. 

Productivity of agricultural land (NĎ) 

This indicator is calculated by the expression: 

NĎ = SN : ĐN                                (3) 

Of which: + SN: as noted in formula (2) 

                 + ĐN: Area of agricultural land 

The greater the productivity of agricultural land, the more productive and effective 

agricultural production can be achieved. 

The rate of added value in total agricultural production value (T2).  

This indicator is calculated by the expression: 

T2 = (G : SN ) x 100       (%)                      (4) 

Of which: G: Agricultural added value 

                  SN: Total value of agricultural output 

This is one of the indicators of effective and sustainable reflection on agricultural 

production. The greater T2, the better result is and vice versa. 

Rate of agricultural products (Th) 

This indicator is calculated by the expression: 

Th = [(Sh1 + Sh2 + …. + Shn) : SN] x 100 (%)                    (5) 

+ Sh1, Sh2,…. Shn: The value of output of agricultural products No. 1,2, ... n (The sum 

of Sh is the total output value of all agricultural products of a province). 

+ SN: Total production value/ total agricultural value added 

On the other hand, the ratio of general agricultural products of the province is 

calculated by the total commodity rate of all commodity agricultural products of the 

province. The ratio of goods of an agricultural product is calculated by the following 

expression: 

Thi = (Shi : SN) x 100 (%)                (6) 

Of which: + Thi: Rate of agricultural products No. i 
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 + Shi: Output value (or added value) of the commodity agricultural product No. i of 

the province. 

 + SN: Total production value/ Total output value (or added value) of the entire 

agricultural sector of a province. 

The higher the ratio of agricultural products is, the greater the competitiveness of 

agricultural products is. The greater competitiveness is, the higher the efficiency of 

agricultural development is. Ultimately, agricultural development is highly sustainable 

and vice versa. Currently, there are no statistics for this target in Vietnam. In order to 

calculate and analyze according to this criterion, it is necessary to conduct additional 

investigation on agricultural commodity products. For agriculture, production growth, 

labor productivity, land productivity, value-added rate in production value ... all have a 

limited increase or in other words, a threshold increase without increasing in subjective 

expect. 

2.2.2.2. Indicators for reducing purposes (3 indicators) 

Damage rate due to natural disasters (Tt) 

This indicator is calculated by the expression: 

Tt = (Gt : SN) x 100   (%)      (6) 

Of which: 

Gt: Total value of losses caused by natural disasters of the agricultural sector 

SN Total value of agricultural output or total value of agricultural production 

The smaller and more quickly decreases Tt, the better result is and vice versa. If this 

indicator is not investigated annually, it is difficult to calculate. Therefore, it is necessary 

to have annual statistics on natural disaster damage to agricultural production. 

Rate of poor farmers (Tn) 

Tn = (Hn : Hnd) x 100(%)                (7) 

Of which: 

+ Hn: Number of poor farmers 

+ Hnd: Total number of farmer households 

The lower the percentage of poor farmers is, the better conditions to ensure 

sustainable agricultural development not only socially but also in terms of creating the 

necessary stability for economic development. 
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Rate of agricultural products in stock (Tk) 

This indicator is calculated by the expression: 

TK = (SK : SN ) x 100    (%)               (8) 

Of which: + SK: Inventory value of agricultural products 

                + SN: Total agricultural output (or total agricultural value added). 

The larger the ratio of agricultural products is, the worse result is and vice versa. 

2.2.2.3. Additional indicators (6 indicators) 

Analyzing this group of indicators is to find the cause of the situation being studied. 

The indicators contribute to answering an important question: Where is the effective and 

sustainable status of agricultural development? What is the main cause of such 

agricultural development? 

While analyzing this set of indicators, it is important to note that it depends on the 

data to determine the number and types of indicators to be analyzed. 

Structure of agricultural production  

The proportion of cultivation, husbandry and agricultural services in the total 

agricultural output. The structure of agricultural production reflects the decisive and 

sustainable development of agricultural development. Modern production structure will 

ensure the certainty of sustainable agricultural development. 

Proportion of key agricultural products in the total value of agricultural production 

The proportion of key agricultural products in the total agricultural output. The more 

key products and the larger the proportion of the total value of agricultural output is, the 

better result is and vice versa. 

Proportion of high-tech products in the total value of agricultural output 

The proportion of high-tech agricultural products in total agricultural output. The 

share of high-tech agricultural products in the total value of agricultural production 

reflects the modernity of the agricultural production structure that modernization of the 

structure determines effective for agricultural development. 

Investment structure for agricultural development 

The proportion of investment in the sub-sectors of cultivation, livestock, agricultural 

services and construction of agricultural infrastructure in the total investment capital for 

agricultural development. Investment structure will lead to the formation and development 
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of agricultural production structure. In other words, the structure of agricultural 

production is basically a consequence of the structure of agricultural development 

investment. The rational structure of agricultural investment will create a progressive and 

effective agricultural production structure and vice versa. 

Labor structure of the agricultural sector 

The proportion of labor of the agricultural sub-sectors. The structure of agricultural 

labor depends on the structure of agricultural production and the structure of agricultural 

development investment. The more progressive labor structure is, the more favorable and 

sustainable conditions for agricultural development are. 

Rate of trained agricultural workers 

The proportion of trained workers in the total agricultural labor force. The 

proportion of trained workers (especially well-educated and high-quality workers) will 

determine the structure of agricultural production and determine agricultural labor 

productivity through ceaseless innovation in modern agricultural production.  

The three groups of indicators mentioned above are closely related. Studying the 

first two groups (sustainable development for agriculture) is to see how much 

sustainability is achieved for agriculture, analyzing the last one is to know the reason why 

the agricultural development has achieved such efficiency and sustainability. 

3. Applying the above indicators to assess sustainable agricultural development in 

Thanh Hoa province 

Based on the identified indicators, the author conducted a review of sustainable 

agricultural development in Thanh Hoa province, the results show that the indicator 

system is relatively feasible and useful. From the applicable results, in general, Thanh Hoa 

agriculture has developed but the efficiency is low and not sustainable. This is reflected in 

the following key aspects: 

3.1. Assess sustainable agricultural development in terms of economic and social 

aspects 

3.1.1. Economic sustainability 

Agricultural growth rate is low 

 The growth rate of production value and added value is low. The intermediate cost 

accounts for a large proportion of the total production value, so the proportion of added 
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value in the total value of production is low and therefore the efficiency of agricultural 

production is still at a relatively low level and has a not much change. 

Table 1: Some indicators of agricultural production growth in Thanh Hoa province 

Indicators Unit 2010 2015 2018 

anually average 

increase, % 

11-15 16-18 

1. Agricultural production value, 

price 2010 

Billion 

VND 

9795 11347 12335 2.8 3.2 

2. Agricultural value added 

(VAT), price 2010 

Billion 

VND 

4309 4935 6122 3.2 3.1 

% compared to agricultural 

production value 

% 43.9 43.5 43.4   

3. Value of agricultural products Billion 

VND 

1420 1736 1961 4.2 4.1 

% compared to agricultural 

production value 

% 14.5 15.3 15.9   

Source: Thanh Hoa statistics. 

The proportion of VAT in total production value is low and tends to decrease 

Value added compared to the total value of agricultural production decreased 

from 43.5% to 43.4%. The rate of VAT increase also decreased from about 3.2%/ year 

to 3.1%/ year. 

Agricultural labor productivity is low and slowly increase 

The growth rate of agricultural labor productivity in the period of 2015-2018 

decreased compared to the period of 2010-2015 (only increasing by 3.2%/ year compared 

to about 4.5%/ year). 

Agricultural land productivity 

Although there is an increase in absolute numbers. From about 44.6 million VND to 

about 45.1 million VND (price 2010), but the rate of increase is reduced, from about 

3.1%/ year in the period of 2011-2015 to about 1.7%/ year in the period of 2015-2018. 
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Table 2: Agricultural labor productivity in Thanh Hoa province 

Indicators Unit 2010 2015 2018 

anually average 

increase, % 

10-15 11-17 

1. Agricultural labor 1000 

persons 

1211 1120 1112 -1.55 -0.2 

2. Agricultural labor productivity 

according to agricultural value, 2010 

price 

 

Million 

VND 

 

21.8 

 

28.1 

 

30.5 

 

3.5 

 

3.1 

3. Agricultural land productivity, 

price 2010 

1 million 

per hecta 

38.2 44.6 45.1 3.1 1.7 

Source: Thanh Hoa statistics. 

Rate of commodity agricultural products 

In general, until 2018, the rate of agricultural products of Thanh Hoa is low (only 

about 15%) and hardly increases; it is also a contributing factor to making farmers' 

incomes low and limited. 

Table 3: Rate of commodity agricultural products in Thanh Hoa province 

Indicators Unit 2010 2015 2018 

anually average 

increase, % 

10-15 11-18 

1. Value added agriculture, price 

2010 

Billion 

VND 

4309 4935 5501 2.8 3.6 

% compared to agricultural 

production value 

% 43.9 43.5 44.6 - - 

2. Value of agricultural products 

Ratio 

Billion 

VND 

1420 1736 1961 4.2 4.1 

% compared with agricultural 

production value 

% 14.5 15.3 15.3 - - 

Source: Thanh Hoa statistics. 

Under the agricultural restructuring scheme of Thanh Hoa province, the profit per 

hectare of cultivated land was still modest. Rubber trees are the trees with the highest 

revenue, about 40.7 million VND/ha/year on average; however, large investment costs, 

long investment periods, and current consumption markets were in trouble. Vegetables of 

all kinds had an average turnover of about 29.7 million VND/ha, 1.5 times higher than 

rice but still belong to low production efficiency. If sugarcane yields 65 tons/ ha, 
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sugarcane growers can only earn equal revenue with rice cultivation. The current 

productivity of sugarcane in the province is low compared to Nghe An and the whole 

country, so investing in intensive cultivation to improve productivity and increase sugar 

content of sugarcane is an important task in the coming time. Corn and soybeans have a 

turnover of about 12 million VND/ha. For animal husbandry, the turnover of raising 

buffaloes and buffaloes is about VND 14 million/animal, which is effective but few; 

raising beef cattle 11 million VND/animal; revenue from foreign sow raising 3.6 million 

VND/head; turnover of raising chickens 3.8 million VND/50 breeding chickens. 

Value-added proportion of total agricultural production value 

According to statistics of Thanh Hoa province, this index was about 43-44% and tended 

to not increase in the period of 2015-2018. According to the author, this index may be 

disturbed by some factors such as the value of the land, the money spent on irrigation water 

was not properly calculated; at the same time, the pollution of soil environment due to 

chemical fertilizer and pesticide use had not been calculated into the cost of agricultural 

production. If these costs were calculated, the price of agricultural products of Thanh Hoa 

province would be higher and the total value added would be much lower. Then the 

proportion of value added in the total value of agricultural production would also be lower. 

Due to the lack of statistical data, the author couldnot calculate the indicators of the 

ratio of agricultural product inventory in Thanh Hoa province. 

3.1.2. For social sustainability 

Although the living standards of farmers' communities have improved, they are still 

at low levels. Agricultural labor has basically of low quality, mainly manual labor and 

habitual practice is still major. A large number of farmers are struggling in their life. 

Table 4: Some indicators of social efficiency and sustainability of Thanh Hoa agriculture 

Indicators Unit 2010 2015 2018 

anually 

average  

increase, % 

10-15 11-18 

1. Agricultural population 1000 persons 2552 2571 2587 0.15 0.22 

2. Value added agriculture demographic of 

agriculture 

Million VND 2.8 4.2 4.8 2.95 2.96 

3. Poor households 1000 

households 

104.6 52.0 43.9 -13.0 -5.5 

% of total farmer households % 16.4 8.1 6.8 - - 

Source: Thanh Hoa statistics. 
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Proportion of poor farmers 

In the period of 2011-2018, the percentage of poor households decreased relatively 

well (from 16.4% to about 6.7%) but the actual income of farmers through only The 

average value of agricultural value added per capita has not increased much, averaging 

only about 2.9%/ year. 

Agricultural value-added per capita 

If compared to the average level of GDP per capita of the whole province, the 

average agricultural added value per farmer of Thanh Hoa is only about 43-44% of the 

provincial average. In general, the development efficiency of agricultural production in 

Thanh Hoa province is relatively low, precarious and unsustainable. This is clearly shown 

in Table 5. 

Table 5: Some indicators of sustainable agricultural development in Thanh Hoa 

province 

Indicators Unit 2010 2015 2018 

1. The growth rate of agricultural value added* % 3.3 3.2 3.4 

2. Agricultural value in the total agricultural production value % 43.9 43.5 44.6 

3. Value added agriculture/person, price 2010 Million VND 10.7 14.1 15.2 

4. Agricultural labor productivity **, price 2010 Million VND 18.1 27.1 29.0 

5. Production value/ha of agricultural land; price 2010 Million VND 26.2 33.4 35.5 

6. Production value/ha of cultivated land, price 2010 Million VND 59.6 69.1 74.3 

7. Rate of commodity agricultural products % 9.4 10.9 16.8 

Source: The author calculated according to the statistics of the province. 

Note: * Calculated for the 5-year period 2011-2015 and 2016-2017. 

       ** Calculated to value added agriculture. 

3.2. Sustainable assessment of agricultural development in terms of agricultural 

production and consumption 

In this aspect, the assessment of sustainable agricultural development is only at a 

general level for systematic. The evaluation also shows that the picture is quite interesting. 

3.2.1. Evaluate sustainable agricultural development in terms of agricultural production 

Production has developed but basically not sustainable. About more than 20,000 

hectares of salted rice have reduced the area of rice cultivation and decreased by 40-50 

thousand tons of paddy rice as well as making about 5-600 thousand agricultural workers 

affected due to the changing jobs when the land is saline but there is no new job. For the 

two thousand hectares mentioned above, it is possible to grow rice in the rainy season, but 
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it also only yields low productivity (only about 2.5-3 tons/ha). Productivity, quality, 

competitiveness of many products are still low; the proportion of products with good 

quality and export brand is still low. Production has been basically small so far (household 

production scale is major), the productivity method is backward, there is no close link 

among the steps of production - storage - processing – product consumption. 

3.2.2. Evaluate sustainable agricultural development in terms of consumption of 

agricultural products 

Due to the low quality of agricultural products, the trend of importing agricultural 

products from outside the province is still high and it is very difficult to compete for many 

agricultural products produced in the province with agricultural products outside the 

province. At the same time, because agricultural production has not developed strongly 

and effectively, many agricultural products have not met the consumption demand of the 

people in the province. 

In general, the level of agricultural production per capita is below the level of safety 

and security. In addition to food, cow's milk and meat of all types, which are ensured by 

local production, the rest of Thanh Hoa province is dependent on the outside to meet the 

demand for agricultural products (especially agricultural products for tourists). 

3.3. The main causes of the limitations and weaknesses in agricultural development 

in Thanh Hoa province 

In the author‘s view, the causes of limitations and weaknesses in agricultural 

development of Thanh Hoa province as analyzed above are: 

- Many theoretical issues about sustainable agricultural development have not been 

clarified. Thanh Hoa government does not have a clear agricultural development plan with 

a sufficient vision in the context of globalization and the fourth industrial revolution and 

does not take into account the impact of climate change. At the same time, the provincial 

and district authorities lack appropriate solutions to encourage enterprises to invest in 

agricultural development using high technology, creating a large volume of agricultural 

commodities. Credit policy for farmers is not convenient, the policy of land accumulation 

is not enough, so it does not create necessary premises for developing large-scale and 

concentrated agriculture. Thanh Hoa government has not had enough plans and solutions 

to develop agricultural value chains, agro-industrial complexes, develop agricultural 

product floors as well as not yet timely guide the construction of geographical indications, 

traceability and agricultural product brand of the province. 
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- The provincial and district authorities have not yet instructed the people in the 

production of goods and organized agricultural production in modern methods and there 

are no policies and proper support for people in branding, conduct geographical 

indications and traceability in association with developing clean agriculture, ensuring food 

safety. The removal of difficulties in the process of land accumulation for agricultural 

production of large-scale goods and high-tech applications is still slow. 

- Farmers lack information (especially information on markets, prices, agricultural 

technology ...), lack of capital, lack of experience to develop production and business with 

large scale and technology application advanced. At the same time, they also lack the 

initiative to participate in globalization or participate in agricultural value chains taking 

into account Hanoi market, tourists (both international tourists and domestic tourists from 

other provinces) and export. 

4. Some solutions 

4.1. Basing on the theoretical and practical basis 

It is impossible to develop agriculture sustainably without proper and adequate 

understanding of sustainable agricultural development. In order to develop sustainable 

agriculture, it should be based on theoretical and practical basis. Assessing sustainable 

agricultural development is necessary and fully feasible. The value of assessing 

agricultural development from a sustainable point of view is very large, creating a more 

scientific basis for planning guidelines and policies and proposing solutions for 

agricultural development in the direction of obtaining the more sustainable. The set of 

indicators used to assess sustainable agricultural development determined by the author is 

relatively appropriate, feasible and practical for locality. 

4.2. Innovating the development orientation and improving the production structure 

towards modernization 

Through trial application in Thanh Hoa province, agricultural production in this 

province has a low level of sustainability, it can be said to be relatively low. In order for 

Thanh Hoa's agricultural production to be more effective and sustainable, especially in the 

context of climate change and sea level rise, it is necessary to innovate the development 

orientation and improve the production structure towards modernization, more 

environmentally friendly and organizing agricultural production in more modern methods. 
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A STUDY ON THE CONTRIBUTION OF TFP TO ECONOMIC 

GROWTH OF THANH HOA PROVINCE 
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Abstract: 

This study assesses the impact of capital, labor, and total factor Product growth rate (TFP) 

on economic growth in Thanh Hoa province through growth accounting method. The results 

reveals that the most important contribution to economic growth of Thanh Hoa in the period of 

2011-2018 is the physical capital (K) with 72.85%, the labor contribution of 6.49%, the TFP for  

20.66%. 

Keywords: Capital, economic growth, labor, production function, TFP.   

 

1. Introduction  

Economic growth is a concept used in many economists' models such as Smith 

(1776), Ricardo (1817), Harrod (1939), Domar (1946), Solow (1956), Romer (1986) and 

Mankiw  et al. (1992). The production process is the process of combining inputs to create 

output in order to meet social needs. Each increase in factor of production can cause 

increases in output. Neoclassical economic theories and new growth theories both recognize 

that, from the point of view of the inputs, the main economic factors that are directly 

involved in the growth process are capital, labor and total factor productivity (TFP). 

Much literature in the Vietnam and all over the world have also introduced the 

concepts of total factor productivity (TFP), the method of calculating the growth rate of 

TFP in many different approaches. Total factor productivity (TFP) is understood as the 

sum of the remaining factors that contribute to economic growth after omitting capital and 

labor factors. The impact of these general factors depends on the application of modern 

scientific, technological and managerial advances in production and business. 

Productivity is understood as the level of increase in output compared to the quantity 

of inputs involved in production and becomes an effective measure. Manufacturing is the 

process of combining physical inputs (raw materials, fuels, labor, etc.) with non-material 

inputs (know-how, production processes, etc.) to create products that meet consumer‘s 

demand. Scientists have measured the productivity of each factor involved in production 
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such as labor, capital, and other factors involved in production, which is collectively 

termed as the total factors. Thus, in order to promote economic growth, it is necessary to 

increase the productivity of the factors involved in production in which the increase in 

productivity of non-capital and labor factors is the total factor productivity (TFP) plays the 

major role. 

The paper studies the contribution of productivity growth rate of TFP to economic 

growth of Thanh Hoa province. This is an important basis to identify the economic growth 

model of Thanh Hoa province and proposes solutions to increase TFP‘s contribution to 

promote economic growth in Thanh Hoa province in a sustainable and effective way. 

2. Theoretical basis and research methodology 

2.1. Rationale for economic growth factors 

Economic growth is an increase in the income of an economy over a period of time, 

usually a year. Economic growth is a concept mentioned in economists' models such as 

Smith (1776), Ricardo (1817), Harrod (1939), Domar (1946), Solow (1956), Romer 

(1986) and Mankiw et al. (1992). The production process is the process of combining 

inputs to create outputs to meet social needs. Each increase in factor of production 

increases output. Neoclassical economic theories and new growth theories both recognize 

that, from the point of view of the inputs, the main economic factors that are directly 

involved in the growth process are capital, labor and total factor productivity (TFP). Total 

factor productivity (TFP) is a factor that has greatly influenced economic growth which 

has been of great interest of researchers recently. TFP "reflects the contribution of 

intangible factors such as knowledge, experience, labor skills, economic restructuring or 

goods and services, the quality of capital but mainly the quality of equipment, technology, 

management skills…‖(Vietnam Productivity Center, 2009). 

TFP has critical implications for the growth process of each market actor. So, people 

are interested in measuring TFP. The intangible factors participate in the production 

process together with labor and capital factors, so the indicators for calculating TFP are 

related to many other factors. Thus, the measurement of TFP is often associated with the 

certain conditions or accompanying assumptions. Therefore, depending on the statistical 

system, each country or locality uses different methods to analyze TFP. 

Tran (2005) stated that "the rest (production results increases after excluding the 

contribution due to the additional investment in labor, capital and resources... ) is a general 

effect that cannot be explained by an increase in production factors and is considered as a 
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result of performance-related factors. In this method of calculating growth, this residual is 

called the total factor productivity (TFP) "(Information Center, 2010). 

In the work of Vietnam Productivity Center "Vietnam Productivity Indicator 

Research Report 2006-2007", TFP "reflects the contribution of intangible factors such as 

knowledge-experience-labor skills, restructuring the economy or goods-services, the 

quality of capital but mainly the quality of technology equipment, management skills ... Its 

impact is not as direct as part productivity but must be through the transformation of 

tangible factors, especially labor and capital". In other words, TFP reflects the 

effectiveness of the resources used in production, reflects the efficiency of technological 

advancements, the skill level of workers, management skills, etc… Higher production 

results with the same input. According to many studies, all synthetic factors such as 

economic institutions, market factors, science and technology level, management 

mechanisms, natural resources, comparative advantages,... have a role to play for growth 

and development. 

Tang Van Khien defined that the TFP "to infer the same production results 

brought about by improving the efficiency of capital and labor use (tangible factors), 

thanks to the impact of intangible factors such as technological innovation, improved 

management, improved labor skills of workers, etc. (collectively referred to as general 

factors (Tang, 2005). 

The OECD uses the term "Multi factor productivity" (MFP) to refer to the relevant 

concept of TFP (OECD, 2001). "Multi-factor productivity" (MFP) involves changes in 

output by some types of inputs. MFPs are measured through a change in output that 

cannot be calculated through a change in the coordinated input. MFP shows the combined 

effectiveness of many factors including technology, production scale, management skills, 

and changes in production organization. 

In short, TFP is a reflection of production results brought about by improving the 

efficiency of capital and labor use thanks to the impact of technological innovation, 

production rationalization, management improvement, improved labor qualifications. 

Accordingly, we can divide the production result into three parts: (1) the part created by 

capital; (2) the part created by labor; and (3) the part created by the synthetic element. As 

such, it is not necessary to have production growth due to increase in labor or capital, but 

it may have greater production/output results through optimization of labor and capital, 

improvement of technological processes, improved management process. Therefore, TFP 

indicator reflects the quality of growth as well as the sustainable development of the 
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economy, which is the basis for analyzing macroeconomic efficiency, assessing the 

scientific and technological progress of each industry, each local in every country. 

2.2. TFP calculation method 

To measure and evaluate the impact of economic growth inputs of Thanh Hoa 

province, the paper uses the Solow growth model with Cobb-Douglas production function 

form: 

Y = TFP.f (Kα.Lβ) (1) 

where Y is the output; K is the input capital; L is labor; TFP is the total factor 

productivity; α is contribution ratio of K (also known as the capital-income ratio) and β = 

(1- α) is the labor contribution coefficient (also called is the share of labor‘s income). 

Taking the natural logarithms of equation (1), we have: 

LnY = LnTFP + α LnK + β LnL (1‘) 

Two-sided differentials of equation (1‘) over time, we have: 

dY/Y = dTFP/TFP + α dK/K + β dL/L 

In which, DY/Y, dK/K, dL/L and dFP/TFP correspond to the growth rates of GDP, 

capital, labor and the growth rate of total factor productivity. 

Let GY be the growth rate of GDP; GK is the growth rate of capital; GL is the 

growth rate of labor and GTFP is the growth rate of TFP, the production function (1) 

varies as follows: 

GY = GTFP + α.GK + β.GL (2) 

One of the contributions of the Solow model is that it can be used to measure the 

contribution of production factors to economic growth. The indicators GY, GL, GK are 

calculated based on the secondary data. The contribution ratio of capital (α), contribution 

ratio of labor (β) and GTFP can be determined by many different methods, of which the 

two most common methods are used to evaluate the contribution of The production 

factors on economic growth based on the Solow model as in equation (1) are the method 

of accounting accounting (growth accounting) and the growth regression method (growth 

regression). According to Central Institute for Economic Management (2010), each 

method is applied appropriately depending on the conditions of each country and the 

available statistical system is different. The growth accounting method can determine the 

coefficient of capital contribution, labor contribution ratio and GTFP for each year and the 

data are not necessarily consecutive for many years. Growth regression methods need to 
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use data with sufficiently long and continuous time series to regression models to have 

reliable results. 

In addition, the contribution ratios of capital and labor calculated by the growth 

regression method will be applied to the whole period even though the annual economic 

situation of that period has changed a lot. To calculate the contribution of capital (α), labor 

contribution ratio (β) and GTFP to Thai Nguyen province, provided that the data are 

accessible, this study uses growth accounting) developed by Solow (1957). 

Due to the accounting characteristics of our country, the statistical data obtained 

from the report of salaries and income of employees usually does not include all of its 

components because there are some items such as insurance premium, social and health 

insurance, workers‘ luncheon, clothes, etc. have not been directly accounted for in 

workers' incomes and salaries. Therefore, to calculate the correct coefficient, it is 

necessary to supplement the salary and income the health insurance, social insurance, and 

lunch. Therefore, if the employee's income data is used to calculate β, the coefficient β 

will be narrowed and thus the coefficient α will increase because α = 1- β. At the national 

level, the IO inter-sector balance sheet will be used. As for Thanh Hoa province, there is 

no detailed data on value added and full income, so it is necessary to base on the 

coefficient calculated for the agriculture, industry and service sectors nationwide in 2012 

to The province's GRDP structure is based on three regions and based on the average 

income and the average population of the province applied by Tang to calculate TFP for 

the cities such as Da Nang, Thua Thien Hue and Kien Giang provinces. Calculated 

coefficient β as follows: 

According to equation (2), the growth rate of TFP is calculated by the following 

formula: 

GTFP = GY - β.GL – α.GK (3) 

After calculating the growth rate of capital (GK), labor (GL) and the growth rate of 

TFP (GTFP), we can determine the contribution of capital, labor and TFP to the increase 

in GDP growth as follows: 

% contribution of TFP = GTFP/GY x 100% 

% of capital contribution =  GK/GYx 100% 

% of labor contribution = (1-) GL/GY x 100% = . GL/GY x 100% 
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2.3. Data calculation 

The province's gross domestic product (GRDP) and GRDP growth rate are taken 

from the statistical yearbook of Thanh Hoa province over the years, the 2010 constant 

price, (billion dong). The labor (L) only counts the labors aged 15 and over, who have 

been working in economic sectors of Thanh Hoa province over the years (in thousand of 

people). Labor data is taken from statistical yearbooks. 

The capital factor (K) is the actual capital stock of Thanh Hoa province, which is 

determined according to the 2010  constant price, in billion dong. The author chooses the 

method of determining the actual capital stock used in the research of Nguyen and 

Nguyen (2015), Dang and Vo (2011) and Tang (2017) apply in case of Thanh Hoa 

province. The principle of determining the value of fixed assets to the end of a certain year 

before the years of the study period by the indirect method based on construction 

investment, including construction investment, procurement capital, non-construction 

equipment and investment to repair and upgrade fixed assets (within a province or city) to 

accumulate the fixed assets of the remaining years till the end of the year n (after 

deducting depreciation or deduction of fixed assets). The formula is as follows: 

 ( 0,5)n i iK V V n i     

Of which: 

nK : Total value of fixed assets at the end of the year n (the year needs to be 

determined) 

iV : Construction investment of the year i 

− : Rate of depreciation or reduction of fixed assets per year; 

− 0,5n i  : Time of depreciation or reduction of fixed assets for the years i up to 

the end of the  year n in which  i = 1,2,3... n is the order of years which the fixed assets 

have not been fully depreciated up to at the end of year n (The depreciation period is 20 

years). 

Thus, to calculate the contribution of TFP to economic growth in the period of 2011-

2018, it is necessary to calculate the accumulation of assets for 20 years with the end point 

at the year of 2010. In other words, data of the accumulation of assets is collected for 1991 

onwards. Capital data is taken from the provincial statistical year book. 
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3. The current situation of TFP growth and its contribution to economic growth 

of Thanh Hoa province in the period of 2011-2018 

3.1. Economic growth in Thanh Hoa province 

Thanh Hoa is a large province in the North Central Coast and South Central Coast 

Region, ranked the fifth in terms of area and the third for population in Vietnam. In recent 

years, Thanh Hoa province has made rapid development and is one of the localities with 

high growth in the North Central and South Central Coast regions. 

Figure 1: GDP and GDP growth rate of Thanh Hoa province 

 

Source: Statistical yearbook of Thanh Hoa province over the years 2010-2015 and 

aggregates data from the report of the People's Committee (Thanh Hoa) of Thanh Hoa 

province. 

The average economic growth rate (GRDP) for 8 years from 2011 to 2018 reached 

9.2%, much higher than the period 2001-2010 and is the highest growth rate in the North 

Central Coast and South Central Coast region. It is 1.6 times higher than the national 

average. In 2018, the economy size (GRDP at constant prices) is estimated to be nearly 

1.37 times higher than in 2015; GRDP per capita is estimated at 1,990 USD, showing an 

average annual increase of 12.9%. Of the average annual growth rate of 11%, industry and 

construction made the highest contribution, about 5.38 percentage points; followed by 

service sector with 3.26 percentage points, agriculture, forestry and fishery industry by 

0.41 percentage points, and product tax by 1.95 percentage points. 
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Table 1: Contribution to growth of industries, taxes on GRDP in Thanh Hoa province 

 
Agriculture 

Industry and 

construction 

Service

s 
Tax Total 

2011 5.2 42.3 43.4 9.1 100.0 

2012 7.1 56.5 31.9 4.5 100.0 

2013 5.7 58.9 32.8 2.7 100.0 

2014 6.2 63.8 15.8 14.2 100.0 

2015 5.2 57.1 27.2 10.5 100.0 

2016 4.9 55.3 39.2 0.6 100.0 

2017 4.1 57.0 44.3 -5.3 100.0 

2018 2.8 50.7 16.8 29.7 100.0 

2011-2018 5.1 55.2 31.4 8.2 100.0 

Source: Calculated from Thanh Hoa statistical yearbook 2018. 

In the period of 2011-2018, industry still accounted for 55.2% of economic 

growth in Thanh Hoa province, followed by services with 31.4%, 8.2% for and 

agriculture at 5.1%. 

3.2. Calculation of the contribution of capital, labor and TFP to economic growth in 

Thanh Hoa province in the period of 2011-2018 

To calculate the coefficient β, it is necessary to take into account the income of the 

employee. In theory, the coefficient β is calculated as follows: 

β = Employee‘s Income/value added 

Due to the accounting characteristics of our country, the statistical data obtained 

from the report of salaries and income of employees usually does not include all of its 

components because there are some items such as social insurance premiums, health 

insurance, workers' luncheon, clothes, etc… Therefore, to get the correct coefficient, it is 

necessary to supplement the salary and income of health insurance, social insurance, and 

lunch into the income of employees. Accordingly, if the employee's income data is used to 

calculate β, the coefficient β will be narrowed and thus the coefficient α will increase 

because α = 1- β. 

At the national level, the IO inter-sector balance sheet will be used. As for Thanh 

Hoa province, there is no detailed data on value added and full income, so it is necessary 

to base on the coefficient calculated for the agriculture, industry and service sectors 

nationwide in 2012 to estimate the province's GRDP based on three economic sectors and 
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based on the average income and the average population of the province applied by Tang 

in calculating TFP for the city. Da Nang, Thua Thien Hue and Kien Giang provinces.  

Table 2: Calculation of coefficient β of Thanh Hoa province 

Năm β α = 1- β 

2010 0.620 0.380 

2011 0.617 0.383 

2012 0.616 0.384 

2013 0.616 0.384 

2014 0.610 0.390 

2015 0.606 0.394 

2016 0.606 0.394 

2017 0.609 0.391 

2018 0.586 0.414 

Source: Research team's calculations. 

Asset accumulation and asset accumulation rate 

The principle of determining the value of fixed assets to the end of a certain year 

before the years of the study period by the indirect method is based on construction 

investment, including capital construction, non-construction equipment capital and capital 

to repair and upgrade fixed assets (within a province or city) to accumulate the fixed 

assets of the remaining years till the end of the year n (after deducting depreciation or 

deduction of fixed assets). The formula is as follows: 

 ( 0,5)n i iK V V n i     

Of which: 

nK : Total value of fixed assets at the end of the year n (the year needs to be 

determined) 

iV : Construction investment of the year i 

− : Rate of depreciation or reduction of fixed assets per year; 

− 0,5n i  : Time of depreciation or reduction of fixed assets for the years i up to 

the end of the  year n in which  i = 1,2,3... n is the order of years which the fixed assets 

have not been fully depreciated up to at the end of year n (The depreciation period is 20 

years). 
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Table 3: Calculation of the asset accumulation growth rate of Thanh Hoa province 

Year Fixed asset 

(Million 

Dong), 2010 

constant 

price 

Annual 

decrease  

(Million 

Dong) 

Annual 

capital 

(Million 

Dong) 

Annual 

capital at the 

end of the 

year 

(Million 

Dong) 

 

Total capital 

at the end of 

the year 

(Million 

Dong) 

 

Average 

capital 

Growth 

rate of 

fixed 

asset 

% 

A 1 2 3 4 5 6 7 

2009 42600006 Million Dong (Constant price, 1994) inverted into 105648016 Million Dong, 

constant price, 2010 

2010 105648016 6338881 26381000 25589570 124898705.1 115273360.5  

2011 124898705 8118416 28098278 27185083.97 143965373.2 134432039.1 16.62 

2012 143965373 9357749 30046377 29069869.75 163677493.7 153821433.4 14.42 

2013 163677494 10639037 39490515 38207073.26 191245529.9 177461511.8 15.37 

2014 191245530 12430959 63783632 55278688.16 234093258.6 212669394.2 19.84 

2015 234093259 15216062 83322042 69037203.8 287914400.6 261003829.6 22.73 

2016 287914401 18714436 87564354 72210961.78 341410926.3 314662663.5 20.56 

2017 341410926 22191710 71953308 69614825.49 388834041.6 365122484 16.04 

2018 388834042 25274213 67167979 64985019.68 428544848.6 408689445.1 11.93 

The growth rate of TFP is calculated by the following formula: 

GTFP = g - (k*α +l* β) 

Table 4 : The growth rate of TFP of Thanh Hoa province 

Unit: % 

Year GRDP α β 
Growth rate 

of capital 

Growth 

rate of 

labor 

TFP growth 

rate 

2011 8.56 0.3831 0.617 16.62 1.68 1.20 

2012 7.17 0.3841 0.616 14.42 0.56 1.33 

2013 8.02 0.3843 0.616 15.37 1.24 1.37 

2014 8.26 0.3904 0.610 19.84 0.85 -0.03 

2015 8.39 0.3940 0.606 22.73 1.30 -1.65 

2016 9.05 0.3936 0.606 20.56 0.58 0.35 

2017 9.08 0.3908 0.609 16.04 0.49 2.33 

2018 15.16 0.4136 0.586 11.93 1.14 9.64 

2011-2015 9.21 0.3904 0.610 17.8 1.2 0.5 

2016-2018 11.10 0.3993 0.601 16.18 0.74 4.19 

2011-2018 8.56 0.3844 0.616 17.19 0.98 1.90 

Source: Research team's calculations. 
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In the period of 2011-2018, the asset accumulation growth rate of Thanh Hoa 

province was always high compared with the average growth rate of the whole period 

at 17.19%, in which the growth rate of fixed assets in the period the period 2016-2018 

was 16.18% which shown a decrease compared to the period of 2011-2015. The high 

growth rate of fixed asset is because Thanh Hoa province has been very successful in 

attracting capital in large projects of the province, especially Nghi Son economic zone, 

including Nghi Son petrochemical refinery and petrochemical complex, largest 

complex in Vietnam. 

Total mobilized capital in 2016-2018 reached VND 327,849 billion, 1.31 times 

higher than the period of 2013-2015. The investment results have contributed to 

improving production and business capacity and quality of socio-economic infrastructure 

of the province. With the high capital growth rate especially in 2013-2015, while the 

GRDP growth rate did not increase synchronously, this could be explained by the latency 

of investment capital, especially investment in large projects. The high capital growth rate 

has surpassed the growth rate of TFP in 2014 and 2015. Both these years, the growth rate 

of TFP is negative. 

According to the calculation results, the growth rate of TFP of Thanh Hoa province 

in the period of 2011-2015 is 0.5%, 1.9% in the period of 2011-2018 and 4.19% in the 

period of 2016-2018. The high growth rate of TFP in the 2016-2018 period was due to: i) 

GRDP growth rate of the province in the 2016-2018 period was high at 11.1%; ii) Policies 

to promote growth model transformation and economic restructuring of Thanh Hoa 

province in the period of 2011-2015 and 2016-2018; iii) Innovative and scientific and 

technological innovation policies that have been implemented in the recent period have 

promoted the improvement of labor productivity and capital productivity. 

Calculation of the proportion of TFP's contribution to economic growth in Thanh 

Hoa province 

The formula for calculating the proportion of TFP to GDP growth is as follows: 

Contribution of TFP = (İTFP / İY) x 100% 

Where: 

İTFP: growth rate of TFP 

İY: GDRP growth rate 
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Table 5: Contribution of capital, Labor and TFP to GDP growth of Thanh Hoa province 

Year GRDP  

growth  

rate (%) 

Contribution  

of capital 

Contribution  

of labor 

Contribution  

of TFP 

Percentage  

point 

Share Percentage  

point 

Share Percentage  

point 

Share 

2011 8.56 6.37 74.41 0.99 11.53 1.20 14.06 

2012 7.17 5.54 77.22 0.31 4.29 1.33 18.49 

2013 8.02 5.91 73.68 0.74 9.22 1.37 17.10 

2014 8.26 7.75 93.75 0.55 6.64 -0.03 -0.39 

2015 8.39 8.95 106.66 1.09 12.99 -1.65 -19.66 

2016 9.05 8.09 89.43 0.61 6.70 0.35 3.86 

2017 9.08 6.27 69.01 0.49 5.37 2.33 25.63 

2018 15.16 4.93 32.55 0.59 3.87 9.64 63.58 

2011-2015 8.08 6.84 84.65 0.67 9.14 0.5 6.2 

2011-2018 9.21 6.71 72.85 0.67 6.49 1.9 20.66 

2016-2018 11.10 6.46 58.21 0.63 3.99 4.19 37.80 

Source: the author's calculations. 

Labor growth rate of Thanh Hoa province is not high but showing a stable state 

among years. Thanh Hoa's working-age population will increase over the years by an 

average of 0.98% over the 2011-2018 period, which will increase savings and increase 

contribution to social security funds, thereby affecting positively to economic growth. 

However, labor contributes only 0.64 percentage points to GRDP, equivalent to 3.99% of 

economic growth of Thanh Hoa province. Besides the contribution of capital and labor in 

GRDP growth, TFP also has a positive contribution to GDP. In the 2016-2018 period, 

TFP's contribution to the province's growth was 4.19 percentage points, which is 

equivalent to 37.8% for the share of TFP in GRDP growth (Table 5). 

However, during the period of 2011-2015, while capital, especially FDI, was 

strongly invested in Thanh Hoa province and contributed greatly to GRDP growth of 

Thanh Hoa province, TFP's contribution to economic growth of Thanh Hoa province is 

quite low at only 0.5 percentage points, equivalent to the share of 6.2% in growth rate. 

Especially, the negative growth rate of TFP in 2014 and 2015 was due to the very high 

amount of investment capital in 2014 and 2015, growing at over 20%. High investment in 

this period is due to the projects implemented in Nghi Son economic zone. Investment 

capital in this period has been used only for site clearance and construction of facilities in 

order to create a premise for the production of goods and services. It can be seen that the 

level of investment capital has had a positive impact in the period of 2016-2018, when the 



  

 

 

927 

proportion of TFP's contribution to economic growth increased sharply, about 41.8%. The 

growth of TFP during this period was a result of the increase in social labor productivity 

of Thanh Hoa province and the investment capital was transferred to production capital. 

Many big projects have been completed such as: Nghi Son petrochemical refinery, Nghi 

Son cooking oil factory, Long Son Cement (lines 1 and 2), Cam Thuy I hydropower, 

Xuan Minh hydroelectricity; Western belt road of Thanh Hoa city; Renovating and 

upgrading Ho Xuan Huong and Tran Nhan Tong streets; Coastal space project in the East 

of Ho Xuan Huong street, Sam Son; Southern Boulevard of Ma River (phase 1); 

Renovating and upgrading the national highway 217 (phase 1); Civil aviation area - Tho 

Xuan airport...Started construction of works such as: Coastal road route (connecting Sam 

Son - Quang Xuong city); The route from National Road 1A to Nghi Son Port - Nghi Son 

EZ; a number of trunk roads in Nghi Son EZ; Long Son container port; Working office 

City Party Committee - People's Council - City People's Committee Thanh Hoa; Sao Mai 

urban area, Trieu Son district; new urban areas ...  

At current prices, the social labor productivity level of Thanh Hoa province in 2018 

was 70.88 million VND/employee, an increase of nearly 10 times higher than in 2010 and 

10 times higher than in 2001; The average level of social labor productivity in the period 

of 2016-2018 in Thanh Hoa is VND 61,393 million/employee, an increase of 1.54 times 

compared to that of the period of 2011-2015. This is the result of factors that create the 

total factor productivity such as knowledge, skills of workers, changes in technology, 

management and management methods... have been transformed into production results, 

reflecting the effectiveness of the resources used in the production of goods and services. 

4. Conclusions and recommendations 

Thanh Hoa is one of the localities with high growth rates in the period of 2011-2018. 

On the basis of growth accounting methodology, the paper assessed the impact of the 

inputs such as capital, labor and total factor productivity on Thanh Hoa's economic 

growth. The research results show that the average economic growth rate of Thanh Hoa 

province in the period of 2011-2018 reaches 9.2%, of which capital is the most important 

factor contributing to economic growth with a share of 72.85%. Working labor 

contributed 9.14% to economic growth of Thanh Hoa province. TFP has an unstable 

growth rate and only contributes an average of 4.19 percentage points to GRDP growth 

for the whole period of 2011-2018. However, TFP contributed 37.8% in the period 2016-

2018. Further, the efficiency of using the province's inputs for economic growth is still 

low, reflected by the high ICOR, low contribution of total factor productivity and labor 

productivity that still need to be improved. 
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To maintain a high growth rate, Thanh Hoa needs to improve the role of TFP in 

economic growth. To do this, Thanh Hoa province needs to synchronize a number of 

solutions. Firstly, Thanh Hoa province needs to consider the direction of economic growth 

in order to not rely on investment capital and exploitation of resources, but economic 

growth based on knowledge and technology. Second, Thanh Hoa province needs to 

improve the efficiency of using investment capital through key investment in high-tech 

projects; avoid losses and waste in using investment capital and enhance inspection and 

supervision of investment activities. Thirdly, improve the quality of human resources for 

economic growth of Thanh Hoa province by improving the educational level and 

awareness of workers, increasing investment in education and training in all aspects such 

as ethical qualities, qualifications, foreign languages and information technology. In 

addition, Thanh Hoa province should resolutely improve administrative reform, improve 

the business investment environment and improve the effectiveness of the economic state 

management. 
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Abstract:  

This paper aims to evaluate the influence of VND/USD exchange rate on Vietnamese 

coffee export price (PVN) by using Cointegration test, Granger causality test, and VAR 

model. The results reveal none co-integrating equation between two variables, it means the 

fluctuation of exchange rate does not have an effect on PVN in the long run. Furthermore, 

there is one Granger causality relationship between VND/USD exchange rate and PVN in the 

short run, but not vice versa. Finally, the study suggests that the first previous period of PVN 

is the most closely related variable which has the greatest impact on the variation of PVN 

among the selected variables, meanwhile the effect of VND/USD exchange rate on it, 

contrarily, is positive and very trivial. 

Keywords: Cointegration test; Granger causality; exchange rate volatility, price 

volatility; VAR model; Vietnamese coffee. 

 

1. Introduction 

Vietnam is one of the countries exporting a lot of agricultural products, such as 

maritime products, greengrocery, cashew nut, rice, coffee and so on. Especially, 

Vietnam is the biggest exporter of Robusta coffee which is one of two main kinds of 

coffee in the World, with an export value of 3.21 billion USD (GSO, 2017). During 

the fourteen-year period 2004-2017, Vietnamese coffee export price was almost 

parallel with the World's Robusta coffee price and more stable than the price of 

Brazilian coffee price. After a long period of steadily climbing from 40 US cents/lb in 

2004 to 111 US cents/lb in 2008, Vietnamese coffee export price had a period of 
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adjustment in the three years from 2008 to early 2011 and the transaction price was 

adjusted about only 70 US cents/lb. The price peaked at 110.16 US cents/lb in May 

2011 before hitting the lowest point of 74.71 US cents/lb in April 2016. Currently, 

Vietnamese coffee export price is being traded (FOB Ho Chi Minh price) 

approximately 100 US cents/lb. Despite the fact that the fluctuation of Vietnamese 

coffee export price is more stable than that of Brazilian coffee price, it still fluctuates 

without any rules and is very difficult to predict (see Figure 1).  

Figure 1: The fluctuation of coffee prices 

 

Source: ICO, GSO of Vietnam and author‘s calculation (Unit: US cent/lb) 

At the same period time, VND/USD exchange rate increased from 15670 VND per 

USD in January 2004 to 22710 VND per USD in December 2017 and approximately 

went up by 44.93%. Because all payments of the coffee export contracts are in USD, the 

fluctuation of VND/USD exchange rate will surely have an impact on Vietnamese coffee 

export price. According to Decision No. 2730/QĐ-NHNN of State Bank of Vietnam on 

December 31, 2015, the exchange rate between VND and USD is examined by the central 

exchange rate mechanism. Based on this decision, the exchange rate will be determined 

on each day with the fluctuation level of not over +/-3 percent. Significantly, VND/USD 

exchange rate is controlled by Government, however, with the total export value of more 

than 3 billion USD each year, only a small change in exchange rate can take a big risk for 

the coffee farmers and exporting companies. A study on the influence of the fluctuation of 

exchange rate on export in general and agricultural commodity export price in particular, 

therefore, is important. 

Against this background, a profound understanding of the impact of exchange 

rate on coffee export price volatility is significant to coffee farmers, exporter-producer 

companies, and Vietnamese Government, as it helps to better characterize coffee price 
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volatility and influencing transmission mechanism of exchange rate, and then 

accurately forecast future volatilities, which are critical inputs to price volatility risk 

management. The purpose of this study is to determine the impact of exchange rate on 

agricultural commodity export price with a new subject and from a new perspective.  

The relationship between the exchange rate and the price of agricultural 

commodities has been studied by many authors, such as Chang and Su (2010), Alom et 

al. (2011), Du et al. (2011), Serra et al. (2011) and Nazlioglu et al. (2013), and so on. 

However, the main subjects of these researches are the main agricultural products, 

including corn, soybean, wheat, and so on. There are a small number of researches of 

Vietnamese scholars on coffee price volatility in general and Vietnamese coffee price 

volatility in particular, such as Nguyen and Tran (2015), Hong (2015), Hong (2016). 

The authors mainly used the multiple linear regression model and the cointegration 

test. The biggest lack of multiple linear regression model when estimating time-series 

data is spurious regression if the variables are not stationary at level (Granger and 

Newbold, 1974; Hamilton, 1994; Ferson et al. 2003; McCallum, 2010).  

Being aware of the limitations of the previous studies, we concentrate on the 

volatility transmission mechanism of the selected variable to Vietnamese coffee 

export price, detailed as the equation, level, trend and time of volatility 

transmission. To achieve these goals, this study uses time-series data from January 

2004 to December 2017 in order to test the cointegrating relationship, Granger 

causality and build VAR model to examine the effect of the selected variable on the 

export price of Vietnamese coffee.  

This paper is organized as follow: The literature is reviewed in Section 2. Study 

area and data sources are mentioned in Section 3. Research methodologies are outlined 

in Section 4. Interpretation and discussion on empirical results are present in Section 5. 

Finally, Section 6 is a brief summary of this paper. 

2. Literature review 

There is an enormous amount of literature researching about the linkages 

between time series dataset, and these papers normally use some models such as 

multiple linear regression model, VAR model, VEC model, ARCH-family and 

GARCH-family models to find the relationship among time series variables. 

Especially, a lot of researchers studied the relationship among time series price 

variables, including the relationship between futures market price and spot price, the 

World oil price and the exchange rate with agricultural commodity price. 
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The influence of factors on the fluctuation of agricultural product price in general 

and the impact of exchange rate on international trade, export and agricultural commodity 

price in particular has examined by Dornbusch (1985), Doğanlar (2002), Wang and 

Barrett (2007), Nazlioglu and Soytas (2012), Devadoss et al. (2014), and so on.  

Regarding to researching the influence of exchange rate volatility, most of the 

authors confirmed a negative effect of volatility on export or international trade in the 

short-run (Doğanlar, 2002; Serenis and Tsounis, 2012), and a positive impact in the 

long-run (Demez and Ustaoğlu, 2012; Senadza and Diaba, 2017). Service-exporting 

firms are more affected by exchange rate fluctuation than goods-exporting companies 

(Cheung and Sengupta, 2013). According to Devadoss et al. (2014), the Yuan 

devaluation clearly has an effect on the agricultural commodity trade between the 

United States and China in both short-run and long-run. When Yuan devaluates, 

China‘s import of agricultural commodities from the U.S goes down, but the U.S. 

agricultural import from China goes up. However, based on the research of Asteriou 

(Asteriou et al., 2016), in the long term, there is no relationship between the 

fluctuation of exchange rate and international trade activities. If this linkage exists, it 

will be relatively small. 

The relationship between exchange rate and export price or among exchange rate 

and other commodity‘s price has been also studied by authors over the world and in 

Vietnam as well, but the results are still mixed. The influence of own exchange rate 

can have negative effect but the impact of cross exchange-rate are positive or 

insignificant (Xie et al., 2008). According to Thuy and Thuy (2019), exchange rate 

volatility has also a negative affect on the export volume in the long run. A 

depreciation of the domestic currency affects export negatively in the short run, but 

positively in the long run, which is consistent with the J curve effect. However, when 

Hong (2015) used multiple linear regression model, cointegration test, Granger 

causality test to identify and measure the impact of some factors such as the World 

coffee price, exchange rate, and gasoline price on the export price of Vietnamese 

coffee in the period 2008-2014, the significant result of this study is that exchange rate 

and gasoline price would put a remarkably positive influence on the export price of 

Vietnamese coffee.  

Apparently, there is already a large empirical literature on the dynamic of the 

volatility transmission from exchange rate volatility on international trade, export and 

agricultural commodity export price. However, these studies usually mainly research 

the influence of exchange rate volatility, with the dependent variable including trade 
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flow or export value, but no agricultural commodity export price, and the results are 

still not united. In addition, although there is some evidence of the influence of 

exchange rate on commodity export price or coffee export price volatility, the results 

are mix and not clearly, especially in literature researching about Vietnamese coffee. 

In an effort to address the limitations about research subject and the lack of 

multiple regression model in the previous researches, this paper attempts to fill the gap 

in the literature regarding the volatility transmission between exchange rate and 

Vietnamese coffee export price. The author applies cointegration test, VAR model, 

Granger causality test to analyze the volatility spillover of the selected variable on the 

fluctuation of new research subject – Vietnamese coffee export price. In this paper, the 

hypothesis is that there is a negative significant impact between two selected variables, 

VND/USD exchange rate and Vietnamese coffee export price. It means that if 

VND/USD exchange rate increases, Vietnamese coffee export price will go down.  

3. Study area and data sources 

3.1. Study area 

Vietnam is a country of tropical lowlands, hills, and densely forested 

highlands. Within the southern portion of Vietnam is a plateau known as the Central 

Highlands (Tay Nguyen), approximately 51,800 square kilometers of rugged mountain 

peaks, extensive forests, and rich soil. Because of the great range of latitudes and elevations, 

the climate in Vietnam is remarkably diverse for a tropical country. Humidity averages 84 

percent throughout the year. Annual rainfall ranges from 1,200 to 3,000 millimeters, and 

annual temperatures vary between 5 degrees C and 37 degrees C. Besides Vietnam‘s good 

geographic and climate conditions for coffee cultivation, basaltic red soil distributing 

throughout the territory and mainly concentrated at the Central Highlands (about 1 million 

hectares) with high natural fertility and thick soil layers is also very suitable for planting 

coffee tree. Furthermore, the population of Vietnam is about 96 million people, in which the 

proportion of the labor force is 57% (approximately 55 million labors) (GSO, 2017). 

Obviously, these are the basic competitive factors to develop coffee plantation and 

production in Vietnam.  

With all of the advantages mentioned above, coffee has become one of the main 

agricultural export products in Vietnam. According to the statistics reports in 2017, 

coffee is one of the seven biggest agricultural export commodities with an export 

turnover of more than 3.2 billion USD or 1.5% of total export turnover. In addition, 

coffee becomes a major source of income for coffee growers and solves 600 thousand 
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direct jobs and millions of indirect jobs for rural labors every year (GSO, 2017). 

Therefore, when Vietnamese coffee export price fluctuates, it affects not only the 

export turnover of Vietnam but also the lives of million labors directly. 

3.2. Data sources 

This study uses monthly data for the period from January 2004 to December 

2017, including 168 observations for each variable: Vietnamese coffee export price 

converted from the reports of the Government Statistics Office of Vietnam (GSO of 

Vietnam), and VND/USD exchange rate from the International Monetary Fund (IMF). 

Vietnamese coffee export price is seasonally adjusted, all data then is converted into 

the log-log equation, and the statistics of variables are described in Table 1. 

Table 1: Descriptive statistics 

 LNPVN LNEX 

 Mean  7.392090  9.839700 

 Median  7.524987  9.848609 

 Maximum  7.795058  10.03056 

 Minimum  6.418691  9.659503 

 Std. Dev.  0.378010  0.136709 

 Skewness -1.261827 -0.117937 

 Kurtosis  3.563036  1.250604 

 Jarque-Bera  46.80088  21.81215 

 Probability  0.000000  0.000018 

 Sum  1241.871  1653.070 

 Sum Sq. Dev.  23.86283  3.121103 

 Observations  168  168 

Sources: Calculated by author‘s using Eviews 

4. Research methodologies 

4.1. Cointegration test 

In the 1980s, Engle and Granger proposed the concept of cointegration (Engle 

and Granger, 1987). If the time series (t = 1,2,...) becomes a smooth time series after d 

differences, and the sequence difference is d – 1 times, then the sequence Xt is called a 

d-ordered single integer sequence, denoted as Xt ~ I(d). If the two time series Xt to I(d), 

the linear combination aXt + bYt of Yt to I(d) is (d-b) order monotonous, aXt + bYt to 

I(d-b) (d ≥ b ≥ 0), then Xt and Yt are called (d-b) order cointegrated. For those time 

series variables that are non-stationary, if some of their linear combinations are 



  

 

 

937 

stationary, the linear combination reflects the long-term equilibrium relationship 

between the variables, that is the cointegration relationship. 

Testing cointegration is a significant step to check either existing empirically 

meaningful relationship in the model or not. If variables have different trend processes, 

they cannot stay in a fixed long-run relationship, implying that you cannot model the 

long-run, and there is usually no valid base for inference based on standard 

distributions. If cointegration is not found, it is necessary to continue working with 

variables in differences instead. The cointegration relationship among variables can be 

tested by using Johansen cointegration method (Johansen and Juselius, 1990) and 

Engle-Granger two-step cointegration method (Engle and Granger, 1987). 

4.2. Granger causality test  

The Granger causality test (Granger, 1969) assumes that all information about 

the predictions of y and x is contained in the time series of these variables. The 

inspection requires the estimation as the following regressions: 

1

1 1

q q

t i t i j t j t

i j

y x y u  

 

     (1) 

2

1 1

s s

t i t i j t j t

i j

x x y u  

 

     (2) 

Where: xt, yt, represent two variables; yt-j, xt-i denote the lag of yt, xt respectively; 

αi, βj, λi, δj denote the coefficient estimation of the lag term; i, j, q, s denote lag order; 

u1t and u2t are white noise and assumed to be irrelevant. 

Equation (1) assumes that current y is related to y itself and the past value of x, and 

equation (2) assumes similar behavior for x. For (1), the null hypothesis H0: α1 = α2 = …= 

αq=0; for (2), the null hypothesis H0= δ1 = δ2 = … = δs = 0. Values of F-statistic and P-

probability will be used to make the decision to accept or reject the null hypothesis. 

4.3. VAR model and VEC model  

Vector autoregressive model (VAR) was introduced as a technique that could be 

used by macroeconomists to characterize the joint dynamic behavior of a collection of 

variables without requiring strong restrictions of the kind needed to identify 

underlying structural parameters (Sims, 1980). It has become a prevalent method of 

time-series modeling. 

The expression of VAR model can be expressed as: 

1 1 2 2 ...t t t p t p t ty A y A y A y Bx          



  

 

 

938 

Among them, yt is k-dimensional vector of the endogenous variable vector (k = 

1,…,K), t is the number of samples, p is the order of the lagged variable, and xt is the 

d-dimensional exogenous variable vector. The (K x k)- dimensional matrix A1,..., Ap 

and (K × d) - dimensional matrix B are the coefficient matrices to be used for 

estimation. εt is a vector of k-dimensional disturbances. For the VAR model, in order 

to fully reflect the dynamic characteristics of the model, generally, p and R-squared 

must be large enough. But it is uncertain that the bigger p is, the better the model's 

freedom is. Thus, an equilibrium must be established between p and R-squared, this 

equilibrium can be determined by the AIC and SC principles.  

When the variables of a VAR are co-integrated at the same order, we use a vector 

error-correction (VEC) model. A VEC model for two variables as below:  

∆yt= A1∆yt-1 + A2∆yt-2 +-…+ AP∆yt-p + B∆xt +εt 

The Eviews 8.0 software will be used to estimate and test all the hypothesis of 

the above testing and model. 

5. Empirical results and discussion  

5.1. Unit root test 

In order to examine the effect of exchange rate on Vietnamese coffee export price, 

the author goes to test the stationary of all variables. Before the stationary test is carried 

out, it is necessary to make sure all of the variable volatility is a trend and/or an intercept 

or not. Figure 2 presents that the stationary test of variables will be conducted with 

intercept and upward trend. 

Figure 2: Fluctuation trend of variables 

 

Sources: Drawn by author‘s using Excel 
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The results of preliminary checking reveal that all of the series is considered to 

be stationary. To be more conservative, according to Schwert (Schwert, 2002) Pmax = 

13, thirteen lagged differences are used to test the stationarity of variables. The 

stationarity is tested by using the Augmented Dickey-Fuller (ADF) and Phillips Perron 

tests (PP). Table 2 describes the ADF test results and the PP test results on the level 

and the first difference. In both tests, the null hypothesis is unit root for each variable. 

Table 2: ADF and Phillips Perron tests results 

Variable (C,T,L)* ADF t – statistic PP t - statistic 1% level 5% level Conclusions 

LNPVN (1,1,13) -1.618734 -1.843602 -4.013946 -3.436957 Non-stationary 

DLNPVN (1,1,13) -11.19394 -11.19067 -4.014288 -3.437122 Stationary 

LNEX (1,1,13) -0.258259 -1.352345 -3.469933 -2.878829 Non-stationary 

DLNEX (1,1,13) -10.36336 -10.26842 -3.469933 -2.878829 Stationary 

*Note: C is constant or intercept, T is trend and L is lag selection. D represents the first-

order difference to the time series 

Sources: Calculated by author‘s using Eviews 

 

From the results of Unit root test, these variables were not stationary at the level, 

in other words, these series contained a unit root. The non-stationary series were tested 

again by taking the first difference. After the test, five logarithms of variables are 

stationary at first difference with level 1%. It means that all of the variables are 

integrated at the same order. Hence we can run cointegration test for all of the 

variables.  

5.2. Determination of Lags  

The author uses the lowest of six criteria as a primary concern. LR (Likelihood - 

Ratio), FPE (Final Prediction Error), AIC (Akaike Information Criterion), SC 

(Schwarz Information Criterion), HQ (Hannan- Quinn Information Criterion) are used 

to determine the lag length (Ng and Perron, 2001) (see Table 3). Based on the result of 

these methods (which is indicated by ―*‖ in the output), we proceed further test with 

lags (1). 
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Table 3: Determining Lag Length Upon VAR Model 

Lag LogL LR FPE AIC SC HQ 

0 -224.3925 NA 0.058085 2.829906 2.868346 2.845515 

1 173.3607 780.5907 0.000423* -2.092009* -1.976690* -2.045181* 

2 174.4393 2.089746 0.000439 -2.055491 -1.863292 -1.977446 

3 174.9897 1.052649 0.000458 -2.012371 -1.743293 -1.903108 

4 183.9066 16.83074* 0.000431 -2.073833 -1.727876 -1.933352 

5 185.8825 3.680121 0.000442 -2.048531 -1.625695 -1.876832 

6 186.2281 0.635065 0.000463 -2.002852 -1.503136 -1.799934 

7 186.3532 0.226752 0.000486 -1.954415 -1.377820 -1.720280 

8 187.6430 2.305462 0.000503 -1.920538 -1.267063 -1.655184 

Sources: Calculated by author‘s using Eviews 

5.3. Cointegration test 

Cointegration rank is estimated by using Johansen methodology. Johansen‘s 

approach derives two likelihood estimators for the CI rank: a Trace test and a 

Maximum Eigen‘s value test. The results of the cointegration test shown in Table 4 

display that there is no cointegrating equation at 0.05 level between variables. It means 

that there is no long-term relationship between two variables from 2004 to 2017. From 

this result, the paper cannot estimate VEC model change for the VAR model either.  

Table 4: Cointergration rank test 

Unrestricted Cointegration Rank Test (Trace)  

     
Hypothesized 

Eigenvalue 
Trace 0.05 

Prob.** 
No. of CE(s) Statistic Critical Value 

None  0.046151  8.157563  15.49471  0.4487 

At most 1  0.001891  0.314141  3.841466  0.5751 

     
      Trace test indicates no cointegration at the 0.05 level 

Unrestricted Cointegration Rank Test (Maximum Eigenvalue) 

     
     Hypothesized 

Eigenvalue 
Max-Eigen 0.05 

Prob.** 
No. of CE(s) Statistic Critical Value 

     
     None  0.046151  7.843421  14.26460  0.3948 

At most 1  0.001891  0.314141  3.841466  0.5751 

     
     Max-eigenvalue test indicates no cointegration at the 0.05 level 

Sources: Calculated by author‘s using Eviews 
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5.4. Vector Autoregressive Model (VAR model) 

Because there is no cointegration between variables, they have no relationship in 

the long-run. Thus, the VAR model can be applied to analyze the relationship between 

two variables in the short-run. The VAR model shows the relationship between 

variables in the period from January 2004 to December 2017 with the equation as 

displayed in Table 5. 

The results of Table 5 can be written as below: 

(
     
    

)  (
         
        

)  (
                
                 

) (
       
      

)     

It is clearly presented in Table 5 that the influence of the price in the first period on 

the fluctuation of Vietnamese coffee export price is the maximum. If LNPVN_1 

increases by 1%, it will make PVN grow by 0.973973%. This is followed by the impact 

of VND/USD exchange rate with the influence coefficient of 0.014374, it is very small.  

Table 5: Unrestricted Vector Autoregression Estimates of PVN and PRB_EU 

   
    LNPVN LNEX 

   
   LNPVN(-1)  0.973973 -0.081159 

LNEX(-1)  0.014374  0.989227 

C -0.022053  0.422958 

   
Sources: Calculated by author‘s using Eview 8 

In terms of the direction of action, all of the independent variables have a positive 

effect on Vietnamese coffee export price volatility. Hence, the hypothesis of this study 

was rejected. 

The deeply analyzed results of this study explained 98.4528% of the fluctuation of 

the dependent variable, and it is relatively consistent with the reality of Vietnam coffee 

bean export price volatility in terms of the level of impact of the variables. It means the 

fluctuation of Vietnam coffee export price is primarily influenced by itself in the 

previous period. Furthermore, the first period of VND/USD exchange rate has a very 

tiny effect on the dependent variable with the influence coefficient of 0.014374. 

However, the fluctuation of VND/USD exchange rate totally has not been influenced by 

Vietnamese coffee export price volatility. It is only affected by the lag (1) of itself. 

Consequently, the price volatility spillover between the two variables is asymmetric and 

unidirectional. Details are as in Table 6.  
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Table 6: The results of testing the level of the volatility spillover between two variables 

LNPVN = C(1)*LNPVN(-1) + C(2)*LNEX(-1) + C(3) 

 Coefficient Std. Error t-Statistic Prob. 

C(1) 0.973973 0.009583 101.6398 0.0000 

C(2) 0.014374 0.006135 2.342793 0.0203 

C(3) -0.022053 0.070155 -0.314342 0.7537 

Source: Calculated by author‘s using Eview 8 

5.5. Granger causality test 

Although the cointegration test among variables does not specify the direction of 

a causal relation, economic theory guarantees that there is always Granger Causality in 

at least one direction. A Granger causality test with a lag (1) is conducted to verify the 

causal relationship between two variables. Estimation results for Granger Causality 

between two variables are presented in Table 7. The author uses F-statistics and 

probability to test the causality among the variables, with the null hypothesis of no 

Granger Cause among those variables.  

In this study, based on F-statistic and probability value, the null hypothesis will be 

rejected if the probability value is less than 0.05, and vice versa. Then, LNPEX has a 

unidirectional ―Granger cause‖ with LNPVN at the 5% significance level, but not vice 

versa. The relationship found between VND/USD exchange rate and Vietnamese coffee 

export price is very suitable in reality as well as in the study of Hong (Hong, 2015).  

Table 7: A part of the Granger Causality test result 

Null Hypothesis: Obs F-Statistic Prob. 

LNEX does not Granger Cause LNPVN 
167 

5.48868 0.0203 

LNPVN does not Granger Cause LNEX 0.86388 0.86388 

Sources: Calculated by author‘s using Eview 

5.6. Impulse Response Function (IRF) and Variance decomposition analysis 

In the final step of the empirical modeling analysis, the author defines the 

response of variables to PVN when there is a shock in exchange rate and itself. In this 

regard, the generalized impulse-response functions are derived from VAR model for 

two variables. The optimal lag lengths in VAR system are determined via the Schwartz 

information criterion - lag (1).  
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Figure 3 shows that all roots of VAR model are within the unit circle. Hence 

VAR system satisfies the stability condition. 

Figure 3: Inverse roots of AR characteristic polynomial 
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Sources: Drawn by author‘s using Eviews 

5.6.1. Impulse Response Function (IRF) 

In practical application, VAR model generally does not analyze how the change of 

one variable affects another variable. It examines the dynamic structural analysis of 

variables as well as the dynamic influence of one error term of the model or the overall 

impact of receiving some kind of shocks. In addition, the economic interpretation of the 

single parameter estimation is relatively difficult, when the impulse response analysis is 

generally required. This article selects the most commonly used analysis of Cholesky 

orthogonal impulse response, which is shown in Figure 4. 

Figure 4: Response to Cholesky one S.D.Innovation +/- 2SE 

.00

.02

.04

.06

.08

.10

1 2 3 4 5 6 7 8 9 10

Response of LNPVN to LNPVN

 

-.2

.0

.2

.4

.6

.8

1 2 3 4 5 6 7 8 9 10

Response of LNEX to LNPVN
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This part only analyzes the response of exchange rate to Vietnamese coffee 

export price. Figure 4 illustrates that when getting a shock, Vietnamese coffee export 

price gives the strongest response to itself (the maximum value is 4.7% in period 1) 

and dies out. On the other hand, the response of VND/USD exchange rate to a shock in 

Vietnamese coffee export price decreases slowly. 

After determining the response of variable in case a shock appears, this study 

goes to the next step to examine the volatility variance of Vietnamese coffee bean 

export price. 

5.6.2. Variance decomposition analysis 

From Table 8, in period 1, 100% of the fluctuation Variance of LNPVN came 

from the fluctuation of itself. There is a slight decline from 99.1283% in period 2 to 

67.05511% in period 10. The effects of VND/USD exchange rate to the variance 

decomposition of the fluctuation of Vietnamese coffee export price is not in the same, 

it increases from zero in period 1 to 32.94489% at period 10.  

Table 8: Variance decomposition of LNPVN 

    
    Period S.E. LNPVN LNEX 

    
    1  0.046578  100.0000  0.000000 

2  0.065341  99.12830  0.871695 

3  0.079809  97.16371  2.836286 

4  0.092366  94.24025  5.759747 

5  0.103972  90.53805  9.461947 

6  0.115122  86.25892  13.74108 

7  0.126102  81.60357  18.39643 

8  0.137078  76.75432  23.24568 

9  0.148147  71.86465  28.13535 

10  0.159363  67.05511  32.94489 

    
    

Sources: Calculated by author‘s using Eviews 

6. Conclusion 

The fluctuation of agricultural products price is always a difficult issue for 

countries with developing agriculture like Vietnam. Coffee export price volatility as an 

example, it always fluctuates unpredictably, which directly affects not only the export 

turnover but a large number of farmers‘ income as well. 
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Using time-series data from January 2004 to December 2017, this paper 

investigated the volatility spillover of VND/USD exchange rate on the Vietnamese 

coffee export price. The results demonstrated that two variables are not co-integrated 

with each other at the 99% confidence level, but Granger causality test confirmed that 

Vietnamese coffee export price is influenced by VND/USD exchange rate, but not vice 

versa. The results from this study also approved the positive relationship between two 

variables in the short-run, which is not as same as the hypothesis of this study and 

economic theory. Especially, this literature confirmed that the fluctuation of 

Vietnamese coffee export price is mainly affected by the first period of itself, the 

influence of exchange rate also exists but it is very small.  

In summary, the new findings of this article contribute to further improve the 

studies of price volatility in the use of time-series data practically and theoretically. 

About theoretical values, this study applied Cointegration test, Granger causality test, 

and VAR model to examine one new research subject (Vietnamese coffee export 

price) and provide further evidence confirming the existence of the relationship 

between exchange rate and agricultural export price. About practical values, the results 

of this study can help the Government of Vietnam, coffee enterprises and coffee 

farmers clearly understand the fluctuation of Vietnamese coffee export price to have 

the appropriate strategies. 

However, there are still some limitations in this paper. The restriction can be a 

hint for future research. In that respect, future studies can extend the literature at least 

in two ways so as to provide some new insights: Firstly, the number of independent 

variables or the length of time in collecting data could be extended. Secondly, 

researchers can extend the number of independent variables and use another model to 

examine, such as Structure vector autoregressive model, Panel vector autoregressive 

model or Markov switching vector autoregressive with the same data.  
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Abstract: 

This paper examines the volatility of KLCI Index using nine years daily data from 2010-

2019. This paper uses GARCH models to examine volatility, including the asymmetry and 

persistent of the shock. The results show that the shocks are persistent in all samples. The 

GARCH models are useful for modelling of KLCI index with consistent forecasting 

performance in all samples.  

 

Keywords: KLCI Index, GARCH, Modelling, Forecasting, Stock, Volatility. 

 

I. Introduction 

A stock market index is usually used as a baseline measurement of market 

performance. It calculated from the selected stocks that represent various sectors. 

Therefore, the stock market index is a primary tool for investors and traders to 

compare market trend and return on investment. The FBM KLCI index consists of 30 

largest companies by market capitalization in Bursa Malaysia (KLSE). It was founded 

in 1986 as KLCI. In 2009, a new index was established by Bursa Malaysia and FSTE 

known as FSTE Bursa Malaysia KLCI (KLCI).  

2. Literature Review 

Stock market has been widely known as an important predictor of the economy 

in literature. Fischer and Merton (1984) provides an extensive literature on the 

relationship between the stock market and macroeconomic and highlighted that the 

stock market tumbled lead to eight economic recessions between the 1940s to 1980s. 

More recent studies, for example, Levine and Arestis, Demetriades, and Luintel (2001) 

Rousseau and Wachtel (2000), Henry (2003) and Cooray (2010), support the positive 

link between the stock market and economic growth. In general, the literature argues 

that increases in company stock price represent an excellent performance of the 

company. The stock index measures the average performance of the share price in 
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aggregate. Stock price has a direct link on company performance. Investor usually 

looks at the prospect of the firm in future. They will buy a stock that gives high return 

in term of dividend or higher price potential. Therefore, stock price reflects the future 

earning and profitability of the firms. Increases in stock price give a good perception 

of the firm's performance. When the stock price rising investor is more wealthy, thus 

lead to higher demand.    

Modelling stock price is essential to develop more understanding of market 

volatility. Understanding stock price behaviour is crucial for investors to make the 

right decision and minimize risks. Market is dynamic and changes rapidly, 

therefore current and updated research is crucial for a better investment decision. 

Modelling and forecasting of KLCI are well documented. Since KLCI is one of the 

leading stock markets in emerging economies, large numbers of studies have been 

conducted in many areas. More than hundred articles turned out from Google 

Scholar search using KLCI or KLSE forecasting keyword. Most recent studies, for 

example, use fuzzy random auto-regression (Effendi et.al, 2018), dynamic 

forecasting (Bakar and Rosbi, 2017), weighted exponential moving average 

(Hansun et.al, 2019) and macro-econometric forecasting (Wannapan et.al, 2018). 

However, little studies have been conducted on volatility, particularly the persistent 

of shock and forecasting performance of the KLCI index. Yunita (2016) estimates 

the volatility of Asia Pacific Index using GARCH with KLCI as one of the samples. 

Similarly, Qian and Diaz (2017) also compare KLCI index performance with other 

leading stock markets.  

The aim of this paper is to add to the literature on FSTE Bursa Malaysia KLCI 

volatility. We offer a more comprehensive study that focuses on KLCI index, 

including robustness check using several subsamples. We found only two papers that 

quite similar to us so far. Chin et.al (2018) use TARCH model to study the sectorial 

performance of KLCI. Meanwhile, Elshareif and Kabir (2016) estimated KLCI 

volatility and persistence using EGARCH model and found that KLCI volatility is 

highly persistence. We model 10 years KLCI daily index from May 2010 until August 

2019, more updated data compare to the previous studies.  

Our objectives are first, to examine the asymmetric and persistence effects of 

KLCI index and secondly to study the forecasting ability of the GARCH models. This 

remainder of this paper is structured as follows. Section 2 presents data and 

methodology, Section 3 discusses the results and Section 4 provides some concluding 

remarks.   
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3. Data and Methodology 

Figure 1 below shows the data of KLCI index from Jan 2010 to May 2019. These 

data were obtained from Investing.com. From technical analysis perspectives, three 

main patterns can be observed in the market since 2010; market uptrend until 2015, 

followed by cup and handle. Consistent with technical analysis prediction, the market 

continued bullish after cup and handle completed due to long uptrend in major world 

stock markets, particularly the US stocks. KLCI index peaked at 1900 just before the 

14th General Election. The unprecedented results of the 14th General Election 2018 

and global economic uncertainty shaken the market. The market was highly volatile 

and fell below its support level, 1600 several times. The falling wedge pattern 

appeared from the beginning of 2019. Currently, the index is trading above 1600 level.      

Figure 1: KLCI Daily Index 

 

Figure 2: KLCI Index chart pattern 
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We follow Narayan and Narayan (2007), Agnolucci (2009) and Kang et.al (2009) 

empirical srategies. All daily index was simply converted into a daily return.  

Rt = 100(Rt-Rt-1)/(Rt-1) …………………………………………………….. (1) 

The series are display in Figure 3 below. Descriptive statistics are presented in 

Table 1. 

Prior to further testing and analysis, all return series are subjected to unit root test 

to determine stationarity. We use Augmented Dicky Fuller test and the results are 

shown in Table 3. The results show the series has no unit root, which means it is 

stationary. We also perform heteroskedasticity test using Ljung Box Test. 

Figure 3: KLCI Index return 
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Table 1: Descriptive statistics 

Series 2010-2019 2010-2014 2015-2019 

 Mean 0.011 0.027 -0.005 

 Median 0.020 0.040 0.000 

 Maximum 3.380 3.380 2.250 

 Minimum -3.180 -2.500 -3.180 

 Std. Dev. 0.568 0.562 0.574 

 Skewness -0.334 -0.296 -0.367 

 Kurtosis 5.775 6.148 5.415 

  
  

 

 Jarque-Bera 772.095 492.977 297.877 

 Probability 0.000 0.027 0.000 

 Observations 2275 1153 1153 
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We also conducted ARCH effect test up to AR(24) and reject the null hypothesis 

of no ARCH effect. The test suggests that the return series has serious 

heteroskedasticity issue. In the presence of heteroskedasticity, GARCH type models 

are more appropriate compare to other time series model (e.g. ARMA or ARIMA 

models). GARCH models consist of mean and variance equations make it more 

efficient to capture volatility. In literature, GARCH model is equivalent to higher order 

of ARCH (Asteriou and Hall,2007). GARCH also easy to estimate as it consists of 

only three main variables, thus, become a popular choice in line with modelling 

parsimony principle.  

Table 2: ARCH test 

Heteroskedasticity Test: ARCH (1)   

     
     F-statistic 107.0281     Prob. F(1,2271) 0.0000 

Obs*R-squared 102.3011     Prob. Chi-Square(1) 0.0000 

     
          

Heteroskedasticity Test: ARCH (12)   

     
     F-statistic 17.44961     Prob. F(12,2249) 0.0000 

Obs*R-squared 192.6672     Prob. Chi-Square(12) 0.0000 

     
          

Heteroskedasticity Test: ARCH (24)   

     
     F-statistic 10.39074     Prob. F(24,2225) 0.0000 

Obs*R-squared 226.7641     Prob. Chi-Square(24) 0.0000 

     
      

The return will be estimated using GARGH type models. We also compare the 

forecasting performance by calculating the Mean Square Error (MSE) and Mean 

Absolute Error (MAE).   

We begin our analysis by estimating the return using the simplest general 

GARCH model similar to Asteriou and Hall (2007). Consider an investor who is 

interested in trading index at time T and sell at T+1. He or she will forecast return 

based on the previous return and the risk. Therefore we model return as follow: 
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For risk-averse investors, they also consider the variation of return itself, in 

addition to the risk of investment. GARCH-M model captures the return volatility by 

allowing the mean to depend on its variance. We estimate return using GARCH-M as 

below: 

.......(5)..........................................................................................     

),0(~ 

(4) ........................................................................................           

2

11

2

1

2

2

2
1









ttt

tt

tttt

a

N

RR





 

 

We also interested in EGARCH due to its flexibility compare to general GARCH 

model. EGARCH was developed by Nelson (1991) allows   that measure persistence 

of shock to be positive or negative.   
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………………………………………………(6) 

We start the discussion of the full sample covering 2010-2019 periods. On 

average the daily return is positive. The coefficient of the previous returns _tR 1 also 

positive and significant, implying that the index price is positively related to the 

preceding price. Positive returns in the past attract more investors and push the price 

higher. The results of GARCH-M and EGARCH are also similar, positive and 

significant. However, the variation of return tends is high and negative as shown in the 

variance coefficient,  of GARCH-M model. The result suggests that index return is 

highly volatile and tend to pull return into negative side.      

We also divide the return into two sub-samples, 2010-2014 and 2015-2019. The 

results are presented in Table 4 and Table 5, respectively. The results over the two 

sub-samples periods are very similar except for insignificant mean return in 2015-2019 

periods. 
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Table 3: Estimation results of full samples (2010-2019) 

Parameter GARCH (1,1) 
GARCH-

M(1,1) 

EGARCH 

(1,1) 
TARCH(1,1) 

Mean Equation     

  0.013111 

(0.009864) 

0.065068*** 

(0.021307) 

0.027927*** 

(0.009772) 

0.026967*** 

(0.009885) 

_tR 1 
0.071193*** 

(0.021300) 

0.065072*** 

(0.019298) 

0.095963*** 

(0.020426) 

0.085004*** 

(0.021148) 

   -0.241714*** 

(0.071080) 

  

Variance 

Equation 

    

  0.013259*** 

(0.002700) 

0.013770*** 

(0.002744) 

-0.152361*** 

(0.016848) 

0.007091*** 

(0.001639) 

  0.131936*** 

(0.012995) 

0.131788*** 

(0.012996) 

0.166789*** 

(0.016146) 

0.175949*** 

(0.016870) 

  0.831570*** 

(0.017681) 

0.829298*** 

(0.017857) 

0.098552*** 

(0.010975) 

-

0.150417*** 

(0.017559) 

    0.979351*** 

(0.005381) 

0.887351*** 

(0.012186) 

     

Diagnostic Tests     

AIC 1.539550 1.534469 1.513725  

SIC 1.552147 1.549586 1.528842  

DW 1.959176 1.970516 2.007075  

Q-stat (12) 8.8125 

(0.719) 

9.4912 

(0.661) 

9.3372  

(0.674) 

9.3211  

(0.675) 

Q-stat (24) 19.970 

(0.698) 

21.577  

(0.604) 

22.587  

(0.544) 

22.649  

(0.541) 

Notes: Standard error in parentheses below parameters estimates. In Q-stat, t-statistics 

in the parentheses. *,**,*** denote statistical significance at the 10%, 5% and 1% 

respectively. 
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Table 4: Estimation results of sub-samples (2010-2014) 

Parameter 
GARCH  

(1,1) 

GARCH- 

M(1,1) 

EGARCH  

(1,1) 
TARCH(1,1) 

Mean Equation     

  0.027311** 

(0.013592) 

0.089468*** 

(0.026930) 

0.044322*** 

(0.013719) 

0.042009*** 

(0.013666) 

_tR 1 0.108636*** 

(0.030298) 

0.097720*** 

(0.029931) 

0.109387*** 

(0.027178) 

0.111740*** 

(0.027556) 

   -0.269352*** 

(0.102126) 

  

Variance Equation     

  0.020957*** 

(0.004706) 

0.019771*** 

(0.004458) 

-0.072803*** 

(0.007511) 

0.008927*** 

(0.002186) 

  0.161397*** 

(0.020289) 

0.154775 

(0.019502) 

0.080237*** 

(0.008974) 

0.197328*** 

(0.025156) 

  0.777846*** 

(0.028154) 

0.786978*** 

(0.027101) 

0.125487*** 

(0.012216) 

-0.197476*** 

(0.025558) 

    0.989297*** 

(0.003576) 

0.887141*** 

(0.016421) 

Diagnostic Tests     

AIC 1.521761 1.516419 1.488028 1.494347 

SIC 1.543676 1.542717 1.514326 1.520646 

DW 1.982114 1.991069 1.985087 1.986469 

Q-stat (12) 8.9754  

(0.705) 

8.8918  

(0.712) 

10.534 

(0.569) 

8.9151  

(0.710) 

Q-stat (24) 18.099  

(0.798) 

17.740  

(0.815) 

19.755  

(0.711) 

22.463  

(0.552) 

Notes: Standard error in parentheses below parameters estimates. In Q-stat, t-

statistics in the parentheses. *,**,*** denote statistical significance at the 10%, 5% 

and 1% respectively. 

 

4. Memory of KLCI Index Volatility 

In this section, we discuss the asymmetry and persistence of the volatility. The 

values of persistence coefficient, α + β of GARCH and GARCH-M are high suggests 

that volatility is strongly persistence. Any shock in the market, either good or bad 

news will take a long time effect on the market. The persistence coefficient is higher 
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(0.98) during 2015-2019 period compared to 0.93 and 0.96 for 2010-2014 and full 

sample period, 2010-2019 respectively. EGARCH model allows us to identify 

asymmetric volatility, which is captured by β sign. The coefficients are positive and 

significant in all samples. This implies that positive shocks have a longer effect than 

negative shock. The coefficient is slightly higher in the full sample period, 2010-2019. 

We also compare the results with TGARCH model. The TGARCH introduced by 

Zakoian (1990) and Glosten, Jaganathan and Runkle (1993), has a similar function to 

EGARCH. The main objective is to capture the effect of bad and good news. 

Therefore, we are able to confirm and cross-check the robustness of EGARCH model. 

The results are very similar and consistent with EGARCH. Negative β coefficients in 

all samples indicate that good news has a larger effect than bad news.                 

Table 5: Estimation results of sub-samples (2015-2019) 

Parameter GARCH (1,1) GARCH-M(1,1) EGARCH (1,1) TARCH(1,1) 

Mean Equation     

  -0.002936 

(0.014126) 

0.039227 

(0.026537) 

0.010823 

(0.013604) 

0.009624 

(0.014239) 

_tR 1 0.037613 

(0.030862) 

0.035377 

(0.031008) 

0.066648** 

(0.031271) 

0.053002* 

(0.031579) 

   -0.180122** 

(0.096523) 

  

Variance Equation     

  0.005001** 

(0.002121) 

0.005463*** 

(0.002240) 

-0.155035*** 

(0.025026) 

0.004112*** 

(0.001886) 

  0.095209*** 

(0.014466) 

0.096216*** 

(0.014606) 

0.175455*** 

(0.025172) 

0.142968*** 

(0.022288) 

  0.893829*** 

(0.016342) 

0.890980*** 

(0.016769) 

0.080029*** 

(0.017638) 

-0.106218*** 

(0.024599) 

    0.983662*** 

(0.007543) 

0.904608*** 

(0.014861) 

Diagnostic Tests     

AIC 1.558524 1.556482 1.543538 1.544556 

SIC 1.580923 1.583362 1.570417 1.571436 

DW 1.946158 1.958577 2.003021 1.986445 

Q-stat (12) 9.0313  

(0.700) 

9.4230  

(0.666) 

9.3334 

(0.674) 

9.4856  

(0.661) 

Q-stat (24) 20.976  

(0.640) 

21.789  

(0.592) 

22.305  

(0.561) 

19.028  

(0.750) 

Notes: Standard error in parentheses below parameters estimates. In Q-stat, t-statistics 

in the parentheses. *,**,*** denote statistical significance at the 10%, 5% and 1% 

respectively. 
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5. Forecasting Evaluation 

This section discusses the forecasting performance of the GARCH models. Table 

6 summarizes the results of MSE and MAE for three samples. Based on the results 

below, the forecasting performance of three GARCH models is very similar in all 

samples. The diagnostic tests in the previous also generate similar results. The results 

of AIC and SIC that measure the quality of the model are very similar. Durbin-Watson 

and Q-stat also suggest that all samples and models are free from autocorrelation and 

serial correlation problems. Therefore, we can conclude that GARCH models can best 

explain the KLCI index volatility. Since forecasting performance and diagnostic tests 

produce similar results, the model choice will be depending on the study objectives. 

For example, GARCH-M is useful to model return variance, and EGARCH is suitable 

to capture volatility asymmetry.      

Table 6: Results of volatility forecasts 

Models 2010-2019 2010-2014 2015-2019 

 MSE MAE MSE MAE MSE MAE 

GARCH(1,1) 0.5657 0.4089 0.5585 0.3977 0.5724 0.4197 

GARCH-M(1,1) 0.5621 0.4073 0.5540 0.3956 0.5698 0.4191 

EGARCH(1,1) 0.5659 0.4085 0.5588 0.3974 0.5724 0.4193 

TARCH (1,1) 0.5659 0.4086 0.5724 0.4195 0.5588 0.3974 

 

6. Concluding Remarks 

This paper aims to study the volatility of KLCI index using daily data from 2010-

2019. We use GARCH models to examine volatility, including the asymmetry and 

persistent of the shock. The results show that the shocks are persistent and the 

EGARCH model suggests that positive shocks tend to have larger impact than 

negative shocks. We also evaluate the forecasting performance of the GARCH models. 

The forecasting performance is identical across models and samples. GARCH models 

can explain KLCI index volatility and give superior forecasting performance. We also 

examined the sub-samples to ensure the robustness of our results. The results are 

robust and consistent in all samples. This implies that the policy makers should 

consider the GARCH models in predicting the persistent and memory of the stock 

market as it offers the best forecast as evidence in the KLCI index. 
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Abstract: 

Money market - an important part of the financial market is operated and managed by 

the State Bank of Vietnam to regulate capital among market participants, especially credit 

institutions to meet the demand for economic development. Looking back to the period of 

2013 to date, it can be said that the State Bank of Vietnam has made certain successes for the 

development of the money market, however, many challenges remain, especially when the 

monetary market plays an important role in managing monetary policy.In order to clarif the 

research problem, the paper focuses on analyzing the real situation of the money market of 

the State Bank of Vietnam in the period of 2013 till present to propose some recommendations 

for the State Bank of Vietnam in order to improve the money market in the context of 

international integration. 

Keywords: Monetary policy, money market, interbank market, open market, State Bank 

of Vietnam. 

 

1. Introduction 

Vietnam's economy is integrating deeper into the world economy. Along with the 

development of the financial market, in the context of a volatile global economy, the 

money market in Vietnam has been gradually reformed in defining directions 

fordevelopment and management methods to promote certain successes in curbing 

inflation at a single digit, contributing to stabilizing the macro-economy and boosting 

economicgrowth. In order to maintain a more efficient and effective money market; 

ensuring the suitability and high support of money market in managing the monetary 

policy of the State Bank of Vietnam (SBV), this paper will discuss role of money 

market in the od monetary policy of the SBV for the period of 2013-present and draw 

the necessary recommendations for the regulators. 
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2. Research methodology 

The article uses the method of synthesis and analysis. Basing on the data 

collection, statistics and synthesis of data on monetary market operations of the central 

banks of the world and Vietnam, which are published in reputable articles, scientific 

publications, archives and mass publications of commercial banks and prestigious 

institutions in the financial and banking sector, the authors then analyze 

themonetarymarket management of the SBV in the context of international integration. 

3. Theoretical Background  

The money market plays a particularly important role in managing monetary 

policy because of the characteristics of the money market. Money market is where 

short-term capital transactions take place (maturity of less than one year). Depending 

on the characteristics of the economy and the financial markets, the money market in 

each country has different characteristics. Basically, the money market has the 

following elements: high transaction security as the market participants are reputable 

institutions (central banks, commercial banks, non-bank financial institutions), and 

short-term transactions so that there is less risk; Trading terms in the money market are 

usually short, from overnight to less than 1 year, with most popular trading duration of 

less than 3 months; Monetary markets are usually executed with large global trading 

volumes; Monetary market transactions take place 24 hours a day, ensuring a 

relatively uniform price across markets. Although there are big financial markets in the 

world such as New York, Tokyo, London, etc... However, monetary market 

transactions can take place at any time, everywhere through modern technology 

systems interconnected between markets. This has created the global and "invisible" 

side of the monetary market. Money market is also a flexible market. Monetary market 

operations is diversified and flexible with products such as spots, terms, options, etc. 

to ensure liquidity and high investment return, while hedging riskat the same time. In 

addition, the money market is very sensitive to changes in the political and economical 

world. Changes in the money market almost immediately affect and spread to other 

markets such as capital markets. With these characteristics, the central bank operates 

the money market by: exerting influence on monetary policy management to achieve 

the ultimate goal of output, price and performance; influence oninterest rates, which 

play an important role in money market; is an effective provider of liquidity to credit 

institutions and plays its role as a "lender of last resort"; not only acts as a regulatory 

agency but also as a supporter to the operation of commercial banks for the sustainable 
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operation of the financial system, meeting the objectives of economic growth and 

sustainable development of monetary policy. 

4. Literature review 

In the 2010 period up to now, there have been a number of typical studies on the 

money market, referring to the monetary market or a part of monetary market activities 

in Vietnam such as: ―Developing and perfecting the capital market and money market 

in Vietnam" project to submit to the Government and Politburo (2011). The content of 

the project includes 4 main parts. Part I reviews the modern theoretical issues of the 

financial market, including the money market (interbank market and open market) and 

capital market (bond market, stock market) at macro and micro levels. This section 

analyzes the roles, functions and structures of markets, tools used in financial markets; 

in which, the relationship between money market and monetary policies is presented to 

clearly see the role and function of State bank in the market. Finally, the problems and 

risks in the financial market are also considered as a basis for outlining management 

models and financial market operations. Part II examines the experience of financial 

market development in countries around the world. First of all, this section focuses on 

analyzing the financial market development model in developed and developing 

countries (banking-based or capital market-based). Next, the project explores the 

experience of developing financial markets in Asian countries after the crisis and 

countries with transitional economies, especially China. Finally, the project gives 

some general comments and assessments on the experience of developing capital and 

monetary markets in countries around the world. Part III analyzes and evaluates the 

current situation of Vietnam's financial market development in the markets of money, 

stocks, bonds, medium and long-term credit (both formal and informal). After 

summarizing market participants (supply and demand) and state operations and 

management of the financial market, the project focuses on in-depth analysis of 

trading activities, tools on each market. The project focuses on in-depth analysis of 

trading activities and tools in each market. Besides, the effectiveness of monetary 

policy of the SBV is also analyzed and evaluated objectively. In particular, the weak 

causes of each market are analyzed according to the groups of reasons that come from 

the ideology and opinion of the financial market development, the demand, the supply, 

policy environment, law and coordination between state management agencies for the 

financial market. Part IV provides some suggestions for developing and improving the 

money market and capital market in Vietnam. After summarizing the current situation 

and challenges to financial market development, offers a number of key ideas and 
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views on financial market development, policy proposal and implementation plan to 

improve Vietnam's financial market in the coming time. The study of the SBV (2013) 

identifies the Vietnamese currency market formed in the 90s of the twentieth century 

along with a strong transformation of Vietnam's banking industry from one-level 

banking system to two-level banking system. Until now, the money market in Vietnam 

has gradually developed, from simple lending transactions between banks simple 

goods and a small number of members, the money market has grown both scale and 

sales, infrastructure for increasing market increasing operations,etc., through which the 

monetary market has really become the effective channel for monetary policy of the 

SBV and is the place regulate short-term capital among credit institutions. It can be 

said that the money market has initially formed synchronous components of the 

market. Although it has not been developed for a long time, basically, the Vietnamese 

currency market has formed relatively synchronously. The system of financial 

instruments of the market has been formed quite adequately such as government 

bonds, SBV bills, deposit certificates, enterprise bonds and local government bonds. 

Members of the market are increasingly large in number, variety of types and 

professionalism are raised. SBV participates in the monetary market as both a market 

member and a regulator. As a market member, the SBV joined the monetary market 

through issuing SBV bills and participating in buying and selling valuable papers with 

credit institutions through open market operations. As a management agency, the SBV 

has issued a legal framework for the operation of the monetary market and monitored, 

monitored and controlled the operation of the monetary market to operate national 

monetary policy.In this paper, the main activities of the SBV the role of managing and 

managing the monetary market some years before 2013 are reviewed; Nguyen Thi Lan's 

study "Vietnam foreign exchange market and the regulation of the State Bank in recent 

years" published in Foreign Economic Review in 2018, mentioned a part of activities of 

the money market. Specifically, this article offers an overview of Vietnam foreign 

exchange market in recent years and an in-depth analysis on the foreign exchange 

market regulation of the SBV from 2012 to the present. On that basis, the article 

assesses the successes and limitations of the State Bank in regulating the foreign 

exchange market in recent years and proposes recommendations to enhance the SBV‘s 

role in the development of Vietnam foreign exchange market in the coming time. 

In addition, the daily developments in monetary market activities posted on the 

mass media are the basis for the authors to continue to research and improve the 

money market in recent years and develop Vietnam's economy for the coming years. 
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5. Research Content  

5.1. Overview of money market in Vietnam in recent years 

The formation of the money market in Vietnam has been associated with the 

transition from a one-tier banking system to a two-tier banking system since the early 

1990s. In the early years, the money market was small-scale, but gradually completing 

itself with the development of the economy. From 2013 till now, to ensure the 

effectiveness and in accordance with the the targets of the development of the money 

market operations in particular, and of the financial market in general for a safe 

financial development system, contributing to promoting sustainable economic 

development, the SBV has made every effort to ensure the legal basis of the money 

market for each component of the money market, namely: 

In the interbank market in 2013, the State Bank issued Circular No. 01/2013/TT-

NHNN dated January 7, 2013 on the basis of amending and supplementing some 

articles of Circular No. 21/2012/TT-NHNN dated 18 June, 2012 on the lending, 

borrowing, purchasing and sale of valuable papers between credit institutions and 

foreign bank branches. Accordingly, in addition to lending and borrowing, the SBV 

has allowed credit institutions to deposit money with each other for less than 3 months. 

This provision has helped to open up the market in practice. At that time, credit 

institutions conducted a lot of deposit/deposit transactions. At the same time, based on 

actual market transactions, the SBV continues to issue Circular No. 18/2016/TT-

NHNN dated 30 June, 2016 amending and supplementing a number of articles of 

Circular No. 21/2012/TT-NHNN. Accordingly, in the interbank market, credit 

institutions may conduct transactions with each other through borrowing/lending or 

receiving deposit/making deposit or buying/selling transactions of valuable papers. 

Trading interest rates are negotiated by credit institutions on the basis of the maturity 

and level of the issuers‘ creditability in the market. Term of lending, borrowing, 

buying and selling of valuable papers in money market is capped at less than 1 year 

and the maximum duration of receiving/making deposit is 3 months in maximum. 

Credit institutions must set up risk provisions for transactions to increase operational 

safety. Payment activities are carried out through the national inter-bank electronic 

payment system. Credit institutions that have debts overdue for more than 10 days will 

not be allowed to borrow on the interbank market. All transactions must be made into 

a trading contract whereby the parties may enter into a loan agreement for each 

transaction or sign a general contract that applies generally to all loan or borrowing 

transactions between the two parties as agreed. 
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For open markets, Circular No. 42/2015/TT-NHNN dated 31 December 2015 on 

regulating the open market operations has amended some regulations compared with 

the Decision No. 01/2007/QD-NHNN dated January 5, 2007. The list of participating 

entities has been expanded and included units of the State Bank, credit institutions, 

foreign banks branches except for microfinance institutions and people's credit funds. 

To re-define the frame contract and the specific contract for buying and selling 

valuable papers in the direction of the SBV and the members signing the framework 

contract and the specific contract for the purchase/sale of valuable papers. The 

framework contract is signed when the SBV recognizes credit institutions, foreign 

bank branches being open market members. The specific contract shall apply to each 

time of purchase or sale transactions. Additional provisions on the handling of 

violations by members were added by the SBVin order to be more appropriate to the 

actual situation. 

In addition to adjustments for the interbank market and open market, the SBV also 

paid close attention to finalizing and promulgating legal documents relating to other 

components of the money market, such as issuing Circular No. 15/2015/TT-NHNN dated 

2 October, 2015 guiding foreign currency transactions in the foreign currency market of 

credit institutions; Circular No. 39/2016/TT-NHNN dated 30 December, 2016 regulating 

lending activities of credit institutions and foreign bank branches to customers. 

And the performance of each market component in the money market is detailed as 

follows: 

On the interbank market: the interbank interest rate wasfairly stable and 

remained low (term of less than 1 month with interest rate of 3-5% per year); always 

tended to be lower than the interest rate offered to purchase valuable papers through 

the open market and interest rate in theprimary market. Transactions on the interbank 

market in Vietnam tended to be similar to many countries in the world, mainly short-

term (overnight to 1 month). Transactions with duration of 3 months became less. For 

instance, in 2016 and 2017, transactions with duration of 3 months or less accounted 

for about 99% of total transactions, of which overnight transactions accounted for 

about 40%; transactions at term from 1 week to 3 weeks accounted for about 46%; 

term from 1 month to 3 months account for about 14%; and terms over 3 months only 

account for about 1%. 
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Figure 1. Proportion of transactions according to interbank terms for 6/2019  

 

Source: State Bank of Vietnam 

The main transactions in money market was taking and making deposits, 

followed by lending/borrowing; repos transactions accounted for a negligible share. 

The scale of interbank transactions tends to increase from 2013 to 2018, showing that 

it is becoming an effective short-term liquidity provider for credit institutions. 

Table 1. Inter-bank transaction turnover 

Unit: Thousand billion VND; % 

Content/Year 2013 2014 2015 2016 2017 2018 6/2019 

Total transaction amount 4,596 5,604 5,772 6,216 7,043 8,765 4,160 

Average transaction amount 383 467 481 518 587 730 395 

Outstanding loans; Deposits in 

interbank market 
4,748 5,478 4,924 6,014 6,861 7,569 3,765 

Source: State Bank of Vietnam 

On the open market: from 20 credit institutions involved at the start of operation, 

the number of participants is now 80. Open market interest rates are governed by the 

SBV based on the rediscount rate and the refinancing rate to guide the interbank rates 

and market interest rates, thereby signaling the direction of monetary policy operation 

in each period. 
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Table 2: Open market participants 

Participants/Year 2013 2014 2015 2016 2017 2018 6/2019 

1. State-owned bank 1 1 1 1 1 1 1 

2. State-owned commercial bank 5 5 5 8 8 8 8 

3. Joint-stock commercial bank 34 34 34 31 31 31 31 

4. Foreign bank 23 26 27 27 27 27 27 

5. Joint-venture bank 4 4 4 4 4 4 4 

6. Non-bank financial institution 9 8 8 8 8 8 8 

7. People‘s credit fund 1 1 1 1 1 1 1 

Total 77 79 80 80 80 80 80 

Source: State Bank of Vietnam 

The SBV has adjusted the interest rates for buying valuable papers on the open 

market over the years, from 14-13-12-11-10-8-7 percentper year (2012) to 7.0-6.5-6.0-

5.5 percent per year by 2013. Interest rates will continue to fall from 5.5% per annum 

to 5.0% per annum and the SBV maintained interest rates at 5.0% per year throughout 

2018, to ensure that it is in line with the general downward trend of the SBV's 

operating rates and market interest rates. At the same time, this acts as a signal to 

stabilize the money market. 

Every day, the SBV continues to perform periodically 1-2 sessions per day with 

T + 0 payment period including daily sessions for the purchase of valuable papers and 

offering of SBV bills, even when there is anexcess of liquidity of credit institutions, in 

accordance with the objectives of operating monetary policy in each period. The open 

market during this period mainly carried out the bidding for the SBV bills offering 

sessions, including interest rate bidding, unanimous tender bids, and the bid of 

announced volume for valuable papers aswell as the announcement of the interest rate. 

At the same time, the technology used by the SBV to open bidding sessions the open 

market is the Web technology that allows members to connect online with the SBV, 

thereby saving investment costs without investing in a server. As a result, open market 

transactions tended to increase sharply, mainly due to the high number of SBV bills 

offering. In the period from 2015 to now, the economy is growing at steady rate. As 

the result, the demand for capital for production and business operations has increased, 

boosting credit growth at the beginning of the year. Therefore, the liquidity of the 

system is in short supply. At a higher level in the first half of the year, the SBV had to 
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increase the amount of money supply by increasing the offer price of valuable papers, 

thus also increasing the transaction volume on the open market. By the end of 2017, 

turnover reached VND1,726,949 billion, 3.97 times higher than sales in 2013. For 

6/20019, average transaction turnover was 117, 855 billion. 

Table 3: Total transaction volumes in open market 

   Unit: billion VND 

Content/Year Bids Asks Total Monthly average 

2013 179,459 254,828 434,287 36,191 

2014 101,109 944,889 1,045,998 87,167 

2015 403,200 735,818 1,139,018 94,918 

2016 367,434 722,591 1,090,025 90,835 

2017 506,719 603,002 1,109,721 92,477 

2018 737,438  989,511  1,726,949  143,912 

6/2019 402,130  305,002  707,132  117,855 

Source: State Bank of Vietnam 

In other markets such as: in the interbank foreign currency market, in 2013, the 

outstanding debt was 223 trillion and up to 234 trillion in 2014, equivalent to nearly 

5% increase mainly due to the stablity of Vietnamese economy and economic growth, 

which is back to the previous stage. Then, the outstanding loans of the inter-bank 

foreign currency market fell sharply in 2015 with a relative decrease of over 9% 

compared to that of the year 2014, mainly due to the impact of the foreign exchange 

market in Vietnam in 2015. Because of some world events such as the Fed's decision 

to raise the dollar interest rate after nearly a decade, or China's continuous devaluation 

of the CNY to support export growth, the supply and demand of foreign currency are 

always in a shortage. Consequently, the SBV has implemented intervention measures 

such as selling dollars to commercial banks, adjusting the VND/USD exchange rates, 

lowering the USD deposit rates of organizations and individuals to 0%.As a result, the 

outstanding loans of the inter-bank foreign currency market fell sharply in comparison 

with previous years. By the end of 2018, the outstanding balance of the interbank 

foreign currency market was over VND 400,000 billion. In the short-term loan market 

of credit institutions to the economy, outstanding short-term loans in VND of credit 

institutions to the economy tend to increase continuously due to the economic 

recovery. Therefore, the demand for working capital loans to meet the production 

needs of production and business enterprises has increased. Thereby, it can be seen 
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that the system of Vietnamese credit institutions still plays a leading role in providing 

short-term capital to businesses, individuals and households. 

5.2. Comment on money market for management of monetary policy  

Good trading results in the money market are evident when: Firstly, the money 

market is increasingly promoting its role as a channel to influence the monetary 

policy, thereby helping to achieve the ultimate goal of monetary policy. Market 

instruments such as bills, treasury bills, SBV bills, certificates of deposits, corporate 

bonds, government bonds, local government bonds are increasing in numbers of 

variety. The background and professionalism of the market participants have been 

improved. The basic operations of the money market have been established such as 

interbank deposit, Repo operation, discount lending, derivatives (futures, forwards, 

option and swaps). Through the monetary market, the SBV has "pumped" and 

"drained" capital for the economy. The increasing amount of capital funding through 

open market in the past few years has partly reflected the increasingly important role 

of the capital supply channel of the SBV.In addition, lending and depositing money 

among credit institutions in the interbank market, although not a channel to provide 

capital to the economy, plays an important role in regulating the available capital 

among commercial banks.The interbank lending rates have made a great contribution 

to reducing the market lending interest rates of commercial banks, better supporting 

business production and operating activities, and boosting economic growth. In 

addition, through the flexible operation of the open market, the SBV also supports the 

Ministry of Finance to increase the mobilization of capital for the State budget through 

the channel of issuing government bonds, thereby increasing the development 

investment capital for the country. 

Secondly, the money market is increasingly promoting the role of market interest 

rates. In the period from 2013 up to now, interest rates in the market tend to decrease 

compared to the previous period. The results are partly thanks to the interbank rates 

fall and always remain low (less than 5% per annum for a term of less than 1 month), 

which has put pressure on credit institutions to reduce deposit and lending rates to the 

economy. At the same time, interest rates offered to buy valuable papers on the open 

market remained stable at 5% per year to signal market stabilization. In addition, with 

the development of financial instruments in the market, the diverse and active 

participation of members other than credit institutions such as insurance companies, 

investment funds, etc., have increased the liquidity of the money market. From there, it 
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creates favorable conditions to reduce the cost of borrowing in the money market, 

facilitating the reduction of interest rates in the market.  

Thirdly, the money market has become an effective liquidity provider for credit 

institutions, enabling the SBV to play its role as "the ultimate lender". Throughout the 

interbank market, credit institutions will be able to meet their needs quickly with 

appropriate interest rates. At the same time, credit institutions with idle capital are able 

to seek a large amount of profit through re-lending to other credit institutions in a short 

time with large capital recovery, less risky as compared to lending to the economy. In 

addition, the open market is increasingly playing its role of regulating liquidity and 

SBV acts as lender of last resource especially when credit institutions are experiencing 

capital and liquidity stress, especially at the end of the year.  

However, money market still exposed some limitations: Firstly, at some times the 

money market has not promoted the role of transmitting the impact of monetary policy 

on the economy. Specifically, in June 2017, when the available capital of credit 

institutions was high, the SBV had to issue SBV bills to absorb excess liquidity to 

support exchange rate stability and control inflation. However, in practice, the volume 

of SBV's issued bills only absorbed a certain amount of excess liquidity concentrated 

in major credit institutions such as state-owned commercial banks, whereas, smaller-

scale commercial banks are lessinvolved in the open market. At the same time, at 

times of intense liquidity such as at the end of the year, small joint-stock commercial 

banks do not have enough valuable papers to participate in the buying and selling 

transactions on the open market so they have to accept loans in the interbank market at 

high interest rates.In addition, the interbank market has not been fully operational at all 

times to ensure the smoothness of the primary and secondary markets. As a result, the 

effectiveness of monetary policytransmission has decreased. Regulations on the types 

of SBV's operating rates, such as refinancing rates, rediscount rates, overnight loans in 

interbank e-payment, open market rate do not really affect the market interest rates.  

Secondly, although the money market interest rate remained low, it did not 

provide much incentives to lower interest rates in the market. Interbank interest rates 

were moderately low (below 5% for less than one-month term) in the period from 

2013 to present; At the same time, the SBV also maintained interest rates on open 

market securities at 5-5.5% per year. However, the mobilizing and lending interest 

rates among credit institutions and consumers in the market have not been reduced in 

line with the direction of the Government and the SBV's objectives to support the 

business production and operations. There are even periods in which interbank 
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overnight interest rates dropped below 0.5% per year and maintained at relatively low 

levels in June 2016 and June 2017. However, they do not motivate the nest credit 

institutions to reduce interest rates in the market. This shows that the link between 

interbank rates and market interest rates in Vietnam is weak.  

The main reasons for this limitation are: Firstly, there are gaps in the money 

market regulations in Vietnam, specifically: lending and deposit activities are carried 

out by credit institutions outside the scope Vietnamese territory; There are no 

regulation on the confirmation of lending transactions, interbank deposits, so some 

credit institutions are afraid of the legality of inter-bank transactions; There are no 

standard contracts applied in lending and deposit transactions, so now each credit 

institution applies a separate contract. As a result, the inter-bank transactions between 

credit institutions have been greatly affected. Rules of conduct in the money market 

have not follow common standards for transactions (such as standard interest rate, 

standard transaction amount, rounding rule, etc.) leading to problems when dealing 

with breach of contract and inconsistent with international practice; No short-term 

benchmark interest rate curve has been developed for references to loans, floating 

interest rates, interest rate in derivative contracts, and flexible real estate loan 

portfolios. Secondly, the quality of the SBV's staff, especially the specialists working in 

the money market, is still limited. The majority of staff are young and lack experience 

in the market development trend, in research and policy development. Thirdly, the 

synthesis of information on money market, macroeconomic movements of the SBV still 

faces many difficulties such as the lag of high data and the analysis and forecast of 

market movements of the SBVstill have certain limitations. Actual macroeconomic 

data such as inflation, economic growth, growth rate of total means of payment, credit, 

capital mobilization, exchange rateinformation;outstanding balances of the SBV and 

credit institutions; revenue and expenditure of the State budget often have a certain lag 

and the State Bank is quite passive in collecting data. In addition, at present, the 

analysis and forecast of the money market of the SBV is still limited. The SBV has not 

applied any official forecasting model for the management, It is based on the operating 

experience of the executives and daily forecasting. Weekly, monthly or longer-term 

forecasts have been made, but only predictive of trend and historical data. Along with 

that, the delay in disclosing the information of the money market influences the credit 

institution's perception of the money market. Fourthly, the inspection and supervision 

of the market operation is mainly the remote, which makes it difficult to control the 

operation and compliance with regulations of credit institutions in the market, 
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influencing the smooth operation of the market. Although the SBV has strengthened 

the inspection and supervision of credit institutions' activities in the money market, 

due to the lack of inspection staff, the SBV mainly conducted inspections of money 

market remittance through the reports sent by the credit institutions. This situation has 

led to the SBV's difficulty in controlling all activities of credit institutions in the 

market, and detect errors of credit institutions, affecting the smooth operation of the 

market. 

5.3. Recommendations and conclusions 

Decision No. 112/2006/QD-TTg dated 24 May, 2006 of the Prime Minister 

approving the Scheme on development of Vietnam's banking sector up to 2010 and 

orientations towards 2020 clearly states the following orientations: "Development of a 

safe, synchronous and highly competitive money market in order to create conditions 

for the planning and administration of monetary policy, mobilizing and effectively 

allocating financial resources, minimizing risks for credit institutions". Therefore, the 

requirements and challenges for Vietnam's socio-economic development in the context 

of integration and the impact of the 4.0 revolution require the SBV to have feasible 

solutions to the development of the money market for monetary policy, some basic 

recommendations are made as follow: 

Recommendation 1: Perfecting the system of money market information in a 

transparent, accurate and timely manner, improving the capacity of monetary analysis 

and forecasting. To concentrate on building infrastructure to form a source of quality 

input information in the direction of: investing in modern software systems and 

equipment for gathering information; To analyze, process current and past data to 

forecast future movements of monetary markets; To coordinate with the Ministry of 

Finance and the Hanoi Stock Exchange to link software to exploit information on the 

issuance and transactions of government bondson the secondary market and other 

information such as the purchase and investment of government bonds by credit 

institutions as basis for the proposal of the SBV's management of monetary 

market;Research fortrainings of econometric officials, such as applying modern 

analytical models and forecasts to improve the capacity and qualifications of SBV 

staff, especially those directly involved in research and development activity in the 

monetary sector; To formulate annual monetary forecasts and make periodical 

inflation forecasts (year, quarter and month); To adopt appropriate solutions to 

monetary policy, limiting the effect of capital inflows on monetary developments; 
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update and monitor closely the movements of the monetary market in the world in 

order to devise policies to meet the monetary market effectively. 

Recommendation 2: Strengthen the effectiveness of market surveillance and 

supervision. The inspection and supervision of credit institutions should be focused on 

the method, scope and content of the inspection as a basis and a prerequisite for 

handling violations of the law in the operation of credit institutions. Money laundering 

prevention and control should continue to be reformed to meet the ever-evolving needs 

of money market transactions and to meet international standards in the identification 

of transnational money laundering. Officials responsible for inspection and supervision 

of credit institutions should be regularly trained not only in inspection skills but also 

professional knowledge in the field of banking in order to promptly detect violations 

of law and raise the quality of inspection and supervision work. At the same time, 

attention should be paid to the development of the contingent of officials in charge of 

inspection and supervision at SBV's branches in provinces, cities; To enhance the 

exchange of information between the specialized sections directly managing the 

money market and the inspection and supervision sections of the SBV for timely 

detection and handling of violations. 

Recommendation 3: Strengthening the legal framework. First of all, the SBV 

needs to review all documents related to the money market in order to detect gaps that 

are no longer suitable to the actual situation of Vietnam, that need to be amended and 

supplemented in order to form the new legal basis for the development of new 

organizations or new trading tools in the market, in particular: 

Firstly, the regulations should be supplemented and finalized: Circular on 

interbank transactions: allow credit institutions to deposit /receive deposits with terms 

of less than one year as for loans/borrowings on the interbank market; To supplement 

the legal provisions on the confirmation of loan transactions, interbank deposits and 

the construction of standard contracts applicable to loan transactions and interbank 

deposits; Code of conduct on the money market: Develop a code of conduct for the 

market participants including standard interest rate, standard transaction amount, 

rounding rule, etc. for the unified basis for all transactions in the market. In this regard, 

the SBV should cooperate with the Banking Association, market participants to apply 

a common code of conduct on the money market; Short-term interest rate curve in the 

currency market (VNIBOR): Develop a short-term benchmark interest rate curve as a 

reference for money market transactions. 
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Secondly, the SBV should perform further research on the use of instruments 

(commercial papers, derivatives, etc.) on the money market and the standardization of 

existing instruments on maturity, issuance and interest payments, etc., so that 

transactions on the secondary market are smooth, liquidity in the market is improved, 

thereby, encouraging active participation in the market. At the same time, as the 

development of secondary market also facilitates the mobilization of capital in the 

primary market. 

Thirdly, the SBV should review the finalization of regulations for the safe 

management of banking operations in terms of structure and limitation of financing 

sources and use of operational capital of credit institutions in the direction of 

enhancing risk management rather than applying administrative measures, speeding up 

the application of international practices and standards. 

Recommendation 4: Improve the quality of human resources in line with the 

selectioncriteria for scientific and rational development; Post-recruitment training 

needs special attention. This is a process that needs to be carried out regularly and 

continuously so as to create conditions for officials to improve their professional 

knowledge, experience and skills in management, in coordination with the requirement 

of central bank of the country; Arranging and assigning specific tasks according to 

each job segment related to the money market, ensuring the position of scientific and 

flexible jobs, which can be coordinated when necessary; Implement the management 

of staff by effectively measuring the task performance instead of administrative 

management to motivate the spirit of research, creativity, passion for work as well as 

to create justice; To build an active working environment with many creative activities 

and a reasonable salary and remuneration system so that officials can have an 

environment that promotes their spirit and creativity. 
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Abstract: 

The article analyzes the structural changes of Vietnam in the period from 2000 to 

present. Seeing how the face of the economy has changed in the proportion of contributions of 

industries to total gross domestic product (GDP) of Vietnam. And further research is 

conducted in the Central Highlands region, one of the six important economic regions of 

Vietnam. The general trend in the value of GDP contribution of the whole country is to 

increase the proportion of service and industry and reduce the proportion of agriculture, 

forestry and fishery. However, there are a few differences in the Central Highlands region 

compared to the general trend of the whole country. 

Keywords: Central Highlands, Sector restructuring. 

JEL code: E20 

 

1. Introduction 

Following the orientation of the Party and State of Vietnam, Vietnam will 

become an industrialized and modernized country. Therefore, economic sectors of 

Vietnam are also changing in terms of economic structure. Depending on the natural, 

social and human conditions, the restructuring of economic sectors regions is different. 

Based on the statistical analysis method and data of General Statistics Office (GSO), 

the author wants to consider the restructuring of economic sectors in Vietnam and the 

Central Highlands in the period of 2000-2017 to assess the level of economic change 

in the Central Highlands region. At present, there are few studies on economic sector 

restructuring in the Central Highlands region from 2000 to the present. This is the 

research gap of the author. Therefore, the author proposes a number of solutions to 

make the regional economic transition more reasonable. To achieve this goal, the 

article is divided into three main parts besides the introduction part. 
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2. Theoretical basis 

The restructuring of the economic sector reflects the change in the proportion of 

each sector in the overall economy over time and throughout the development process. 

It is a dynamic and long-term process [2]. This will lead to lost economic sectors and 

new industries in the process of economic development. The analysis of economic 

sector structure is very important. And it is the basis for the development of sectoral 

development policies with priority fields in each period. For priority sectors, it will 

attract capital, create conditions for expanding scale, increasing production capacity, 

then increasing production and productivity of the industry (Bui Tat Thang, 2016). 

Therefore, the nature of restructuring is the reallocation of resources and the way 

resources are used in industries. 

3. The situation of industry restructuring in Vietnam and the Central Highlands 

region in the period of 2000-2017 

3.1. Situation of restructuring Vietnam's economic sector in the period of 2000-2017 

In the period 2000-2017, Vietnam's economy achieved the GDP growth rate of 

the following year compared to the previous year, an average of 15.56%. Important 

economic sectors also achieved high growth rates, the service sector had the fastest 

growth rate of 16.13% (GSO, 2017). According to the General Statistics Office, the 

value of the service sector's GDP contribution is almost the highest among the three 

key economic sectors. For example, in 2009, the proportion of the service industry 

reached a record high of 43.44%. 

Table 1: Gross domestic product at current prices by economic sector by Year, Target 

and Economic Area 

Unit: Billion VND 

Year 
GDP of the  

whole country 

Agriculture, forestry  

and fishery Industry 
Construction Services 

2000 441.646,00 108.356,00 162.220,00 171.070,00 

2001 481.295,00 111.858,00 183.515,00 185.922,00 

2002 535.762,00 123.383,00 206.197,00 206.182,00 

2003 613.443,00 138.285,00 242.126,00 233.032,00 

2004 715.307,00 155.992,00 287.616,00 271.699,00 

2005 914.001,00 176.402,00 348.519,00 389.080,00 

2006 1.061.565,00 198.797,00 409.602,00 453.166,00 

2007 1.246.769,00 232.586,00 480.151,00 534.032,00 
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Year 
GDP of the  

whole country 

Agriculture, forestry  

and fishery Industry 
Construction Services 

2008 1.616.047,00 329.886,00 599.193,00 686.968,00 

2009 1.809.149,00 346.786,00 676.408,00 785.955,00 

2010 2.157.828,00 396.576,00 693.351,00 797.155,00 

2011 2.779.880,00 543.960,00 896.356,00 1.021.126,00 

2012 3.245.419,00 623.815,00 1.089.091,00 1.209.464,00 

2013 3.584.262,00 643.862,00 1.189.618,00 1.388.407,00 

2014 3.937.856,00 696.969,00 1.307.935,00 1.537.197,00 

2015 4.192.862,00 712.460,00 1.394.130,00 1.665.962,00 

2016 4.502.733,00 734.830,00 1.473.071,00 1.842.729,00 

Total 2017 5.005.975,00 768.161,00 1.671.952,00 2.065.488,00 

Source: GSO, 2018 

In addition, to the increase in the proportion of services and industry and 

construction. The proportion of agriculture, forestry and fishery tends to decrease. 

Although it changes absolute value but there is an increasing trend. In 2017, the 

proportion of agriculture, forestry and fishery dropped to 15.34%, the lowest in the 

period 2000-2017. The changing structure of economic sectors is quite in line with the 

orientation of the Party and the State to make Vietnam become an industrialized and 

modernized country. 

Table 2: Structure of Gross Domestic Product at current prices by economic sector 

Year 

Structure (%) 

Total 
Agriculture,  

Forestry and Fishery 

Industry  

and Construction 
Services 

2000 100,00 24,53 36,73 38,74 

2001 100,00 23,24 38,13 38,63 

2002 100,00 23,03 38,49 38,48 

2003 100,00 22,54 39,47 37,99 

2004 100,00 21,81 40,21 37,98 

2005 100,00 19,30 38,13 42,57 

2006 100,00 18,73 38,58 42,69 

2007 100,00 18,66 38,51 42,83 
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Year 

Structure (%) 

Total 
Agriculture,  

Forestry and Fishery 

Industry  

and Construction 
Services 

2008 100,00 20,41 37,08 42,51 

2009 100,00 19,17 37,39 43,44 

2010 100,00 18,38 32,13 36,94 

2011 100,00 19,57 32,24 36,73 

2012 100,00 19,22 33,56 37,27 

2013 100,00 17,96 33,19 38,74 

2014 100,00 17,70 33,21 39,04 

2015 100,00 17,00 33,25 39,73 

2016 100,00 16,32 32,72 40,92 

Total 2017 100,00 15,34 33,40 41,26 

Source: GSO, 2018 

Based on Table 2, the GDP growth rate of the country in the period of 2000-2017 

has a lot of fluctuations. In the period from 2000 to the present, 2005 was the year 

when the economic growth rate reached a record high of 7.55% and in 2012 reached a 

record low of 5.25%, by the end of 2017, the economic growth rate growth again 

reached 6.81%. In 2009, the world economic growth rate reached a record low and the 

Vietnamese economy also dropped to a low level after only 5.4% in 2012. There is a 

degree Being late to the bottom in the economic growth rate of Vietnam compared to 

the world economy is because in addition to being affected by the US financial crisis, 

Vietnam's economy is also affected by the economic crisis. public debt crisis in 

Europe. However, from 2016 up to now, the economy has shown signs of prosperity, 

so the total GDP value of the whole country also increased rapidly to VND 5005975 

billion. In the period 2000-2005, the growth rate of industry and construction was 

always highest. In the period of 2005-2011, the growth rates of the three industries all 

increased very high, typically the service sector increased by 43.20%, agriculture, 

forestry and fishery also increased at 41.83%. After 2011, the growth rates of the 

industries with the downward trend, especially in agriculture, forestry and fishery, 

dropped sharply. This has led to a decline in the economic growth rate of GDP. In the 
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2016-2017 period, all three sectors improved in terms of growth rate and the GDP 

economic growth rate also increased. Among the growth of industries, the strongest 

increase in the period of 2016-2017 is industry and construction. 

Figure 1: Growth rate of economic sectors in the period of 2000-2017 

 

Source: GSO, 2018 

Thus, in terms of both structure and growth rate of sectors in Vietnam's economy 

in the period of 2000-2017, there is a great shift of the economy from agriculture, 

forestry and fishery to service and Industry and construction. 

3.2. Sectoral restructuring of the Central Highlands period 2000-2017 

Consider the restructuring of some narrower sub-sectors in some localities and 

especially in the Central Highlands region with five provinces: Kontum, Gia Lai, Dak 

Lak, Dak Nong and Lam Dong. This is one of the six major economic regions of our 

country, with great potential for economic development, of which the agricultural and 

rural economy plays a key role. 

3.2.1. Restructuring in agriculture, forestry and fisheries 
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Table 3: Proportion of rice, maize and sweet potato production in the Central Highlands 

region compared to the whole country from 2000 to 2017 

Unit: % 

Year Sweet Potatoes Corn Rice 

2000 3,92 15,97 1,80 

2001 3,94 16,82 2,01 

2002 4,55 20,20 1,76 

2003 5,18 25,02 2,16 

2004 5,12 21,85 2,16 

2005 5,95 25,43 2,00 

2006 8,56 26,31 2,46 

2007 8,71 24,56 2,41 

2008 9,89 23,60 2,41 

2009 12,34 25,56 2,57 

2010 11,49 25,60 2,60 

2011 11,34 25,03 2,52 

2012 11,18 24,93 2,60 

2013 12,44 25,10 2,61 

2014 11,50 25,50 2,77 

2015 12,73 24,50 2,68 

2016 15,44 24,02 2,72 

Total 2017 15,68 24,12 3,08 

Source: GSO, 2018 

Based on Table 3, the contribution of the Central Highlands rice production to 

the national rice output is quite low. This is quite understandable because the 

geography of this area is not favorable for wet rice cultivation. However, the figures 

show that this contribution tends to increase from 1.8% in 2000 to 3.08% in 2017. 

For the two main agricultural products listed in the General Statistics Office data, 

they are sweet potato and maize. We see especially the contribution of maize 

production of this region to the national maize production is very high, in 2006 

reached 26.31%. Despite the growth from 2000 to the present, in recent years the 

contribution to maize production in the country has decreased. By 2017, this level was 

only 24.12%. For the traditional medicine, the proportion of contribution to the 

country's total output has always increased over the years. In 2000, the proportion was 

only 3.92% but by 2017, it reached 15.68%. The corresponding absolute value in 2000 
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was 63.2 thousand tons, up to 211.8 thousand tons. and still tend to increase. 

Therefore, this can also be considered a strength in agriculture of this region. 

For cassava agricultural products, the growth rates of output in these 5 provinces 

in the period 2000-2017 are not the same. Dak Lak province increased the most by 

17.9%, followed by Gia Lai province. But in terms of absolute value, Gia Lai province 

has the highest output of 1249.9 thousand tons (in 2017), Dak Lak reaches 703.3 

thousand tons. Lam Dong province has very low cassava production. 

Considering the local grain food production in Table 4, the contribution of the 

Central Highlands region was the lowest in the country in 2000, at only 2.63%. 

However, this proportion tends to increase over the years, reaching 5.33% in 2016 and 

is no longer the region with the lowest contribution to grain production in the country. 

This shows that the cultivation productivity of the region is increasing, effective 

agricultural production. 

Table 4: Proportion of grain production by region by province, city and year 

Unit: % 

Year Total 

Red 

river 

delta 

Northern 

Midlands 

and 

Mountains 

North 

Central and 

Central 

Coast 

Highlands 
South 

East 

Mekong 

Delta 

2000 100 20,43 8,49 15,42 2,63 4,51 48,51 

2001 100 19,98 9,36 16,23 2,95 4,53 46,96 

2002 100 19,51 9,29 15,70 3,01 4,27 48,22 

2003 100 18,62 9,63 16,37 4,07 4,43 46,88 

2004 100 18,42 9,64 16,53 3,87 4,20 47,34 

2005 100 17,05 9,86 15,50 4,24 4,16 49,19 

2006 100 17,80 9,98 17,06 4,77 4,00 46,39 

2007 100 17,08 10,67 16,36 4,78 4,20 46,92 

2008 100 16,67 10,27 16,07 4,65 4,07 48,26 

2009 100 16,40 10,55 16,21 4,89 4,14 47,82 

2010 100 16,24 10,36 15,69 4,99 3,89 48,83 

2011 100 15,69 10,37 15,61 4,82 3,78 49,72 

2012 100 14,96 10,50 15,51 4,88 3,79 50,37 

2013 100 14,35 10,49 15,22 4,99 3,67 51,29 

2014 100 14,30 10,43 15,74 5,13 3,64 50,77 

2015 100 14,23 10,42 15,45 4,97 3,71 51,22 

2016 100 14,41 11,04 16,08 5,03 3,82 49,62 

Total 2017 100 13,60 10,93 16,51 5,33 3,87 49,76 

                                                                                      Source: GSO, 2018 
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A review of husbandry activities across the number of farms in the country 

shows that the Central Highlands region has increased the proportion of farms from 

2000 to the present. In 2000, the proportion was only 6.29%, in 2017 it was 11.91%. 

Meanwhile, some other regions such as Mekong River Delta and North Central and 

Central Coast tend to decrease. 

Table 5: Proportion of farms by province, by province, city and year Unit: % 

Year Total 

Red 

river 

delta 

Northern 

Midlands 

and 

Mountains 

North 

Central 

and 

Central 

Coast 

Highlands 
South 

East 

Mekong 

Delta 

2000 100 3,88 4,39 14,94 6,29 14,48 56,01 

2001 100 4,42 4,05 12,77 9,89 17,75 51,12 

2002 100 4,53 4,07 13,14 10,07 16,45 51,74 

2003 100 7,32 4,58 15,80 7,72 14,72 49,85 

2004 100 8,44 3,76 14,32 8,53 14,32 50,64 

2005 100 9,58 3,97 14,68 8,41 13,87 49,48 

2006 100 13,39 3,39 15,28 7,68 12,38 47,88 

2007 100 13,84 3,30 15,50 7,95 12,07 47,34 

2008 100 14,35 3,66 15,08 7,86 11,43 47,63 

2009 100 15,20 3,46 15,08 6,52 11,20 48,54 

2010 100 16,16 4,19 14,73 6,12 10,93 47,87 

2011 100 17,49 2,95 8,72 12,59 26,84 31,41 

2012 100 19,74 4,10 10,00 11,57 24,16 30,42 

2013 100 21,86 4,71 10,31 11,26 23,41 28,46 

2014 100 22,62 5,37 10,70 10,80 22,49 28,03 

2015 100 24,70 5,57 10,70 11,14 22,89 25,00 

2016 100 29,71 8,36 10,83 12,07 20,29 18,73 

Total 2017 100 29,72 8,26 11,04 11,91 20,54 18,52 

Source: GSO, 2018 

 Regarding forestry activities, the data in Table 6 shows that the logging 

activities in this area were concentrated in many periods before 2008, with a 

proportion of up to 16.77% of the national timber production. In recent years, this 

proportion has decreased significantly, to only 4.32%. Meanwhile, other areas such as 

North Central and Central Coast tend to increase, or Northern Midland and Mountain 
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areas remain unabated. It is also possible that part of logging does not go hand in hand 

with additional planting leading to a decline in timber production. 

Table 6: Proportion of exploited wood production by province, 

 by province, city and year 

Unit: % 

Year Total 

Red 

river 

delta 

 

Northern 

Midlands 

and 

Mountains 

North 

Central 

and 

Central 

Coast 

Highlands 
South 

East 

Mekong 

Delta 

2000 100 6,23 30,29 23,53 15,69 4,80 19,46 

2001 100 5,57 31,33 23,08 16,49 4,40 19,14 

2002 100 5,34 28,60 23,06 16,77 3,85 22,38 

2003 100 4,98 28,22 26,94 12,85 3,12 23,89 

2004 100 4,43 29,93 28,63 12,33 3,02 21,66 

2005 100 5,24 33,26 27,81 10,32 3,02 20,35 

2006 100 5,23 34,00 27,83 10,51 3,23 19,21 

2007 100 5,16 34,25 28,63 10,18 3,68 18,09 

2008 100 5,22 33,48 29,66 10,41 4,13 17,11 

2009 100 4,86 33,98 28,51 8,89 5,16 16,49 

2010 100 4,63 32,85 30,62 10,30 6,50 15,09 

2011 100 5,94 29,90 30,77 12,56 6,92 13,91 

2012 100 6,07 30,28 32,70 11,81 6,15 12,98 

2013 100 6,47 29,30 39,77 9,13 5,48 9,84 

2014 100 6,70 29,58 45,11 5,81 4,17 8,63 

2015 100 5,33 31,15 47,70 4,96 3,52 7,33 

2016 100 4,54 32,06 49,06 4,32 3,39 6,63 

Total 2017 100 4,10 32,44 49,45 4,32 3,38 6,31 

Source: GSO, 2018 

 Regarding fishing activities, this is not a strong point of the region because of 

unfavorable geographical position, so the proportion is very low. However, the 

positive point is that this proportion also tends to increase over the years. 
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Table 7: Share of fishery production by province, by province, city and year 

Unit: % 

Year Total 

Red 

river 

delta 

Northern 

Midlands 

and 

Mountains 

North 

Central 

and 

Central 

Coast 

Highlands 
South 

East 

Mekong 

Delta 

2000 100 9,75 1,31 27,90 0,46 8,63 51,95 

2001 100 10,06 1,28 27,10 0,43 8,82 52,32 

2002 100 10,87 1,34 26,95 0,49 9,20 51,16 

2003 100 10,99 1,33 26,72 0,48 9,10 51,37 

2004 100 11,26 1,32 25,91 0,43 9,47 51,62 

2005 100 10,94 1,27 25,14 0,42 8,97 53,26 

2006 100 11,15 1,34 24,04 0,39 8,74 54,34 

2007 100 10,98 1,33 22,50 0,39 7,98 56,83 

2008 100 10,80 1,32 21,42 0,40 7,34 58,71 

2009 100 11,29 1,44 21,67 0,42 7,28 57,90 

2010 100 11,52 1,47 21,12 0,49 7,09 58,32 

2011 100 11,49 1,52 21,43 0,53 6,84 58,19 

2012 100 11,44 1,55 21,33 0,52 6,99 58,17 

2013 100 12,32 1,65 21,87 0,56 6,47 57,14 

2014 100 12,22 1,65 22,08 0,55 6,59 56,92 

2015 100 12,55 1,73 22,24 0,58 6,63 56,27 

2016 100 12,76 1,79 21,85 0,57 6,80 56,23 

Total 2017 100 12,78 1,81 22,17 0,58 6,61 56,04 

Source: GSO, 2018 

 Thus, the agricultural, forestry and fishery activities show that the main 

strength of the Central Highlands region is agriculture and there is a tendency to 

increase production activities and increase productivity. Regarding forestry, there is 

a downward trend due to strong exploitation activities in the early 2000s, but there 

is little improvement and additional planting activities, so the output is decreasing 

sharply. 
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3.2.2. Review of industry and construction of the Central Highlands region 

 Regarding the index of industrial production, it is determined as a percentage 

between the volume of industrial production created in the current period and the 

volume of industrial production in the base period. This index helps us understand 

which part is effective in local industrial production activities. Through Table 8, the 

indicators of the provinces are mostly greater than 100%, only in Gia Lai in 2015 and 

2016 are lower than 100%. This shows that the industrial production activities of the 

provinces are all certain effective. 

 Dak Nong province has the highest industrial production index in the region 

in 2017 at 155.2%. This is also the province with the highest growth rate of industrial 

production index in the period of 2012-2017 at 41.86%. The provinces of Kontum, Gia 

Lai and Dak Lak also saw an increase in the index during this period. Only in Lam 

Dong province, the growth rate was negative in the period of 2012-2017. In the period 

of 2012-2013, Lam Dong is the province with the highest industrial index compared to 

the rest of the region, but in recent years, the index of industrial production has tended 

to decrease rapidly. 

Table 8: Industrial production index by province by province, city  

and year (Base year 2010) 

Unit: % 

Province 2012 2013 2014 2015 2016 2017 

Kon Tum 115,3 113,4 105,4 105,2 106,3 121,3 

Gia Lai 121,0 108,1 106,1 99,1 92,3 124,2 

Đak Lak 110,5 100,3 103,8 98,7 107,1 119,9 

Đak Nong 109,4 105,1 107,2 107,0 103,6 155,2 

Lam Dong 126,0 129,0 116,5 105,5 106,2 110,0 

Source: GSO, 2018 

For construction activities, considering the floor area of housing construction 

completed in the year in Table 9 shows no big changes from 2012 to 2016. Other areas 

did not change much in terms of floor area of housing construction, only in the North 

Central and Central Coast regions. 
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Table 9: Completed floor area of housing construction by year by province, 

 city and year 

Unit: Thousand m
2
 

Region 2010 2013 2014 2015 2016 

Total 85.885 86.621 89.843 93.422 102.488 

Red river delta 23.993 22.345 21.618 20.659 24.484 

Northern Midlands and Mountains 14.147 12.329 12.662 14.327 14.051 

North Central and Central Coast 13.399 17.717 19.023 19.237 19.958 

Highlands 4.505 5.640 5.966 6.092 5.829 

South East 11.757 10.875 11.271 13.736 16.917 

Mekong Delta 18.084 17.715 19.303 19.371 21.249 

Source: GSO, 2018 

3.2.3. Considering the service sector of the Central Highlands region 

 Through tourism revenue, this is not the strength of the Central Highlands 

region and the development of tourism in the region is quite slow. In 2010 the 

proportion of revenue from this activity of the region was 0.54%, in 2016 this value 

decreased to 0.32%. However, other areas have tended to increase the proportion or 

increase rapidly in tourism revenue. In the period of 2010-2016, the North Central 

Coast and Central Coast region increased by 2.4 times. The Northern Midlands and 

Mountains region also has the second lowest proportion of the country, but the growth 

rate of this region is also quite fast, 1.06 times. This is also a general trend in the 

process of industrialization and modernization of the country. 

Table 10: Proportion of tourism revenue at current prices by province  

by Province, City and Year 

Unit: % 

Region 2010 2012 2013 2014 2015 2016 

Period 

 2010-2016 

(Unit: times) 

Total 100 100 100 100 100 100 1,09 

Red river delta 27,20 18,45 29,60 29,28 28,06 27,89 1,15 

Northern Midlands and Mountains 0,91 0,90 0,75 0,74 0,83 0,90 1,06 

North Central and Central Coast 5,22 6,65 5,67 6,54 7,32 8,50 2,41 

Highlands 0,54 0,33 0,34 0,32 0,36 0,32 0,26 

South East 64,43 71,64 61,88 61,49 61,74 60,13 0,95 

Mekong Delta 1,70 2,02 1,76 1,63 1,68 2,27 1,79 

Source: GSO, 2018 
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4. Some policy implications 

 According to the Vietnam 2035 report, co-produced by the World Bank and 

Vietnamese Government agencies, the Vietnam 2035 report only presented 6 

breakthroughs to be achieved, including: (World Bank, 2016) (1) developing ―one 

modern institutions and effective state "; (2) "Modernizing the economy and developing 

the domestic private sector with high competitiveness"; (3) "Developing creative 

innovation capacity"; (4) "Ensuring equity and social inclusion"; (5) "Sustainable 

development of the environment and enhanced resilience to climate change"; (6) 

"Improve the efficiency of the urbanization process, strengthen the connection between 

the city and its surrounding areas" [4]. Thus, one of the 6 important breakthroughs that 

Vietnam needs to achieve is goal 6 to improve the efficiency of the urbanization process, 

which means a reasonable shift in the structure of the economic sector. To achieve this 

goal, the author proposes some solutions as follows: 

 - Localities and regions need to clearly identify their advantages, then the 

restructuring of the industry needs to be based on that advantage in order to achieve a 

fast and sustainable effect. There will be a reallocated workforce in the process of 

industry restructuring, so long-term plans are needed to train the industry's human 

resources and avoid employment crises. worker. Combining industry policies with 

human resource training policies.  

 - For the Central Highlands region, agriculture is still a key economic sector in 

the coming period, so priority should still be given to policies on agricultural development 

and modernization of agricultural production. Besides, it is also considered to enhance 

tourism activities from the specific cultural characteristics of the region. 
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Abstract: 

Over the past decades, the world has experienced great political, economic and social 

changes. These fluctuations have created a fiercely competitive world, requiring Non-

Governmental Organizations (NGOs) to be equipped to "sell" appropriate social development 

project ideas to seek funding from donors and stakeholders. To ―survive‖, NGOs must ensure 

regular and sustainable financial resources. In this research, the "sustainability" of NGOs is 

understood to have sufficient funds to continue to serve its customers and fulfill its commitments 

to customers, sponsors, and communities where the NGOs operate. Compared to NGOs, social 

enterprises (SEs) have some superior advantages such as being independent on donors, staying 

more sustainable and efficient, being associated with social initiatives… SEs seek both social 

return and financial return. Therefore, SEs also focus on improving their business capacity and 

corporate governance capacity. In Vietnam, the transition from NGOs to SEs has become an 

inevitable trend and the Government has a prerequisite and decisive role. 

Keywords: NGOs, SEs, sustainable purpose, transition. 

 

1. Introduction 

Over the past decades, NGOs have played an important role, especially in 

developing countries, including Vietnam. NGOs have contributed to the search and 

resolution of many social problems such as education, public health, poverty 

reduction, protection of women's and children's rights, HIV-AIDS issues, and 

environmental protection, climate change... It could be said that, NGOs have 

participated in social fields that neither the State nor the private sector can access or 

are willing to solve in a holistic way. 

In Vietnam, when the economy grows well to make Vietnam become a middle-

income country (announced by the World Bank in 2010), it is time for ODA funds and 

Non-governmental aid funds to decline. Some countries (UK, Sweden) and 
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international organizations (WB, ADB) have announced the roadmap to withdraw 

sponsorship programs from Vietnam. 

To this situation, a number of NGOs in Vietnam have led the trend of combining 

business activities and social projects in the same organization to achieve sustainable 

development goals. However, this transition in Vietnam is facing many difficulties and 

challenges. In fact, the awareness of NGOs about SEs and the necessity to transform 

into SEs seem to be very limited, mainly due to the novelty of this model in Vietnam. 

Moreover, the legal framework (Enterprise Law 2014) for the operation of SEs is still 

primeval. 

 This research is to study the transition from NGOs to SEs to create sustainable 

social fund which is thereby aiming at a sustainable social mission based on international 

experience and some suggestions/recommendation for Vietnamese Policies. 

2. Research methodology 

The following research methods have been used for this paper: 

2.1. Method of sociological survey  

This method is to use interview techniques for standardized questionnaire. The 

purpose is to collect information of research in order to understand the current NGOs‘ 

operation in Vietnam as well as the challenges and difficulties that NGOs are facing in 

term of fund mobilization. The standardized questionnaire is sent to target NGOs via 

email or direct phone call. Currently, there are about 1000 NGOs in Vietnam. 

However, due to limitations in access in NGOs across the country and the sampling 

NGOs must be in line with the research criteria, only 286 NGOs have been selected for 

the survey.  

2.2. Method of expert opinion  

The authors have conducted a survey to consult experts on the process of 

transforming NGOs into SEs in Vietnam. Due to the inability to conduct consultations 

with all stakeholders, the authors relied on representative criteria to select sampling 

experts: (i) Professionals working in field of NGO management; (ii) Specialists from 

different Ministries and agencies related to ODA and non-governmental fund; (iii) 

Research Institution on social enterprises; (iv) Social enterprises incubators; (v) ODA 

grant agency in Vietnam. 
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2.3. Method of classification and systematization of theory 

The systematized theory is a method to organize the diverse information gathered 

from different sources and documents into a system with a strict structure from which 

to develop a new theory of transition from NGO to SE. 

2.4. Method of analyzing and summarizing experience  

It is a method of combining theory with reality regarding the transformation from 

NGOs into SEs for the purpose of sustainable development. It brings the theoretical 

analysis to reality, and then brings practical analysis to reach the rules of development 

and advocacy of this transition.  

This method helps to analyze the transition from NGOs to SEs in some countries 

in the world (UK, China, Cambodia) to draw valuable theoretical and practical 

experiences in Vietnam. 

3. Overview of the research process and theoretical basis 

3.1. Overview of the research process of NGOs and SEs 

Non-governmental organization and its sustainability 

Studies of NGOs in the world mainly focus on analyzing the concept, nature, 

funding resources, role, development stages of NGOs in the process of socio-economic 

development in countries. However, some of the following scholars and organizations 

have different perspectives on NGOs to have a connection between the social mission 

of NGOs and the sustainability of funding resources for social projects. 

The study of the International NGO Training and Research Center- INTRAC 

(2006) focused on the funding policies of European governments related to civil 

society and NGOs in 7 countries: Denmark, Finland, Ireland, Netherlands, Norway, 

Sweden and United Kingdom. The study shows that the mechanism of official 

development assistance (ODA) for domestic NGOs through official agencies of EU 

countries is constantly changing in term of funding concept of which ―fishing-rod 

funding‖ is preferable than ―fishing funding‖. These changes have had significant 

impacts on NGOs‘s finance resouces and business operation.  

According to ADB (2011), NGOs‘ operation in Vietnam is in one of the four 

forms of civil society (along with community organizations, mass organizations and 

professional associations). NGOs are non-profit organizations which focus on 

providing services and volunteering activities in the fields of poverty reduction, 

humanitarian relief, environmental protection, etc., for a nation's overall development. 
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ADB also pointed to a new trend of NGOs‘operation which can be seen as being 

increasingly innovative, approaching new mechanisms of funding to beneficieries, 

closely cooperating with the private sector, operating as a business, providing services 

and goods to the market to maintain sustainable finance resources for the organization. 

Hailey (2014) studied the sustainability of NGOs and argued that NGO is 

considered as ―sustainable‖ when it is able to continue to carry out its mission over 

time and meet the requirements of stakeholders, especially beneficiaries. So, in other 

words, sustainability is understood as an ongoing process of a NGO‘s operation. It is a 

process that involves interaction between strategic factor, organizational factor, 

programming factor, social mission and financial sources. However, according to the 

author, financial sustainability is important for the long-term survival and efficiency of 

all NGOs and civil society organizations. NGOs can only achieve sustainability if they 

can access different sources of finance, especially reach the ability to generate revenue 

instead of passively relying on aid funding. 

Social Enterprise and its sustainability 

Research on SEs seems to be a "hot" topic for many countries in the world. It can 

be said that SEs are a new field where unleashes the passion and creativity of 

entrepreneurs and allows social entrepreneurs to use management tools and dynamic 

business models to able able to solve the most difficult problems of society.  

According to Trexler (2008), measurement of social performance is considered 

as one of the main difficulties related to the topic of measurement of success and 

sustainability of SEs. SEs try to measure the Social Return on Investment (SROI). 

Appropriate assessment of social impact of SEs is quite difficult. Moreover, the 

comparison of different types of social values created by SEs is complex. Trexler also 

has concerns about solutions to achieve the long-term sustainability of SEs.  

By identifying the problems which SEs are facing, Henry Ford's (2013) study 

identifies the similarities in the business story behind the failure of SEs. The study 

compares criteria defining failure of SEs (failure of economic objectives or failure of 

social objectives) with other tranditional enterprises (failure of merely economic 

objectives). It is such a difference between non-profit and for- profit organizations.  

According to Burkett (2016), the sustainability of SEs means to maintain 

sustainable financial resources and deepen social impacts. In SEs, sustainable social 

impacts and financial impacts are inseparable. The author argues that balancing social 
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and business goals is a matter of debate. There is no completely effective way to 

achieve such balance. 

In Vietnam, there are many researches on SEs such as "Report on survey results 

of Social Enterpries in Vietnam" in 2011, "Social enterprises in Vietnam - Concepts, 

context and policies" in 2012, "Solutions for sustainable development of SEs in Hanoi 

city until 2020" in 2014, "International experience and application to Vietnam in the 

establishment, operation and support of Social Enterprises" in 2015, ―Typical Social 

Enterprises in Vietnam‖ in 2016, etc., These studies have comprehensively assessed the 

process of SEs‘ development in Vietnam; the concept, characteristics, classification of 

SEs, the differences between SEs and other social organizations. In particular, these 

studies have had initial evaluations and analysis on a number of organizations in Vietnam 

that could be transformed into SEs, including NGOs. 

The transition from a Non- governmental Organization into a Social Enterprise 

for sustainability goals 

Many countries in the world have recognized that the trend of transition from 

NGOs to SEs is indispensable for the sustainable and long-term development of 

NGOs. The question is whether the SEs model is suitable with NGOs‘s orientation of 

development in the long term?  

Viravaidya and Hayssen (2001) clarifies the challenges of NGOs‘ funding in the 

current period. The authors have significant initial recommendations to diversify 

financial resources through NGO‘s projects on products and services 

commercialization. Even though the concept of SEs has not been clarified, the author 

believed that NGOs could fully own enterprises, develop their own ideas and business 

plans to create sustainable funding. 

According to Chan Kin Man and Yuen Yiu Kai (2012), more and more NGOs 

are committed to expanding revenue-generating activities and providing commercial 

services towards market needs in relation to social community. The Chinese 

government also restrucutured social welfare system to make it more effective, 

whereby the Government and the non-governmental sector worked closely to develop 

service models to community. As a result, NGOs have experienced the role of SEs 

when responding to the needs of social welfare and generating revenue at the same time. 

According to Lyne (2012), SEs establishes and developes in Cambodia could be a 

sustainable development solution without affecting to social goals of local NGOs. The 

author studied how the Cambodian government "nurtured" SEs through data collected 
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from interviews with representatives of SEs, local NGOs, investment Funds or credit 

Institutions operating in Cambodia. According to the author, NGOs transforming into 

SEs could create opportunities for local NGOs generate revenue and pursue social goals. 

Alarcon (2014) argued that a NGO could fully operate as a SE and the target 

beneficiaries of social projects should get benifit from this transition. Rhoden (2014) 

had a study on the capacity of NGOs expecting to develop sustainably by transition 

into SEs. Impact Hub Organization (2016) researched on trends and solutions for 

transition from NGOs to SEs in Cambodia. 

In the UK, the sustainability of charitable organizations (including NGOs) is also 

interested by scholars. Many non-profit organizations in the UK still concerned 

whether they are suitable for the model of a SE? Many studies in the UK have 

approached SEs and provided suggestions to NGOs to go for a transition into SEs such 

as proposing business models to NGOs, guiding the steps to transform from charity 

organizations into SEs, etc. (Social Enterprises UK and Pilotlight Organisation, 2012). 

China, Cambodia and the UK are all suitable countries to study the experience of 

transition from NGOs into SEs for application in Vietnam because: (i) These reference 

countries are "representative" of different economic countries; (ii) These countries 

have been mostly affected on the trend of transition NGOs into SEs; (iii) These 

countries have many similar socio-economic conditions with Vietnam and/ or these 

contries have policies to support the transition of NGOs into SEs that can be 

referenced to Vietnam. 

3.2. Theoretical foundations of transition from NGOs to SEs for sustainable purpose 

According to the UN Economic and Social Council: ―Any international 

organization which is not established by intergovernmental agreements will be 

considered as an NGO, including any person appointed by the Governmental 

authorities as members of NGO as long as they do not interfere with the freedom of 

expression of that organization‘s opinion". In Vietnam, according to Decree 

116/2013/ND-CP, ― A non-profit organization is a legal entity or an organization 

whose principal activity is to mobilize or allocate capital for charitable, religious, 

cultural, educational, social or similar purposes, not for profit targets, including: 

foreign NGOs, social funds, charity funds established and operating under 

Vietnamese law . " 

Among many definitions of SEs in the world, the definition of SEs of the UK 

Government (2002) is very comprehensive, closely following the basic characteristics 

http://vanban.luatminhkhue.vn/xem-vb/3295/nghi-dinh-116-2013-nd-cp-cua-chinh-phu-ve-viec-quy-dinh-chi-tiet-thi-hanh-mot-so-dieu-cua-luat-phong-chong-rua-tien.aspx
http://vanban.luatminhkhue.vn/xem-vb/3295/nghi-dinh-116-2013-nd-cp-cua-chinh-phu-ve-viec-quy-dinh-chi-tiet-thi-hanh-mot-so-dieu-cua-luat-phong-chong-rua-tien.aspx
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of SEs: ―SE is an established business model to achieve social goals, and use profits to 

reinvest for that purpose or the community, instead of maximizing profits for 

shareholders or owners". According to Vietnam's Enterprise Law 2014, ―SEs must 

meet the following criteria: (i) Being an enterprise registered to establish under the 

provisions of this Law; (ii) Operational objectives to address social and 

environmental issues for the benefit of the community; (iii) Use at least 51% of the 

total annual profit of the enterprise to reinvest in order to achieve the registered 

social and environmental objectives‖. 

In this study, the authors view SEs as a business model, profitable, superficially 

like other traditional businesses, requiring only one condition of putting social mission 

at the center position, while profit targets play a supporting role. 

Regarding capital mobilization mechanism, some NGOs earn contracts or are 

funded from the state budget. Others are supported by foreign donors, including 

bilateral, multilateral and private foundations. Based on the form of implementation, 

non-governmental aids are classified into: Aid through projects or programs; Non-

project aid (including emergency relief). 

SEs are identified as a 'hybrid' model between the two types of NGOs and 

enterprises. Therefore, the capital of SEs will include capital from production and 

business activities and non-refundable aid. In the initial stage of development, SEs 

seek flexible, long-term and preferential capital in the form of grants, concessional 

loans, and long-term loans, before accessing commercial loans and equity investments. 

Among the above-mentioned capital sources, the capital from retained profits is 

considered as a sustainable source of capital which helps SEs maintain and expand the 

social mission of the organization without being dependent on donors. Most generally, 

SEs are the intersection between NGOs and traditional enterprises. Accordingly, the 

same social mission and there are differences in the capital of social mission 

implementation. 
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Figure 1: The intersection between enterprises and traditional NGOs 

 

Source: Nickytulk (2013). 

The term "sustainable" or "sustainable development" can be considered on three 

main aspects: economic, environmental and social. "Sustainable Development" is a 

development that meets the needs of the present day but does not interfere with 

meeting the needs of future generations"(WCED, 1987). According to Du Plessis and 

Chrisna (2007), the world is currently giving two orientations for sustainable 

development: (i) "Green Orientation" focuses on addressing the ecological adverse 

effects of development, such as deforestation, climate change, environmental 

pollution, and excessive consumption of resources. non-renewable resources and (ii) 

"Brown Orientation" focus on addressing issues of poverty, emphasizing the reduction 

of environmental and human health threats from bad sanitation conditions, due to high 

population density, water and air pollution as well as solid waste.  

NGOs and SEs are clearly going to solve social issues in the "Brown 

Orientation" and "Green Orientation". These two types of organizations share a 

common social mission but are taking different approaches of fund sources to address 

their social missions.  

Unlike the NGO, despite having the same social mission, SEs must organize 

business model (supplying goods and services according to market demand) as a 

traditional enterprise to generate profits (sustainable self-financing) for their social 

activities. The use of corporate capital rather than charity funds allows social 

entrepreneurs to gain business knowledge and skills. However, the sustainability of SEs 

must be considered in term of both "economic sustainability" and "social sustainability". 

When comparing the sustainability of NGOs and the sustainability of SEs, scholars 
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around the world do not get into ―the absolute concept‖. It is only considered in ―the 

relative concept‖ of sustainability, according to that, the sustainability of capital resources 

is one of the most required conditions to achieve "sustainable social goals". 

The transition from NGO to SEs needs to meet some basic requirements: (i) Define 

correctly ―transition orientation‖; (ii) Ensure consensus among stakeholders; (iii) Change 

operating model; (iv) Change the legal structure; (v) Identify "business model". 

NGOs transformed into SEs are considered successful when they meet specific 

criterias including: (i) NGO commits and fulfills commitments to social and 

environmental objectives after transition into SEs; (ii) The method which NGO solves 

social and environmental issues after transition into SEs must ensure sustainability and 

balance between economic and social objectives; (iii) The percentage (%) of annual 

retained earnings reinvested into social projects must in compliance with the law and 

the Company Charter; (iv) Principles and methods of the use of grants must follow the 

donor's regulations and be in line with the organization‘s social mission; (v) Ensure 

that NGOs after transition into SEs continue to inherit all original rights and 

obligations of NGOs.  

4. Transition from a non-governmental organization into a social enterprise 

in Vietnam for purpose of sustainability - Current situation and challenges 

According to the SEs Research Report in Vietnam (2012), the development 

process of NGOs and SEs in Vietnam can be divided into three main periods: The 

period before Renewal (1986); The period from 1986-2010 and the period from 2010 

to the present. 

Since 2010, per capita income in Vietnam has exceeded the ceiling which is the 

eligibility criteria for an IDA loan (IDA - International Development Association). PCI 

in Vietnam now is about $ 2,000 per capita. Capital used in the Vietnamese economy 

has been more abundant and proactive than before, and poverty has decreased 

significantly among the majority of the population. However, this has also led to changes 

in the humanitarian and social development policies of countries and international 

organizations in Vietnam. Vietnam has witnessed the exodus of a number of bilateral 

development organizations such as SIDA, Ford Foundation; or a gradual reduction of 

grants (Denmark, the United Kingdom ...) from Vietnam to move to poorer countries. 

After the World Bank, ADB has also announced its partial discontinuation of ODA fund 

for Vietnam since 2019. 
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In addition to the reduced loan, grants will be also reduced. Therefore, NGOs in 

Vietnam in general are facing difficulties in social fund after 2010. In 2012, the World 

Bank granted Vietnam $1.9 billion in IDA credit, accounting for 46% of total ODA 

fund in Vietnam, but by 2015 IDA for Vietnam was only US $ 590 million, 

accounting for 19% of total ODA fund in Vietnam.  

Figure 2: IDA declined compared to ODA in Vietnam 

 

 Source: Worldbank. 

In addition to that trend, the ODA fund itself also reduces the importance in 

Vietnam's Government Budget and the Vietnamese economy in general. ODA fund 

accounted for 5% of GDP in 2000 but accounted for only 1.7% in 2015.  

Figure 3: The decline in ODA capital in "Total Government budget 

expenditure" and "Gross national income" 

Rate IDA / ODA (Left) IDA – Millions USD (Right) 
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Source: Worldbank. 

From the above-mentioned socio-economic analysis, it is time for NGOs in 

Vietnam to generate new sources of fund to be able to solve social problems that 

market mechanisms cannot or are difficult to solve by itself. The new source of fund is 

required to supplement the tranditional grants for NGOs which is prioritized to be 

revenue from supplying goods and services to the market through participating in 

business activities and maintaining the social mission at the same time. 

A large number of NGOs have decided to go ahead with their own resources. They 

believe in the sustainability and effectiveness of applying the business model to solve 

social problems as well as to help the community. There have appeared some quite typical 

SEs transformed from NGOs operating in various areas such as Hoa Sua School, Mai 

Handicrafts Co., Ltd. in Ho Chi Minh City, Mekong Plus Company in Binh Thuan and 

Hau Giang ... These case-studies have proved the ability to successfully apply business 

models for the purpose of social development, eliminate the gap between two economic 

areas of traditional enterprises and NGOs and open up a third area for SEs. 

According to a survey on the fluctuation of funding sources of NGOs in Vietnam after 

2010, aid funding for NGOs significantly decreased (from 100% to 87%). The NGOs 

participating in the survey are well aware that aid will continue to decline in the next 20 

years, and they all expect to be able to generate revenue from production and business 

activities in order to maintain its social mission in a suitable manner. With a visionary 

budget analysis of the next 20 years, only 32% of interviewed organizations believe that 

they will still be able to mobilize aid and rely entirely on aid fund to sustain their operations. 

Figure 4: Fluctuations in capital sources of NGOs before and after 2010 

Rate ODA / Total spending of government‘s budget 

Rate ODA / Total Income of government‘s budget 
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 Source: Table of survey results of NGOs in Vietnam (2018) 

Overall, the survey shows a clear trend of declining NGOs‘ fund after 2010. Facing 

this fact, the transition from NGOs to SEs to ensure sustainable fund for sustainable 

social goals is essential. It is an inevitable trend in Vietnam in the current period. 

Clearly, SEs in Vietnam are emerging as a new solution, an alternative organizational 

model suitable to the new context. The strength of SEs is to apply a business model based 

on market principles and dynamics to address market failures on solving social problems. 

In other words, SEs achieve both social and economic goals, in which social goals are the 

key objectives and economic goals are the means to achieve social goals on a larger scale.  

In order to better understand the difficulties facing NGOs in Vietnam, the results 

obtained in the survey for NGOs in 2018 can be summarized in the charts in Figure 5.  

Figure 5: Difficulties faced by NGOs 

 

 Source: Table of survey results of NGOs in Vietnam (2018). 

The survey chart shows that the biggest problem facing NGOs (95% of NGOs in 

the survey) is the sustainability of non-government aid fund. A small number of NGOs 
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had to consider a plan to stop its operation (5%), while 68% of NGOs still tried to 

maintain their social projects. Only 27% of NGOs intend to start up a business as a 

social enterprise to ensure sustainable long-term funding. 
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Figure 6: Orientation of NGOs in the future 

 

Source: Table of survey results of NGOs in Vietnam (2018). 

In fact, many NGOs also wish to convert into SEs or at least be able to 

participate in business activities to compensate for the shortage of aid fund. 

 However, the challenges in the Survey Table and further analysis below are the 

barriers preventing NGOs to transform into SEs. 

Figure 7: Challenges when transition into SEs 

 

Source: Table of survey results of NGOs in Vietnam (2018). 
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Awareness of SEs is still limited 

NGOs are not fully aware of SEs because SEs‘ business model is still a new 

concept without the official recognition of social workers. Even for local authorities as 

well as many stakeholders (community, mass media to traditional businesses), the role 

of SEs to the socio-economic development in Vietnam is not well considered. This 

leads to the suspicion of related parties about the nature and purpose of SEs. The 

survey results show that 87% of NGOs believe that one of the curent biggest 

challenges for transition into SE model is to limit the awareness of society about SEs 

in term of its social mission and business activities. 

Lack of specific legal framework for non-governmental organizations to 

transform into SEs 

The current types of legal organizations of SEs are divided into two main groups: 

(i) Enterprises operating under the Enterprise Law, and (ii) Social organizations (Non-

Governmental Organizations) operating under sub-law documents governing volunteer 

organizations. At present, there is no clear and consistent legal framework for different 

types of social organizations. The State only has separate financial management 

regulations for two types: Social Funds and Charitable Funds (Decision No. 

10/2008/QĐ-BTC) and Social welfare organizations (Decree 68/2008/NĐ-CP and 

Circular 07/2009/BLDTBXH). Other organizations are not subject to any separate 

regulations. 

 The challenge of balancing "social goals" and "business goals" 

According to the survey results, 95% of NGOs have concerns about the ability to 

balance their "social goals" and "business goals" after organizational transition. NGOs 

are very embarrassed and encounter many difficulties in operating a new model in an 

incomplete legal environment, ability to balance "social goals" and "business goals"; 

financial management mechanism for a mixed organization; access to favorable 

policies; Government management regulations for NGOs to be transformed into SEs... 

Concerns about preferential policies of corporate income tax and other incentives 

NGOs after transition into SEs have to pay taxes like any tranditional businesses, 

even their profits are redistributed to the social projects in the same organization. The 

State only allows enterprises to be exempted from corporate income tax when using 

profit to carry out charitable and humanitarian activities in the fields of education, 

health, scientific and art research at some legal charity organizations. This regulation 

limits the flexibility and initiative of SEs when using its fund to co-operate with non-
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public entities or conduct community development activities themselves. In addition, 

when there is a combination of social activities and revenue generating business, many 

of the organization's expenses are not supported by legal documents required by 

Government for calculating corporate income tax. 

Lack of capital and weakness in access to financial resources 

Within the framework of the survey, up to 95% of NGOs reported difficulties in 

access to capital (including funding for social projects and investment capital for 

production and business activities). NGOs 'operation is still largely dependent on aid 

fund, NGOs' revenues are precarious and unsustainable. As the result, the non-

governmental sector cannot develop into a civilian sector of strength, independence 

and dynamism. 

In addition to external funding, NGOs after transition into SEs will have similar 

capital resources as tranditional enterprises. In general, SEs have difficulties in finding 

three sources of capital: Investment capital from shareholders, additional capital 

generated from business activities (retained earnings) and loans. 

Market for social investment has not been developed 

The market for social investment capital in Vietnam is still young to meet the 

needs of NGOs to transform into SEs. At the same time, it seems to lack capable 

NGOs to approach social investment for the purpose of operating as an enterprise. 

Weakness on management capacity  

Survey results show that up to 78% of NGOs find difficulties in corporate 

governance if converted into SEs.    

The majority of NGOs in Vietnam have no experience in running business. 

Therefore, there is a lack of experience and capacity of corporate governance, 

especially to meet the need of combination business activities and social mission to 

create sustainable social impacts. 

The supporting service and capacity building have not yet developed in large 

scale 

Although training, supporting and consulting services have been established in 

Vietnam for a long time for both private enterprises and pure NGOs, there is a scarcity 

of entities providing those services designed specifically for the needs of SEs. 

Challenges related to human resources 
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These challenges are often manifested as: low capable human resources; lack of 

stability; low labor productivity; difficulties in finding suitable personnel for SEs; no 

favorable policies on human resources… 

Lack of an "ecosystem" that promotes the development of SEs in the context of 

globalization 

To promote social roles, SEs in general and NGOs transformed into SEs in 

particular need an overall and comprehensive ecosystem to develop. Survey results 

show that 98% of NGOs concerned about the output market if participating in business 

activities. Besides, domestic and international connections are not strong enough to 

help NGOs receive supports before and after transition into SEs. On the other hand, 

awareness of the possibility of cooperation between NGOs with the Government and 

private economic sector is limited. NGOs and SEs currently have difficulty accessing 

to modern infrastructure and technology due to the lack of financial investment as well 

as supports from the Government. 

In fact, the implementation of policies to support these social organizations still has 

many limitations and inadequacies that need to be figured out for problems solving, 

especially regarding policies, legal frameworks for the development of these two types 

of organizations. In this regard, the authors have consulted some experts and the 

results are described in the Table below. 

Table 1: Results of expert interviews 

Interview questions 
Agree Disagree Other 

Grants for NGOs have been declining after Vietnam was 

recognized as a middle-income country in 2010.  

15/15 
  

NGOs are capable of doing business as SEs 8/15 5/15 2/15 

The Enterprise Law 2014 (officially acknowledging 

SEs) can promote the transition from NGOs to SEs in 

Vietnam. 

6/15 6/15 3/15 

The Government needs to use macro policies to 

accelerate the transition from NGOs to SEs for 

sustainability goals. 

15/15   

Experts participating in the interview (15/15) all agreed that grants for NGOs 

have been declining since Vietnam was officially recognized as a middle-income 

country in 2010. NGOs seem have insufficient funds to maintain operations and 

implement social projects. The sustainability of NGOs is at stake. However, many 
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experts doubted NGOs' capacity to engage in business (5/15). Even some experts 

(2/15) argued that NGOs should be forced to close when they no longer received 

grants because for - profit business activities cannot be integrated into the non-profit 

business model of NGOs.  

Although the Enterprise Law 2014 officially recognized SEs, it does not mean 

that NGOs can be converted into SEs because there is no specific guidance on 

transition process (6/15). There are some experts think that (3/15), if NGOs are 

allowed to establish SEs as an independent branch by law, the transition process in 

Vietnam will be more convenient. All interviewed experts believe that Government‘s 

role is very important to intervene and accelerate the transition from NGO to SEs for 

sustainable goals in Vietnam. Some experts said that the State needs to accompany 

NGOs in providing public services. Some others believe that the Government needs to 

apply favorable policies to support the transition of NGOs such as preferential 

investment fund, ecosystem development, synchronous fiscal and tax policies… 

5. International experience of policies to support the transition from NGO to a SE 

in Vietnam 

Although there are big differences in socio-economic context among NGOs in 

the UK, Cambodia, and China (three reference countries), most of the NGOs in these 

countries have the same challenges such as competition and scarcity of NGO aid 

fund... A decline of funding to NGOs means a decrease in the quantity or quality of 

social projects implemented in these countries. Obviously, the need to solve social 

problems in the world is unlimited which should be met by unlimited funds. This is 

considered as a basic principle for NGOs operating in developed countries (such as the 

United Kingdom), in developing countries (such as Cambodia) and in emerging 

economies (China). Now, the Government and many stakeholders have begun to 

participate in supporting NGOs to find sustainable financial resources. International 

donors have also begun to encourage the independence and initiative of NGOs. 

Recently, they began to turn to finance social projects combining commercialization 

purpose.  

All NGOs in the UK, Cambodia, and China seem to begin looking for the 

mechanism of mixed finance resources in the organization (including non-refundable 

grants and revenue from business activities) for sustainable development goal. Many 

NGOs in these countries have pioneered to solve their problems in the spirit of 

entrepreneurship. They set up business plans, expanded channels to mobilize 

investment capital, seek start-up investment fund from donors and seek non-material 
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supports such as consulting services, startup training services from "SEs Incubator"... 

They redesigned the operation strategy, created social programs including a fee-

based component from beneficiaries. The fee collection aimed to recover a part, or 

all of the costs invested in social services supplied by NGOs. These are the key 

actions to bring about success to NGOs which transformed into SEs in the studied 

countries. However, these NGOs may face with not only success but also failure. The 

failures may come from different cases such as failure of economic goals (unable to 

generate profits as an enterprise) or failure of social goals (unable to implement 

effective social projects due to prioritization of profit target). The faiure even can 

happen just before any transition because NGOs could not mobilize initial startup 

investment fund. 

Although there are similarities in policies promoting the process of transition 

from NGOs into SEs, different Contries must tailor their policies to the socio-

economic context. If the Cambodian Government focuses on SEs Incubators and 

considers attracting social investment fund from abroad as a national strategy, the 

British Government utilizes its finance resources within the country. The British 

Government's social investment fund up to 600 million pounds is a great advantage 

that can be utilized by NGOs/SEs in the UK. In addition, while the UK and China 

formulate a national program and action plan to support the development of SEs 

(including promoting the transition from NGOs into SEs), the Cambodian Government 

seem still do in a limited scale... Obviously, the specific characteristics of each country 

require policies to be researched and adjusted appropriately before any application. 

In this regard, most of the interviewed experts said that ―the role of the 

Government in creating the legal environment and appropriate policies should be 

very critical for supporting the process of transition from NGOs to SEs. However, 

the Government needs to tailor experiences in other countries to socio-economic 

context in Vietnam. The suggested policies are mainly related to tax policy, land rent 

incentives, loans with low interest rate, nursery of SEs, providing legal guidance on 

transition from NGOs into SEs…‖. These suggestions are very relevant to practice in 

many countries in the world. The role of Government through macro management 

tools to support the transition from NGOs to SEs for sustainable purposes can be 

referenced to Vietnam as follows: 

Financial supports 

- Government‘s procurement from SEs is prioritized (UK, China). 
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- The Government established and developed Social Investment Funds to invest 

in SEs‘ projects which are effecive in both economic and social aspects (UK). 

- The Government reserves an annual budget to subsidize the pioneering social 

initiatives of NGOs, SEs (China). 

- The Government applies preferential tax policies, credit incentives for social 

projects (England, China, Cambodia). 

Non-financial supports 

- The Government establishes and develops ''SEs incubators" (UK and 

Cambodia). 

- The Government develops national-scale programs / action plans to support the 

development of SEs in both depth and breadth (China and the United Kingdom).  

- The Government gradually withdraws its role of providing benefits and encourages 

NGO to implement new business models related to social welfare; (Chinese and English). 

- The Government applies flexible legal structure policy to NGOs participating in 

business (business activities can be conducted by a NGO itself or by a SE which is an 

independent branch of the NGO) (UK and Cambodia). 

- To support the transition from NGOs into SEs for sustainability, the 

Government of Vietnam needs to meet the following general requirements: (i) The 

State accompanies NGOs, SEs to address social problems; (ii) The State calls for social 

investment capital; (iii) The determination and close coordination of Governmental 

Agencies; (iv) The State uses synchronous macro management tools; (v) The State builds 

a widespread government ecosystem to create opportunities for SEs‘ development. 

It can be said that the transition from NGO to SEs is not the only way to develop 

SEs in countries around the world. However, NGOs‘ accession to business activities 

should make the SEs sector develop more strongly. On the other hand, it is necessary 

for NGO to update the necessary business skills and market information to ensure 

running business successfully. The State also need create a favorable mechanism for 

inter-sectoral cooperation to support SEs' development as well as create good 

conditions for NGOs to participate in business activities for the community‘s benifits. 

Trends and policies supporting the transition from NGOs to SEs in the world are 

valuable experiences for suitable recommendations and solutions in Vietnam.  

6. Conclusion 
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The world is changing day by day, changes are happening around us and that is 

the indispensable rule of development. NGOs in the world are required to change in 

order to maintain sustainable operations. 

Clearly, NGOs have been facing with increasing difficulties and challenges such 

as the economic recession, reduced aid fund, and a competitive environment for grants 

among NGOs, the scarcity of social fund... In addition, NGOs in recent years have 

mainly been aiming at resolving the social problems case by case and trying to deal 

with the consequences of social problems in stead of the problems themselves. Many 

NGOs do not have a clear vision or strategy, even their action plan is just short-term to 

comply with donors‘ grants. The unsustainability of NGOs appears to be the result of 

their full dependence on donor funding during implementation of development 

programs and projects. 

While traditional NGOs in general are still lacking in creativity and effectiveness, 

SEs have emerged as a new socio-economic sector with strong spillover. SEs have 

been participating in social areas which are original Government and NGOs‘s mission 

before. SEs clearly show the trend of financial autonomy thanks to social initiatives 

and effective business activities. SEs, thereby, have been creating more social value 

for the community and beneficiaries. 

However, the process of transition from NGOs to SEs has many difficulties and 

challenges ahead such as lack of investment fund, lack of market experience, weak 

business capacity, lack of capable human resources ... At a macro perspective, the 

possibility of transition from NGOs into SEs should be very difficult without 

Government‘s intervention to support and accelerate this process. The Government has 

a prerequisite role in ensuring the transition from NGOs to SEs smoothly for 

sustainable purposes. 
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Abstract: 

Oil serves as a basic engine for the growth of an economy and dynamics in oil prices is 

of much concern to every nation particularly the emerging ones like India. Thus, we aim to 

study the relationship of Nifty 50 and Brent Crude oil through USD/INR exchange rate along 

with two implied volatility measures of India VIX and OVX, study period is from September 

05, 2014 to September 28, 2018. We applied ARDL test, Granger Causality test and 

GARCH(1,1) model. Results suggests that cointegrating relationship exists between the 

variables. In long run, Nifty 50, OVX and VIX have significant influence on Brent Crude Oil. 

While in Short run, only the Nifty 50 and OVX has significant influence. The persistence of 

shocks is present for Nifty 50 returns and for Brent Crude returns. The shocks in USD/INR 

exchange rate can get transmitted to conditional volatility Nifty 50 returns and the Nifty 50 

shocks can get transmitted to conditional volatility of Brent Crude returns. The OVX returns 

can influence conditional mean of Nifty 50 returns while VIX returns can influence 

conditional mean of Brent Crude Oil returns. 

Keywords: Brent Crude, stock market, GARCH, OVX, India VIX. 

 

1. Introduction 

Oil serves as a vital input for the economic development of any country. Its price 

fluctuations affect the economy both in active & passive manner. Generally, an oil 

prices surge is followed by a rise in the input costs leading to inflation which further 

reduces the consumer demand and effects the financial markets by reducing the 

profitability of businesses. However different countries react differently on 

fluctuations in oil prices depending on their demand, the degree of substitutability and 

their relative positions as net importer or exporter. It is argued that if the fundamentals 

of the economy are good and it is growing then it will depend on the firm‘s ability to 
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sustain the growing factor prices with the oil price surge. If they are able to carry on 

their business then, in the long run, they will exhibit higher profitability and give 

higher returns. 

With the advent of financial liberalization, integration of capital markets, 

financialization of commodity markets and surge in demand from emerging markets 

like India and China, volatility in oil prices has increased. There was a steep hike in 

Brent crude oil spot price level in 1986 to 2008 ranging from $25.56 per barrel to 

$138.68 per barrel. This hike was followed by an inevitable decline in its prices which 

was as low as $38.95 per barrel by the end of 2008. However, it recovered thereafter. 

But 2014 mid again saw the bearish trend in its prices when it fell from a peak of $110 

per barrel to $50 per barrel till 2017 due to shale oil production boom in the USA and 

declining demand in other nations. However, this downward trend reversed again 

following a range from $60-70 per barrel in 2018 due to increasing supply glut arising 

from Venezuela & trade sanctions imposed from Iran. This kind of volatility dynamics 

has been always an interesting focus area for researchers & academicians. Particularly 

in the era of low economic confidence, growing geopolitical risk & trade 

protectionism, this study is also equally important for professionals & industry 

analysts. Another measure of implied volatility is OVX traded in CBOE (Chicago 

Board Options Exchange) which tracks U.S Oil fund ETF. The ETF further tracks 

WTI Crude Oil futures movements.  

India is an emerging nation and its oil consumption has increased manifoldingly 

to make India rank fourth among oil consumers. As per the Integrated Energy Policy 

report, over 70% of India‘s crude oil requirement is met through their imports.  When 

the oil price rises, it raises the import bill of such inelastic good deteriorating the trade 

balance of importing nation which further decreases the value of local currency. So 

understanding the nature of volatility and short run and long run relationship of these 

three variables has become vital to both international investors and policy makers. 

Particularly understanding the relationship between global prices of oil, developing 

stock markets & exchange rates is important because these economies are the future 

leaders.(Basher, Haug, & Sadorsky, 2012). We incorporate India VIX as implied ex-

ante volatility measure. It‘s known as barometer of investor‘s fear. It reflects investors 

expectation about the market volatility in short term for the next 30 days. Thus, the 

study proposes to look into such dynamics relating to India. It also finds an answer to 

the question that can GARCH(1,1) model be useful in predicting the volatility & 

forecasting volatility for each of three variables. 
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2. Literature review 

 Malik & Hammoudeh (2007)  investigated shock transmission mechanism & 

dynamics of volatility among global oil market, and equity markets of U.S, Kuwait, 

Bahrain & Saudi Arabia from 1994 to 2001 using GARCH-BEKK model. It was found 

that oil market volatility was transferred to Gulf equity markets with an exception that 

an opposite spill over existed in case of Saudi Arabia.  

 Kilian & Park (2009) advocated that fluctuations in U.S stock prices can better 

be explained by industrial commodities shocks to world aggregate demand or even by 

the precautionary demand shocks arising due to glut in oil supply from 1973 to 2006. 

While the oil production shocks have much less explanatory power. Precautionary 

demand produces evidence of large decline in stock prices. However, if world‘s 

economic expansion drives the demand for oil causing a oil price shock, then a 

positive effect on stock prices can be seen. A new structural VAR methodology was 

used to incorporate other macroeconomic variables and provided with a deeper insight 

on looking at this relationship which was unlike prevailing models where oil price 

varied while keeping everything else constant.  

 Lizardo & Mollick (2010) exhibits a significant weakening of USD as against 

currencies of net oil exporters, such as Mexico, Russia & Canada with an increase in 

real oil prices. While oil importer currencies, like Japan, depreciated in relation to the 

USD when the oil price in real terms goes up from 1970 to 2008 by using monetary 

approach. 

 Filis, Degiannakis & Floros (2011) by using DCC-GARCH model from 1987 to 

2009, the study found that time-varying correlation of oil and stock prices do not differ 

for oil-importing (U.S, Germany, Netherlands) and oil-exporting economies (Canada, 

Mexico, Brazil). Oil & stock markets exhibits negative correlation due to shocks 

arising from precautionary demand, whereas positive correlation is mainly due to 

aggregate demand-side shocks. Stock prices & oil have no relationship from supply-

side shocks. Lagged oil prices serve as a vital tool for volatility for the stock markets.  

 Arouri, Lahiani, & Nguyen (2011) found the existence of substantial return and 

volatility spill overs between world oil prices and GCC (Gulf Cooperation Council) 

stock markets from 2005 to 2010 using VAR-GARCH approach. El Hedi Arouri, 

Jouini, & Nguyen (2011) examined the sectoral level spill over in volatility between 

US. & Europe stock markets & oil market. A significant volatility transmission was 

found between the sectoral equity markets & the oil market. However, unidirectional 
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spill over from oil market was observed to Europe stock markets. But in US stock 

markets case, the spill over occurred in bidirectional manner.  

 Reboredo (2012) by using daily observations from 2000 to 2010 and applying 

correlation and copulas highlighted a weak association of oil price surge with USD 

depreciation & vice-versa. More specifically such relationship was much strong for oil 

exporters (Norway, Canada & Mexico) than for oil importers (Japan). After the Global 

Financial Crisis oil price- exchange rate dependence rose substantially. Also, oil and 

exchange rate markets are independent.  

 Creti, Joëts, & Mignon (2013)  by using DCC-GARCH model for the period 

from January 2001 to November 2011, found the linkages between the return series of 

25 commodities and stocks. The time varying correlations between the variables was 

found to be evolving along with time and during the financial crisis period, it was 

found to be extremely volatile.  

 Brahmasrene, Huang, & Sissoko (2014) examine dynamic relationship for both 

long & short run between two variables i.e. the U.S. crude oil prices and exchange rate 

from five source countries for a period from January 1996 to December 2009 using 

monthly series. It was found that the exchange rate changes affect the oil price in short 

run while in the long run, Granger Causality runs from oil prices to U.S.D. No 

significant result was observed from a oil price shock to the impulse response of 

exchange rate.  But the exchange rate shock has a negative impact on crude oil prices.  

 Fang & You (2014) exhibited mixed impact of oil price shocks on three large 

NIE‘s (New Industrialized Economies) stock prices such as India, China & Russia 

from 2001 to 2012 using SVAR model. Indian economy always was negatively 

affected by oil prices. Russia‘s equity returns displayed a negative relationship except 

in the case of oil specific supply shocks particularly led by the movement of oil price 

where positive effects could be observed in Russia‘s stock returns. And finally, 

China‘s stock return was not significantly impacted by world‘s oil demand shocks.  

 Atems, Kapper, & Lam (2015) using monthly data from 1974 to 2013, 

examined the effect of crude oil prices shocks to the U.S. trade-weighted dollar 

exchange rate in both real and nominal terms & six other bilateral exchange rates. It 

was found that an oil specific demand shock causes the exchange rate to depreciate. 

The global oil supply shocks, irrespective of its direction & magnitude displays, no 

significant effect on exchange rate while the exchange rate depreciation is associated 

with positive global aggregate demand shocks.  
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 Sidiqui & Siddiqui (2015) used GARCH models on Indian Multi Commodity 

Exchange to investigate volatility and presence, is any, of the leverage effect of spot 

and futures indices during the period from November 2005 to March 2015. Volatility 

was predicted to have high persistence for all the indices. However, Metal future, 

Energy & Agriculture spot was found to exhibit the leverage effect.  

 Tiwari & Albulescu (2016) by applying Wavelet Granger Causality test found 

that Exchange rate causes oil prices in the long run but the opposite results in the short 

run in India over a period from 1980 to 2016. Also, indirect, non-linear & asymmetric 

nature of the Granger-causality was observed between the variables.  

 Siddiqui & Gaur (2017) by using multivariate GARCH model found that 

neither co-integration or causality existed nor any significant volatility spill over was 

found to have existed among Crude oil prices, Sensex & the exchange rate from 

September 05, 2014 to September 28, 2018. 

3. Data & Research Methodology 

Secondary data has been used in the present study. We have selected the period 

from September 05, 2014 to September 28, 2018. This period covers the period of low 

oil prices to high oil prices. Daily closing prices have been used. We have taken 

natural logarithm for all series as it takes into account the unit of measurement 

differences.  

Table 1 shows the list of variables that constitute the sample for our study along 

with their sources.  

Table 1: Table of Variables Used In The Study 

SL.NO. VARIABLES SYMBOL SOURCE 

1 Nifty 50 Index LNIF nseindia.com 

2 USD vs. INR Exchange rate LER rbi.org.in 

3 Brent Crude Oil LBC quandl.com 

4 India Volatility Index LVIX nseindia.com 

5 Oil Volatility Index LOVX quandl.com 

The study uses Augmented Dicky Fuller test for testing the stationarity of 

variables under study.  

The long run cointegrating relationship was ascertained through Autoregressive 

Distributive Lags (ARDL) method. This test can be applied when the variables are 

integrated in the combination of I(0) and I(1).  Before estimating ARDL models 
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through OLS, we need to confirm the presence of long run cointegration among the 

variables. This can be done by Bounds testing approach. In the long run, the null 

hypothesis of ―no-cointegration‖ for each equation is given as    =   =   =0. The F 

statistics is calculated. Two bounds given by (Pesaran, Shin, & Smith, 2001) is 

represented as I(0) and I(1). If the F-value is between the range of I(0) and I (1) then 

we cannot derive firm conclusion about the presence of cointegration. But if the value 

is below I (0) then cointegration does not exist and vice-versa. 

The ARDL equation that needs to be estimated is given as follows: 

  

        ∑           

 

   

                 

Where DV is the dependent variable such as           

  denotes lag length measured through Akaike Information Criteria. 

    are the short run coefficients of independent variables represented by      . 

  includes LNIF, LER, LBC, LVIX, LOVX. 

    are the long run coefficients of independent variables such as LER, LBC, 

LVIX and LOVX. 

Short run causality relationship was estimated through Granger Causality Test. 

The test represents two variables at a time, thus a bivariate test. It tests whether the 

lags of one series can be explained by the lags of other series.  

First step in Granger Causality test is to find appropriate lagged values of y, if 

one has to check for the null that   doesn‘t granger cause y.  

                                

The final step is that this autoregressive series of y is augmented via adding 

  lagged values: 

                                                

Where u is the shortest & v is the longest lag length for significant value of    

For studying the volatility dynamics across the variables, univariate GARCH 

(1,1) model was adopted. It is the most useful tool when the data displays 

heteroskedasticity in variance term and exhibits volatility clustering. It measures 
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conditional mean & variance unlike ARIMA model. The mean & variance equation is 

represented as follows: 

                                                                             ~N (0,   ) 

           
         

 

4. Objectives 

The study aims to endeavor the following objectives: 

1. To ascertain long run equilibrium cointegrating relationship among the 

variables; 

2. To assess the short run causal relation between the variables; 

3. To find the impact of crude oil and exchange rate on conditional volatility of 

Nifty 50 and the impact of exchange rate and nifty 50 on conditional volatility of 

Crude oil. 

5. Hypotheses 

In respect of the above objectives the following null hypothesis are framed: 

H01: The long run equilibrium cointegrating relationship doesn‘t exist among 

the Exchange rate, Indian stock market, Crude oil market and respective implied 

volatility measures.   

H02: The short run causal relationship doesn‘t exhibit any lead-lag relation 

which specifies the direction of causality across markets. 

H03: The specific patterns of volatility behavior of crude oil and exchange rate 

and of exchange rate and Nifty 50 was not observed over Indian Stock market and 

Crude oil market respectively. 

6. Empirical Results 

6.1. Descriptive Statistics 

The Table 2 shows the table statistics of three variable‘s return series. 
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Table 2: Descriptive Statistics 

  LRNIF LRER LRBC LRVIX LROVX 

 Mean 0.000309 0.000186 -0.000158 0.000264 0.000412 

 Median 0.000414 0.0000482 0.00 -0.002359 -0.00079 

 Std. Dev. 0.008392 0.003046 0.022836 0.048489 0.043804 

 Skewness -0.590038 0.083239 0.377262 1.462492 -0.008714 

 Kurtosis 6.513645 4.701134 4.78805 16.32004 4.499721 

 Jarque-Bera 571.856 121.6104 156.7777 7741.379 93.63402 

 Probability 0.00 0.00 0.00 0.00 0.00 

 Observations 999 999 999 999 999 

 

The mean returns of Oil Volatility Index is the highest 0.04% followed by Nifty 

50 returns, Returns of India Volatility Index and USD/INR exchange rate. Brent Crude 

Oil exhibits negative mean returns. The median returns of all the indices are different 

from mean returns in absolute sense indicating non-normality of each series. The 

volatility of India VIX is highest followed by Volatility in OVX and Crude Oil. The 

lowest volatility is observed in the Exchange rate. All the series display a high kurtosis 

value greater than 3, which indicates, all the series are leptokurtic. Also, the measure 

of skewness indicates that Nifty 50 Returns and change in OVX series display a 

negative skewness. While the other series have positive skewness, and none have 

symmetry. Further, the Jarque bera test of normality gives us conclusive evidence that 

none of the series are normally distributed. 

6.2. Correlation  

Table 3: Unconditional Correlation Matrix 

Variables LRNIF LRER LRBC LRVIX LROVX 

LRNIF 1 

    

 

(NA) 

    LRER -0.392671 1 

   

 

(0.00)* (NA) 

   LRBC 0.132727 -0.038871 1 

  

 

(0.00)* (0.2196) (NA) 

  LRVIX -0.635219 0.297723 -0.116628 1 

 

 

(0.00)* (0.00)* (0.0002)* (NA) 

 LROVX -0.1528 0.097082 -0.286279 0.221582 1 

 

(0.00)* (0.0021*) (0.00)* (0.00)* (NA) 

*( ) shows the p-values of the coefficients of correlation of the variables respectively. 
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Table 3 displays the Unconditional Pearson correlation matrix of the five series. 

Nifty 50 returns and change in USD/INR Exchange Rate are significantly negatively 

correlated to each other. This reflects the idea that when USD appreciates, it bears a 

negative impact on Nifty 50 returns.  The correlation of Nifty 50 returns with change in 

Brent Crude Oil is positive and significant (Luo & Qin, 2017). Negative correlation was 

found between Nifty 50 returns and Change in VIX. It has been widely documented in the 

literature that with increase in volatility, the current market price of stock will reduce. 

Chandra & Thenmozhi (2015), S. S. S. Kumar (2012). The negative association was 

found between Nifty 50 returns and changes in oil volatility index. This could be due to 

the reason that OVX represents the expectation of future oil volatility. So if it is high, then 

it is reflected in stock market returns (Luo & Qin, 2017). The change in VIX is positively 

related to exchange rate returns. With greater expectation of increase in India volatility, 

the rupee tends to depreciate. The correlation of changes in OVX is also positively related 

to Exchange rate although such correlation is absent for Brent crude returns. Since Crude 

Oil is traded in dollars, so expectation of positive change OVX produces dollar 

appreciation and rupee depreciation. The increase in implied volatility VIX is negatively 

related to changes in Brent Crude prices this provides opportunity to diversify. But 

increase in VIX is positively related to increase in OVX. With the expectation of increase 

in oil price uncertainty, the volatility of Indian market is also expected to increase. The 

returns of Brent crude oil are negatively associated with changes in OVX. This signifies 

that Crude Oil is also an asset showing negative contemporaneous risk-return relationship 

like Nifty 50 returns.   

6.3. Unit Root/ Stationarity Tests 

It becomes necessary to ensure that the time series is stationary with constant distribution 

moments. This property enables to predict & forecast the behavior of time series. 

The Table 4a presents the stationarity results of each of the individual series. 

Table 4a: ADF-Unit Root Test without break 

 

AT LEVEL AT FIRST DIFFERENCE 

 Series Test Statistics P-Value Test Statistics P-Value Integration Order 

LNIF -0.617443 0.8641 -29.57826 0 I (1) 

LER -0.75912 0.8294 -32.28959 0 I (1) 

LOVX -2.78212 0.0612 -31.0774 0 I (1) 

LVIX -4.281611 0.0005     I (0) 

LBC -2.041245 0.2692 -30.1527 0 I (1) 

 



  

 

 

1021 

It can be seen that only one of the series i.e. LVIX is only strictly stationary at 

level. Rest for all of the series, the null of ADF test that the series have a unit root 

cannot get rejected at level for 1 and 5% significance level. But gets rejected for all the 

series except LVIX at 1% significance level. Thus it can be concluded that all the 

series except LVIX are integrated at I(1) order and LVIX is integrated at I(0) order.  

 Perron (1989) have proved that exogenous shocks may not be transitory in 

nature and therefore the standard unit root tests fail to clearly identify whether the time 

series is stationary or not. Thus, incorporating structural breaks in the conventional 

unit root tests becomes vital to attain unbiased results. One of such methods to 

incorporate structural breaks while checking for the integration order was given by 

(Vogelsang, Timothy J. and Perron, 1998). 

The objective of such test is to minimize ADF test statistics. Thus, we further 

apply such unit root test with intercept break and innovative outlier model with the 

assumption that breaks occur gradually in respective time series. The results are 

depicted in Table 4b. 

Table 4b: ADF-Unit Root Tests with one break point 

 

AT LEVEL AT FIRST DIFFERENCE 

 
Series 

Test 

Statistics 
P-Value Break Date 

Test 

Statistics 
P-Value Break Date 

Integration 

Order 

LNIF -3.357388 0.4684 26/12/2016 -30.60803 0.01 24/08/2015 I (1) 

LER -2.534622 0.8927 10/4/2018 -32.75117 0.01 28/5/2018 I (1) 

LOVX -5.498906 0.01 29/11/2016       I (0) 

LVIX -5.91376 0.01 11/2/2016       I (0) 

LBC -3.480811 0.3978 21/7/2017 -31.01736 0.01 22/1/2016 I (1) 

  

The Nifty 50 observed a sudden drop on 24th August 2015 due to sharp sell off 

by FPI‘s in equity market totaling to Rs 1,943 crore largely due to Chinese devaluation 

of Yuan signaling the weak demand still continues to hover around the Chinese 

economy. The series became stationary with this break date. The USD/INR exchange 

rate on 28th July 2018 observed a significant rise signifies the period of dollar 

appreciation and rupee depreciation as the expectation of interest rate hike by Fed 

Reserve followed by the period of high inflation in India observed by CPI which was 

5% highest in June quarter. In the volatility measure of Oil index OVX, the series 

became stationary with the break date of 29th November 2016. Unlike the ADF test 

without break. The date signifies the period when major oil producers such as OPEC 

(mainly Saudi Arabia and Iran) along with Russia agreed on the production cuts to 
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support oil prices. This move witnessed a steep rise in oil prices and its volatility 

particularly in futures contract. The India VIX series was also level stationary with the 

break date of 11th February 2016. This date is significant as this date observed a 

significant spillover from the investor‘s fear from the European and Japan‘s banking 

sector with negative interest rates which was the prime revenue source for banks and 

flattening the Yield curve of U.S. Also, the series of low oil price started dampening 

exporting nations and hit the energy sectors by pushing the yields of corporate debts 

on a higher range. The Brent Crude Oil index observed a lowest decline on 22nd 

January 2016 due to abundance supply. The series turned to be stationary at first 

difference with this specified date. Thus, we see that the Table 4b shows that series 

OVX and IVX are level stationary. While LBC, LNIF and LER are stationary after 

first difference.  

6.4. Cointegration test 

The ARDL test is applied for long run equilibrium relationship among variables. 

Table 5 presents the bounds testing results which will help us to find the 

existence of cointegrating relationship among variables.  

Table 5. Results of ARDL Bound Testing for Cointegration 

Models F-Statistics Selected Model  Inference  

F(LNIF|LER, LBC, LVIX, 

LOVX) 2.331797 ARDL (2,1,1,1,0) No Cointegration 

F(LBC|LNIF, LER, LVIX, 

LOVX) 3.754187 ARDL (1,4,0,0,2) Cointegration at 10% significance 

F(LER|LNIF,LBC, 

LVIX,LOVX) 2.150158 ARDL (2,2,0,2,4) No Cointegration 

        

Critical Values with Unrestricted Constant and No Trend (K=4) 

  I(0) I(1)   

At 1% 3.74 5.06   

At 5% 2.86 4.01   

At 10% 2.45 3.52   

 

The three models are prepared with Nifty 50, Brent Crude and USD/INR 

exchange rate as independent variables respectively. The F-Statistics value is depicted. 

This value needs to be compared with the Critical values range. The models are 

selected on the basis of appropriate lag length by Akaike Information Criteria. For the 

first model we find that F-statistics value lies below I (0) level for all three 
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significance levels. We can infer that the model with Nifty 50 as dependent variable is 

having no cointegration. For the second model, F-statistics value is more than I (1) at 

10% significance level, indicating the presence of cointegration. But for the third 

model, value of F-statistics falls below I (0) values for all significance level, indicating 

no cointegration.  

Table 6: Long Run Coefficients 

Variable Coefficient Std. Error t-Statistic Prob.    

LNIF 1.435247** 0.60062 2.389607 0.0171 

LER -0.951695 1.339093 -0.710702 0.4774 

LVIX 1.070926* 0.401092 2.670024 0.0077 

LOVX -0.598939** 0.240228 -2.493214 0.0128 

EC = LBC - (1.4352*LNIF  -0.9517*LER + 1.0709*LVIX  -0.5989*LOVX ) 

*, **, *** Shows significance at 1%, 5% and 10% respectively. 

Proceeding further the long run estimates can be obtained. In the long run, the 

LNIF and LOVX were significant at 5% significance level. But the Nifty 50 has a 

positive influence on Brent Crude Oil prices while the Oil volatility index has a 

negative influence on Brent Crude Oil prices. The LVIX has a positive influence on 

Brent Crude Oil prices at 1% significance level.  

Table 7: Short Run Coefficients 

Variable Coefficient Std. Error t-Statistic Prob.    

C -0.092493* 0.021273 -4.34794 0.00 

D(LNIF) 0.260537* 0.084371 3.088005 0.0021 

D(LNIF(-1)) -0.102356 0.082517 -1.240433 0.2151 

D(LNIF(-2)) 0.123826 0.081496 1.519418 0.129 

D(LNIF(-3)) 0.13746*** 0.081413 1.688422 0.0916 

D(LOVX) -0.146188* 0.015773 -9.268339 0.00 

D(LOVX(-1)) -0.057434* 0.015959 -3.598782 0.0003 

CointEq(-1)* -0.015797* 0.003639 -4.34135 0.00 

 

Table 7 depicts the relation among variables in the short run. The Nifty 50 

returns have a positive impact on Brent Crude Oil prices. This implies that India being 

the third largest oil consuming nation, can influence the oil prices positively. If the 

economy is doing well reflected through the barometer index Nifty 50 then it will 

demand more oil, which will potentially increase the Brent Crude prices. The returns 

of implied oil volatility OVX and its lags have a negative influence on Brent Crude Oil 
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prices in the short run. The error correction term is negative and significant. Thus, 

whenever disequilibrium in the short run relationship of Brent Crude Oil, Nifty 50, 

USD/INR exchange rate, India VIX and OVX takes place, then Brent Crude Oil prices 

will adjust with a speed of 1.5% to restore back the equilibrium in the long run.  

Diagnostic Checks 

LM 0.133334 (0.9701) 

Cusum Stable 

CusumSQ Unstable 

R
2
 0.991955 

The diagnostic checks of the Brent Crude Oil model depict that three out of four 

checks are satisfied. The model is free from serial correlation. The stability is checked 

through Cusum test which shows that the model is stable but Cusum2 is not met for 

5% significance level. The R2 value is grater that 0.6, meaning that the data fits the 

model strongly. 

6.5. Pair-wise Granger Causality Tests 

Table 8 shows the result of granger causality. The results show that only one way 

causality is present among the variables. The null of Nifty 50 returns does not granger 

causes exchange rate returns is rejected. The Nifty 50 returns granger causes changes 

in India VIX. Unidirectional causality runs from changes in Oil Volatility to Nifty 50. 

The Brent Crude returns causes Exchange rate fluctuations. Changes in Implied 

volatility causes Exchange rate fluctuations. The change in OVX granger causes 

changes in Brent Crude prices along with changes in Implied Volatility index. Thus, 

fluctuations in oil volatility has a lot of information as it can cause Nifty 50 returns, 

Changes in India VIX, Brent Oil price shocks and also fluctuations in the exchange 

rate. Thus, it is very crucial variable. Exchange rate is an important variable to keep in 

consideration as it gets impacted by all other variables.  

Table 8: Pair Wise Granger Causality 

 Null Hypothesis Obs F-Statistic Prob.  

 LRER ≠› LRNIF 997 0.39783 0.6719000 

 LRNIF ≠› LRER   13.5381* 0.0000020 

 LRBC ≠› LRNIF 997 2.22307 0.1088000 

 LRNIF ≠› LRBC   0.88129 0.4146000 

 LRVIX ≠› LRNIF 997 0.78219 0.4577000 

 LRNIF ≠› LRVIX   4.17613** 0.0156000 
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 LROVX ≠› LRNIF 997 9.61785* 0.0000700 

 LRNIF ≠› LROVX   0.61852 0.5390000 

 LRBC ≠› LRER 997 4.70527* 0.0093000 

 LRER ≠› LRBC   1.03716 0.3548000 

 LRVIX ≠› LRER 997 12.2868* 0.0000050 

 LRER ≠› LRVIX   0.92337 0.3975000 

 LROVX ≠› LRER 997 14.2383* 0.0000008 

 LRER ≠› LROVX   0.56532 0.5684000 

 LRVIX ≠› LRBC 997 0.38688 0.6793000 

 LRBC ≠› LRVIX   1.90624 0.1492000 

 LROVX ≠› LRBC 997 7.82652* 0.0004000 

 LRBC ≠› LROVX   0.14557 0.8645000 

 LROVX ≠› LRVIX 997 12.6341* 0.0000040 

 LRVIX ≠› LROVX   0.94903 0.3875000 

  

6.6. GARCH (1,1) Model 

The mean model used in the GARCH model estimation is based on ARMA 

process. The appropriate ARMA order based on AIC and BIC is (1,0) for all the 

variables. Thus AR(1)-GARCH (1,1) model is estimated along with two regressors in 

the mean equation of returns of Oil volatility index and India VIX. The variance 

equation representing the omega, alpha, beta representing the constant, ARCH and 

GARCH term respectively along with two additional regressors i.e. fluctuations in 

Exchange rate and change in Brent Crude Oil prices.  

The results of Nifty 50 Returns model are represented in Table 9a. The 

autoregressive term is significant and positive. The changes in Oil volatility index 

have a negative influence on the conditional mean of Nifty 50 returns. The ARCH 

term is significant; it means that Volatility of Nifty 50 returns is influenced by squared 

residuals of the lags (news about past volatility) obtained from mean equation. The 

model also displays significant GARCH term, meaning that Nifty 50 volatility is 

largely determined by lagged forecasted variance. The sum of ARCH and GARCH 

term is 0.981431 which is close to unity. This means that the shocks are persistent and 

convergence of forecasted conditional volatility takes time to reach steady state of 

variance. The exchange rate fluctuations have a significant positive influence on 

conditional volatility of Nifty 50 returns.  
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Table 9a:  GARCH Model for NIFTY 50 Returns 

Mean Equation 

Variable Estimate Std. Error t value Prob.   

AR(-1) 0.126058* 0.025832 4.879861 0.00 

LROVX -0.105411* 0.003661 -28.79326 0.00 

LRVIX 0.001883 0.004262 0.441757 0.6587 

Variance Equation 

Omega 0.000001** 0.000000 2.375440 0.017500 

Alpha 0.042341* 0.011522 3.674789 0.000200 

Beta 0.939090* 0.015132 62.061450 0.000000 

LRER(-1) 0.000382** 0.000187 2.039343 0.041400 

LRBC(-1) -0.000035 0.000022 -1.639659 0.101100 

 

The results of Brent Crude Oil return model is represented in Table 9b. The 

autoregressive term is significant at 10% level and positive. The changes in Implied 

Volatility have a negative influence on the conditional mean of Brent Creude returns. 

The ARCH term is significant; it means that Volatility of Brent Crude returns is 

influenced by squared residuals of the lags (news about past volatility) obtained from 

mean equation. The model also displays significant GARCH term, meaning that Brent 

Crude volatility is largely determined by lagged forecasted variance. The sum of 

ARCH and GARCH term is 0.977412 which is close to unity. This means that the 

shocks are persistent and convergence of forecasted conditional volatility takes time to 

reach steady state of variance. The Nifty 50 returns have a significant negative 

influence on conditional volatility of Brent Crude Oil.  

Table 8a:  GARCH Model for Brent Crude Oil Returns 

Mean Equation 

Variable Estimate Std. Error t value Prob.   

AR(-1) 0.052534*** 0.03056 1.719027 0.0856 

LROVX -0.007943 0.01157 -0.68658 0.4923 

LRVIX -0.125346* 0.013525 -9.268043 0.00 

 Variance Equation 

Omega 0.000011* 0.000004 3.025634 0.002500 

Alpha 0.042322* 0.010910 3.879093 0.000100 

Beta 0.935090* 0.015216 61.454790 0.000000 

LRER(-1) 0.001596 0.002009 0.794403 0.427000 

LRNIF(-1) -0.001989** 0.000881 -2.257720 0.024000 
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Stability Diagnostic 

  Ljung-box test ARCH effect 

GARCH Model statistics p-value statistics p-value 

Nifty Returns 0.000747 0.9782 23.511 0.264 

Brent Crude 18.588 0.549 0.243945 0.6215 

The table of stability diagnostic shows that the GARCH models are stable as 

none of the model could reject the null hypotheses of no serial correlation as presented 

by Ljung-box test and no ARCH effect. Hence the univariate GARCH models are free 

from serial correlation and ARCH effect. 

7. Conclusion 

The study exhibits the mean returns of Oil Volatility Index is the highest 0.04% 

followed by Nifty 50 returns, Returns of India Volatility Index and USD/INR 

exchange rate. Brent Crude Oil exhibits negative mean returns. Volatility is highest in 

India VIX followed by OVX and least in USD/INR Exchange rate. Positive correlation 

is observed between Nifty 50 returns and Brent Crude returns, India VIX and OVX, 

exchange rate returns and VIX and OVX. While negative correlation was observed 

among Nifty 50 returns and exchange rate returns, Nifty 50 returns and OVX and VIX 

and Brent Crude changes and VIX and OVX. The unit root test with one break point is 

necessary to obtain unbiased results of unit root test otherwise further analysis can be 

distorted. Results of unit root test reveal that events like outflow of funds by FPI‘s, 

Fed Reserve interest rate hike, dwindling state of China‘s manufacturing sector and the 

world‘s economic growth prospects, production cuts by OPEC nations etc. have a 

significant impact on domestic economic indicators signaling the level of integration 

of world markets. The cointegration was present when Brent Crude was Dependent 

Variable. The error correction takes place at a speed of 1.5%.  

In the long run, Nifty 50, OVX and VIX influence a significant impact over 

Brent Crude Prices. While in the short run, only Nifty 50 and OVX has significant 

impact. The results of granger causality depict that OVX has significant information 

content. And Exchange rate should be studied with due diligence. According to 

Conditional Volatility Modelling, volatility persistence continues for Nifty 50 returns 

& Brent Crude returns which makes it difficult to forecast volatility and hamper its 

effective future pricing. Volatility in Nifty 50 is expected to take longer time to decay. 

Exchange rate fluctuations can significantly impact Nifty 50 conditional volatility. 

While Nifty 50 returns can significantly impact Brent Crude Oil returns. This opens 
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the room for testing whether volatility spillover takes place between three markets 

namely currency markets, stock markets and energy market.  

This study is serves as a vital input to individual investors, policy makers & 

portfolio managers. Useful conclusions can be drawn for portfolio diversification & 

hedging decisions. This can be useful to policy makers in taking decisions on 

importing crude oil and while framing monetary policy. 
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Abstract: 

Labor market institutions play an important role in determining youth employment 

outcomes, which are characterized by high unemployment and high job turnovers. In the context 

of the private business sector in Vietnam, this study employs the national labor force surveys 

conducted in the period 2013-2016 to shed light on the effects of trade union coverage at the 

provincial level on the youth‘s multi-dimensional labor market outcomes. The empirical results 

show that union coverage is positively associated with the youth‘s employment status, wage rate, 

work hour, and job security. Also, the coverage is complementary to individual labor contract in 

determining the youth‘s wage rate. These results provide concrete evidences for the positive role 

of collective bargaining in determining youth employment outcomes in a dynamic transitional 

economy of Vietnam.  

Keywords: collective bargaining, labour market outcomes, selection bias, trade unions, 

youth employment. 

 

1. Introduction  

There are a large number of studies on the effect of trade union, or collective 

bargaining, on wages and employment (for example; to name a few, Kahn, 2000; Card, 

2001; Blanchflowerand Bryson, 2003; Yao and Zhong, 2013; and Torm, 2018), but little 

research has been undertaken on the effect of trade union on the youth‘s multi-

dimensional labour market outcomes. Most of the previous studies refer to employees of 

all age cohorts, thus ignoring its effects on the youth, which is distinguished with high 

unemployment and high job turnovers (Ryan, 2001). According to the school-to-work 

transition survey, young labours from 15 to 29 years old in Vietnam take on average 2.5 to 

                                           
74

 Corresponding email: thangbn@neu.edu.vn 



  

 

 

1032 

5 years for a successful transition – finding a stable, secured and satisfactory job (Nguyen 

et al., 2015). In this transition process labour market institutions plays an important role in 

determining youth employment (Ryan, 2001). For example, Berloffa et al. (2016) reiterate 

the positive role of stricter temporary employment protection in securing young people‘s 

employment security, not job security. 

In a study of youth employment in four fast-growing Asian economies (Bangladesh, 

Cambodia, Nepal, and Vietnam), McKay et al. (2018) exert that many young people 

continue to be engaged in self-employment or unpaid family work, and the availability of 

formal jobs for the youth differs across the four countries. With a data set consisting of 17 

Organization for Economic Cooperation and Development (OECD) countries in the 

period 1960-1996, Bertola et al. (2007) find that time-varying unionization rates lower the 

employment-population ratio of young and older individuals relative to prime-aged, and 

unionization increases the unemployment rate of young men compared to prime-aged 

people. In Vietnam there is a need for labour market institutions that give voice to workers 

and employers but do not hinder creative destruction and creation of formal sector jobs 

(Schmillen and Packard, 2016). It is thus challenging to balance the presence of trade 

union and the youth‘s labour market outcomes. An in-depth study on the interplay 

between trade union and the youth‘s labour market outcomes contributes not only to the 

related literature of collective bargaining but also to youth employment policies in a 

dynamic transitional economy like Vietnam. 

In this study we examine the relationship between trade union coverage and the 

youth‘s labour market outcomes in Vietnam during the period 2013-2016. Specifically, 

there are two major research questions. First, what are the effects of trade union coverage 

on the youth‘s multi-dimensional labour market outcomes, including employment status, 

wage rate, work hour and job security? Second, does trade union coverage complement or 

substitute individual labour contract in determining wage rate and work hour? We seek to 

address these two questions using a large nationwide labour force survey of individuals in 

the private sector in a dynamic transitional economy of Vietnam. Although the sector is 

experiencing a high and dynamic growth process, its union coverage is much lower than 

that of the state and foreign sector (Torm, 2018). In addition, trade union‘s 

representativeness in Vietnam differs greatly to other countries. In this communist 

country, unions are entitled to act not only on behalf of their members, but likewise as 

conveyer belts of public authorities (Grosse, 2015).  

Our study has the following three important findings. First, trade union coverage at 

provincial level is positively associated with employment status, wage rate and work hour. 
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One-percent higher union coverage raises the probability of being employed by 14 percent 

and increases wage rate and work hour by about 34 percent and 4 percent, respectively. 

Second, union coverage helps increase the youth‘s job security in terms of having labour 

contract and social insurance. In particular, one-percent increase in union coverage raises 

the youth‘s probability of having contract and social insurance by 19 and 31 percent, 

respectively. Third, union coverage is complementary to individual labour contract in 

determining the youth‘s wage rate, not work hour. These three empirical results are robust 

to selection bias and unobserved heterogeneity across provinces. For the former, 

individuals‘ labour market outcomes are affected by not only their capability and 

characteristics, but also their motivation to work. In this study, we employ Heckman two-

part procedure to address this problem. For the latter, union coverage is likely to positively 

associate with the level of socio-economic development at the provincial level. We 

employ provincial per-labour GDP as an additional control and find that the baseline 

results remain unchanged. 

This study contributes to the related literature of collective bargaining and the 

youth‘s labour market outcomes in the following three aspects. First, it relates trade union 

to the multi-dimensional labour market outcomes of the youth, notably among them is 

employment status, or probability of being employed. Previous studies mostly focus on 

the particular cohort of employed workers in Vietnam (Torm, 2018) or in China (Yao and 

Zhong, 2013), thus omitting the possibility of examining the relationship between union 

and the youth‘s employability. Second, studies of the interplay between trade union at 

sub-national level and the youth‘s individual labor market outcomes are scare. Recent 

studies examine youth unemployment and labour market performance at regional level, 

but do not relate to collective bargaining (Demidova and Signorelli, 2012; Demidova et 

al., 2013), or do not refer to individuals‘ labour market outcomes as our paper (Budd et 

al., 2014). Third, improvements in labour market conditions enhance the probability of 

having individual labour contract among the youth in developing countries, but whether 

this labour contractual institution complement or substitute trade union is an open 

question.  

The remaining of the paper is organized as follows. Section 2 is the literature review 

on the relationship between trade union and the youth‘s labour market performance. 

Section 3 discusses the development and some unique features of trade union in Vietnam. 

The following section is on data description and empirical strategy. Section 5 deals with 

empirical results and discussions. Section 6 concludes.   

 



  

 

 

1034 

2. Literature review 

There is a huge literature on the key drivers of the youth performance on the labour 

market. Freeman and Wise (1982) account for the employment and wages of young 

people. They document that working experience and academic performance in school are 

crucial, but vocational training in school is not important for the youth employment. 

Choudhry et al. (2012) focus on the youth employment under the impact of financial 

crises. They find that the crises exert greater effect on the youth unemployment than on 

overall unemployment. As one consequence, more effective active labor market policies, 

and better school-to-work transition institutions should be the prioritized public policies 

for young people. Yao and Zhong (2013) investigate the unions‘ effects on worker 

welfare in China, based on a sample set of 1,268 firms in 12 cities. They show that 

unionization exerts significantly positive impact on hourly wages and on pension 

coverage, but weakly negative effect on monthly working hours. Their studies are closed 

related to the findings by Ge (2007) and Lu et al. (2010) also on the case of China. In 

details, the former employs a data set of about 1 million firms obtained from the First 

National Economics Census conducted by China‘s National Bureau of Statistics (NBS) in 

2004. The author proves that unionism raises workers‘ wages and benefits but reduces 

firm profitability. Lu et al. (2010) find the evidences, on one 2006 sample of 3,837 private 

firms, that unions can improve labor productivity but do not have any effect on 

profitability.  

Recently, on the case of Viet Nam, Tom (2018), on one matched employer-

employee data set from 2013 and 2015 surveys, analyzes the union wage premium among 

Vietnamese small and medium-sized enterprises. On accounting for firm and worker 

characteristics, the paper establishes that unionized workers‘ wages are 9-22 per cent 

higher than those of non-union workers. In particular, the wage gain at upper end is 

greater than that at lower end of wage distribution. Using the similar empirical method, 

Tom (2014) raises the question on the union wage gap among small and medium non-

state manufacturing firms in Viet Nam. The author finds the evidences that union 

members benefit from higher wages and more chance to claim the social benefits. By 

case-study method on ten Vietnamese firms, Clarke et al. (2007) suggest that workers in 

firm with trade unions have ability to negotiate wages which can be about 5 per cent 

higher than those in firms without unions. 

Another line of research concerns the role of union at the aggregate and disaggregate 

level. On the aggregate level, Bertola et al. (2007) studies the correlation between youth 

employment and unionization by one theoretical model of collective wage setting. In 
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particular, the unionization can reduce employment more for groups with relatively elastic 

labour supply such as young people, together with older individuals and women. The 

result is confirmed by empirical evidences of 17 OECD economies over 1960-1996. 

Rigby and Calavia (2017) examine the role of institutional resources as source of power 

available to trade unions in three Southern European countries, including Greece, Portugal 

and Spain. They argue that the institutional security is an essential platform for unions 

seeking to develop other sources of power.  

Since these aforementioned papers emerges from using the aggregate data such as at 

country level, the results are sensitive to endogeneity as inherent in the trade union-labour 

outcome nexus, that is workers tend to work for firms with trade union, due to higher 

perceived wages. And the problem can be addressed by employing disaggregated data, 

such as on provincial-level data sample. Following this line of research, Budd et al. 

(2014), on one provincial-level data from the period of 1994-2008, find that union density 

is not correlated with average wage levels, but is positively associated with aggregate 

productivity and output. On one empirical study for Russia, Gimpelson, Kapelyushnikov 

and Lukyanova (2010) explores the impact of variations across regions and across time 

periods in enforcement of employment protection laws on labour market outcomes. They 

reveal the evidences that these variations can translate into better labour performances. 

Baranowska and Gebel (2010) solves the problem of endogeneity on regression by using 

comparative micro data from the 2004 European Union Labour Force Survey for twenty-

three European countries to research on the role of labour market institutions on the youth 

employment. They show that the collective bargaining coverage, which is a proxy of 

insider-outsider cleavages, is positively correlated with the relative temporary 

employment risk of young persons.  

Furthermore, there are also papers concerning the interaction of union with other 

institutional aspects. By evidences on a pooled cross-section time-series data set 

comprising 17 OECD countries over 1975-2000, Neumark and Wascher (2004) show that 

the unemployment among youths can be caused by the effectiveness of minimum wage, 

and the problem is even exaggerated by higher union density. The authors also find that 

more restrictive labour standards and higher union coverage amplifies the disemployment 

effects of minimum wages, while employment protection laws and active labour market 

policies designed to bring unemployed individuals into the work force are helpful to offset 

these effects. Overall, the disemployment effects of minimum wages are strongest in the 

countries with the least regulated labour markets. Lurie (2013) analyzes the flexicurity 

approach, which combines the unionisation and social dialogue to promote the 
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employability on the case of Israel. The findings reinforce some of the main criticisms on 

the flexicurity approach showing the limitations of unions and social dialogue in 

promoting employability security for senior workers. Moreover, the findings reinforce the 

destructive effects of flexicurity rhetoric - which is not accompanied by real security - on 

senior workers.  

Ryan (2001) stresses the difference across countries on institutions and labour 

market position of young people as main determinants of their labour market outcomes. 

The author also suggests that developing nationally appropriate institution is indispensable 

policy to improve school-to-work transitions. On Sachs and Smolny (2015), the combined 

effects of powerful unions and a coordinated wage bargaining system are beneficial for 

older people and harmful to youth employment. Their evidence suggests the significantly 

negative impact of employment protection for regular jobs on young people. On case of 

Russia, Demidova et al. (2013) utilizes the eastern and western regions to examine the 

determinants of young unemployment. They find out four types of key variables, 

including demographic situation, migration processes, economic situation and export-

import activity.  

3. The development of trade unions in Vietnam 

As one core stone of labour market institution, the trade unions experience one 

dynamic path of reforms in Vietnam for the past decades. The Trade Union Law was first 

introduced in 1990. Moreover, the Vietnam Federation of Trade Unions (VFTU) was 

renamed as Vietnam General Confederation of Labour (VGCL), as one evidence 

promoting democracy on the activity of trade unions in Viet Nam. According to the law, a 

trade union only needs to inform the government body or related organization about its 

establishment.  

In 1994, Vietnam adopted one new Labour Code, which was then amended in 2002. 

The Code establishes one framework to regulate the employment relations, on accounting 

for the individual labour contracts and collective agreements. It also protects the 

employees from overexploitation by explicitly determining the rest‘s length and meal 

breaks, the maximum length of working week as six eight-hour days and other benefits for 

workers. Especially, the code set up the minimum wage, which is different across region 

and sector, with the minimum wage for foreign-owned firms being more than double that 

to be paid by domestic employers. In 2002, the amendment of the Code focused more 

precisely the admissible forms of labour contract, raised the rates of overtime pay and 

added one rule that all employers facilitate the establishment of one trade union 

organization within six months after business establishment.  
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In early 2013, the Amended Labour Code (ALC) and the new Union Law (NUL) 

both became effective. The ALC expresses that the trade unions serve to represent and 

protect the lawful and legitimate rights and interests of trade union members and workers; 

take part in negotiating, signing, and monitoring the implementation of regulations related 

to workers such as work norms, and wage payment. The representatives of trade union, 

besides protecting the rights and interests of their members, also participate in compliance 

procedures in the NUL, including the implementation of regimes and policies for the 

employees. Moreover, the NUL not only specifies the functions, tasks, and participation 

of trade unions in inspecting, supervising, and monitoring the activities of agencies, 

organizations, and enterprises, but also represent the rights of employees to participate on 

the trade union activities.  

Compared to the Trade Union Law implemented in 1994, the NUL makes some 

new progress. It sets up the rule that all companies, both foreign-invested and local, must 

pay a mandatory union fee of 2 per cent of the total payroll as a social insurance 

contribution, even in the firms without trade unions. The rule results on more 

centralization of the ownership of all trade union assets under the VGCL. Moreover, the 

NUL states that the immediate upper-level trade union has the right and obligation to 

represent and protect the legitimate and lawful rights and interests of workers on case of 

lacking grassroot trade union.  

There are also difference between the trade union characteristics in Vietnam and that 

in the western economies. Clarke et al. (2007) show that, in Vietnam, the authorities are 

still confined within the legalistic framework of the state-socialist era. Moreover, the trade 

unions do not have tendency to stand up to employers on behalf of their members. And 

domestic workers prefer the direct action over the representative industrial relations 

structures. One common assessment by some researchers is that the unions in Vietnam, as 

in other communist countries, are supposed to be both on behalf of members and of public 

authorities. However, Grosse (2015), by using data from the World Value Survey, show 

that trade union members in the communist countries are in general not less representative 

for the wider labour force than in the liberal-democratic countries. The reason can rely on 

the crucial role of the interaction between workers and authorities on shaping the 

performance of trade union. Indeed, Clarke and Pringle (2009) compare the performance 

of trade union between communist countries including Vietnam and China, with that of 

Russia, where the unions are independent. Their results prove that the form and extent of 

independent worker activism, and the response of the state to such activism are much 

more important than the legal and institutional aspects of industrial relations on 
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determining the trade union development. Therefore, the arrangement between workers 

and authorities is important for the results of trade union activities.  

4. Data and empirical strategy 

4.1. The data 

The primary data for empirical analysis is drawn from the labour force survey 

(LFS), which is conducted annually by Vietnam General Statistic Office (VGSO). This is 

individual-level data. Besides, union coverage at provincial level is computed from the 

Provincial Competitiveness Index (PCI) survey, which is conducted annually by Vietnam 

Chamber of Commerce and Industry (VCCI). The PCI survey aims to capture business 

environment facing the private business sector across 63 provinces/cities in Vietnam.
75

 

Also, the LFS is implemented nationwide, targeting all the 63 provinces/cities in Vietnam. 

Since 2011, it has been undertaken on a quarterly basis to provide more timely 

information on the labour markets. Annually, there are more than 800,000 individuals 

taken part in this survey, with equal number in each of the four quarters. Besides 

demographic characteristics, the survey collects detailed information and characteristics of 

three major groups of respondents: (i) the employed, (ii) the unemployed, and (iii) the 

people not in economic activities, such as students, housewives, and the retirees. For the 

employed, it has information on job characteristics such as work sector/industry, position, 

renumeration, work hours, job security related to labour contract and insurance. For the 

unemployed or the people not in economic activities, it has information on job search, 

characteristics of the last job before being unemployed, and reasons for not actively 

searching for a job. 

As this study targets youth employment, people aged from 15 to 29 in the four years 

from 2013 to 2016 are retained for empirical analysis. This age cohort yields ample time to 

capture diverse labour market outcomes of the youth, and is consistent with the age cohort 

in the International Labour Organization‘s school-to-work transition survey. After trimming 

the top and bottom 1 percent of wage and work hour distribution, there are 67,266 

employed people, 81,619 in the labour force, and 249,971 people in the working population 

aged from 15 to 29. Table A1 in the appendix gives out summary statistics of these three 

difference cohorts, and Tables A2 details proportions of individuals across age cohorts.  

Table 1 details definition of all the variables used in the empirical analysis. It 

comprises trade union coverage, employment status, multi-dimensional labour market 
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outcomes related to wage rate, work hour, having labour contract and insurance, work 

experience, job sector, and demographic characteristics such as age, gender, household 

position, marital status. Besides the trade union coverage, which is measured at the 

provincial level, all the other variables are at the individual level.  

Table 1: Definition of variables 

Variable Definition  

Union coverage The percentage of privately-owned firms that establish trade union 

at a given provincial level 

Employment 

status  

A person's work status, which is equal to 1 for those being 

employed, and 0 otherwise 

Log(Wage rate) Natural logarithm of a person's hourly wage rate, which is originally 

in thousand Vietnam dong  

 Wage rate A person's hourly wage rate, in thousand Vietnam dong 

Log(Work hour) Natural logarithm of a person's work hours per week 

 Work hour A person's work hours per week 

Having contract A person's job security, which is equal to 1 for those having 

contract, and 0 otherwise 

Having 

insurance 

A person's job security, which is equal to 1 for those having social 

insurance, and 0 otherwise 

Household head A person's household status, which is equal to 1 for those being 

household's head, and 0 otherwise  

Gender A person's gender, which is equal to 1 for males, and 0 for females 

Age A person's age in years 

Marital status  A person's marital status, which is equal to 1 for being married, and 

0 otherwise 

Table 2 presents individual characteristics and multi-dimensional labour market 

outcomes of the youth in the 4-year period from 2013 to 2016. Among them, the 

employment status, or the employment rate was stable at 78% in the first two years, 2013-

2014, then increased to 84% and 87% in the following two years, 2015-2016. The average 

wage rate increased 30%, from VND16,980 in 2013 to VND20,840 in 2016. In the 

meantime, the average work hours per week decreased slightly from 49.06 hours to 48.75 

hours. With respect to job security, the percentage of the youth having labour contract was 

low at 58% in 2013, 60% in 2014, 56% in both 2015 and 2016. The percentage of the 

youth having insurance was even lower, not more than 40% throughout the study period. 
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Male respondents accounted for 49% of the sample in 2013-2014 and 50% in 2015-2016. 

The proportion of the youth getting married increased from 15% in 2013 to 19% in 2016.  

Table 2: Summary statistics, 2013-2016 

Variable 2013 2014 2015 2016 

Mean Std. 

Dev. 

Mean Std. 

Dev. 

Mean Std. 

Dev. 

Mean Std. 

Dev. 

Employment status 

(Having employed = 1) 

0.78 0.41 0.78 0.42 0.84 0.37 0.87 0.34 

Log(Wage rate) 2.77 0.35 2.87 0.35 2.90 0.36 2.98 0.34 

 Wage rate 16.98 6.22 18.66 6.77 19.33 7.08 20.84 7.21 

Log(Work hour) 3.88 0.17 3.87 0.18 3.87 0.18 3.87 0.16 

 Work hour 49.06 7.52 48.66 7.85 48.64 7.76 48.75 7.16 

Having contract 0.58 0.49 0.60 0.49 0.56 0.50 0.56 0.50 

Having insurance 0.35 0.48 0.37 0.48 0.37 0.48 0.40 0.49 

Household head 0.03 0.18 0.03 0.17 0.05 0.23 0.05 0.22 

Gender (Male = 1) 0.49 0.50 0.49 0.50 0.50 0.50 0.50 0.50 

Age 19.75 4.00 19.82 4.02 20.28 4.17 20.29 4.28 

Marital status (married = 1) 0.15 0.36 0.16 0.36 0.19 0.39 0.19 0.39 

Notes: Wage rate is in thousand Vietnam dong per work hour. Work hour is the number of work 

hours per week. 

The trade union coverage was low throughout the study period. The percentage of 

private domestic businesses having trade unions was 17.7% in 2013, 20.8% in 2014, 

21.4% in 2015, and 22.4% in 2016. There are big gaps in trade union coverage across 

provinces, and these gaps seem not narrow over time. For example, in 2013 the lowest-

covered province had 4.8% of private domestic firms having trade unions, while the 

highest was 39.5% in the highest-covered one. In 2016, the percentages were 10.3 % in 

the lowest-covered province, and 47.7% in the highest-covered province. It is noteworthy 

that the trade union coverage was persistently higher in the northern region, while the 

south was catching up with the central. In 2016 there were 25.2% of private domestic 

firms having trade unions in the north, while the rates were 20.5% in the south and 20.7% 

in the central. Table 3 details trade union coverage across three major regions in the period 

2013-2016.  
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Table 3: Trade union coverage 2013-16, by region 

Year Mean Std. Dev. Min Max 

Year 2013 0.177 0.065 0.048 0.395 

 North 0.204 0.069 0.082 0.395 

 Central 0.184 0.046 0.070 0.258 

 South 0.132 0.055 0.048 0.295 

Year 2014 0.208 0.067 0.058 0.370 

 North 0.238 0.053 0.153 0.370 

 Central 0.185 0.060 0.058 0.310 

 South 0.192 0.076 0.080 0.329 

Year 2015 0.214 0.070 0.077 0.372 

 North 0.244 0.063 0.128 0.360 

 Central 0.197 0.068 0.077 0.372 

 South 0.190 0.069 0.101 0.346 

Year 2016 0.224 0.068 0.103 0.477 

 North 0.252 0.067 0.165 0.477 

 Central 0.207 0.065 0.108 0.308 

 South 0.205 0.065 0.103 0.337 

Total 0.206 0.069 0.048 0.477 

4.2. The empirical strategy 

The benchmark models 

There are two benchmark models used in the empirical analysis. The first deals with 

the effects of trade union coverage on employment status, hourly wage rate and work 

hours. It details as follows. 

                                                              

                        is the diverse labour market outcomes of individual   

in in province   in year  , including employment status, employed or not, the natural 

logarithm of hourly wage rate and work hours per week.      is the vector of additional 

control covariates of individual   in year  , including individual characteristics, such as 

household position, gender, age, marital status and educational levels, and job 

characteristics, such as work experience and job sector.      is the usual random error. 

There are two model specifications with each labour market outcome. The first is the 

baseline specification without fixed effects, and the second with the quarter - and industry 
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- fixed effects.
76

 The inclusion of these effects is important to control for economic shocks 

over time, and large differences in labour market outcomes for people working in different 

industries. For example, people working in the service sector could have different labour 

market outcomes compared to those working in the manufacturing sector, due to market 

demand and skill requirements. The model (1) above uses the standard ordinary least 

squares (OLS) estimator for pooled data in the 4-year period 2013-2016. 

The second benchmark model examines the effects of provincial trade union 

coverage on job security, including having labour contract and insurance. It details as 

follows. 

                                                        

                is represent the stability and protection of a current job, apart from 

wage rates and work hours. It includes either having labour contract or insurance, which is 

denoted by a dummy variable, equal to 1 for having contract or insurance, and 0 

otherwise. All the other explanatory covariates are explained as above. Given the binary 

choice of the dependent variable, the model (2) is estimated by the probit procedure. 

For the second research question, individual labor contract is interacted with union 

coverage to seek whether this interactive term might affect the labor market outcomes, 

which could be either wage rate or work hour. All other notations are defined above. 

                       

                                        

                                                             

Controlling for selection bias and unobserved heterogeneity 

One issue of the two benchmark models above is selection bias associated with the 

dependent variables. The employability, labour market outcomes, and job security of a 

certain young person are determined not only by his or her capability and characteristics, 

but also by his or her motivations to work. Their motivations might be affected by gender, 

marital status and educational levels. For example, a female or married person might 

choose not to work, as they have stronger family commitments than the male or 

unmarried counterparts. Similarly, a person with higher educational levels might have 

greater job search due to their expected higher returns and larger investments in human 

                                           
76

 We do not control for province-fixed effects since union coverage at province level could to some extent account for 

the level of socio-economic development across provinces. To address this issue, in the robustness section, we include 

per-labor gross domestic product (GDP) across provinces to validate the main results. 
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capital. For these reasons, it is essential to control for selection bias associated with the 

two benchmark models above. In this study, we employ the Heckman two-part procedure 

to address the selection biases (if present). In the selection equation, we use gender, 

marital status, and educational levels as explanatory variables. 

For unobserved heterogeneity, we use per-labour GDP at provincial level to control 

for differed socio-economic conditions across provinces. The GDP is adjusted for 

inflation by using 2010 base price.
77

 In addition, per-capital GDP is better captured labour 

productivity at provincial level, other than per-capital GDP. Controlling for labour 

productivity at provincial level is important since union coverage might be confounded 

with this variable; namely, the provinces with higher labour productivity are likely to have 

a larger proportion of firms having trade union. If present, the youth‘s labour market 

outcomes are not affected by union coverage, but labour productivity at provincial level.  

5. Results and discussions  

In section, we first examine the effects of provincial trade union coverage on the 

youth‘s labour market outcomes and job security. We then run additional specifications to 

control for selection bias and unobserved heterogeneity. 

5.1. Effects of provincial trade union coverage on the youth’s labour market 

outcomes and job security 

Table 4 examines the effects of provincial trade union coverage on three different 

labour market outcomes of the youth. The first outcome is employment status, or 

probability of being employed, while the second and third are wage rate and work hour. 

There are two specifications in each outcome, with and without fixed effects. 

Specification (4.1) shows that provincial trade union coverage is associated with higher 

employment status of the youth. The full specification with quarter-, industry-fixed effects 

validate this result, but the estimated coefficient is smaller in magnitude. Specifically, by 

average marginal effect (not reported here), one-percent higher union coverage raises the 

probability of being employed by 14 percent. With respect to other individual 

characteristics, the estimated coefficients look similar in magnitude across the 

specifications (4.1) and (4.2). The probability of being employed is higher among 

household heads, males, and married people. Age seems to have a U-shaped effect on the 

youth‘s employment status, as aging enhances the probability of being employed. It is 

                                           
77

 The per-labour GDP at provincial level is provided by Vietnam General Statistic Office, which is consolidated from 

the annual Provincial Statistical Yearbook. Due to data limitation, only data from 2013 to 2015 are collected.  
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worth noting that educational levels have marked negative effects on the probability of 

being employed among the youth. 

Table 4: Effect of trade union coverage on employment status, wage rate, and work hour 

Dependent 

variable: 

(4.1) (4.2) (4.3) (4.4) (4.5) (4.6) 

Employment 

status 

Employment 

status 

Log(Wage 

rate) 

Log(Wage 

rate) 

Log(Work 

hour) 

Log(Work 

hour) 

Union coverage 0.834*** 0.599*** 0.493*** 0.342*** 0.048*** 0.044*** 

  (0.082) (0.083) (0.018) (0.018) (0.010) (0.010) 

Household head 0.354*** 0.351*** 0.058*** 0.059*** -0.006** -0.004 

  (0.029) (0.029) (0.005) (0.005) (0.003) (0.003) 

Gender 0.042*** 0.048*** 0.160*** 0.116*** 0.006*** 0.016*** 

  (0.011) (0.011) (0.003) (0.003) (0.001) (0.002) 

Age -0.080*** -0.087*** 0.058*** 0.049*** 0.006** 0.005** 

  (0.021) (0.021) (0.005) (0.005) (0.003) (0.003) 

Age squared 0.004*** 0.004*** -0.001*** -0.001*** -0.0001** -0.0001* 

  (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

Marital status 0.244*** 0.249*** 0.026*** 0.025*** -0.003* -0.002 

  (0.014) (0.014) (0.003) (0.003) (0.002) (0.002) 

Education level: Reference to secondary     

Higher secondary -0.213*** -0.221*** 0.017*** 0.014*** -0.001 -0.002 

 (0.016) (0.016) (0.003) (0.003) (0.002) (0.002) 

Secondary 

vocational 

-0.616*** -0.550*** 0.025*** 0.053*** -0.010*** -0.010*** 

 (0.019) (0.020) (0.004) (0.004) (0.002) (0.002) 

College  -0.863*** -0.855*** 0.084*** 0.070*** -0.018*** -0.013*** 

 (0.020) (0.020) (0.005) (0.005) (0.003) (0.003) 

Higher education -1.099*** -1.094*** 0.230*** 0.203*** -0.043*** -0.033*** 

 (0.018) (0.018) (0.005) (0.005) (0.002) (0.002) 

Work experience: Reference to less than 1 year    

1 - 5 years   0.146*** 0.142*** 0.011*** 0.011*** 

   (0.003) (0.003) (0.002) (0.002) 

5 - 10 years   0.227*** 0.218*** 0.015*** 0.018*** 

   (0.005) (0.005) (0.003) (0.003) 

More than 10 

years 

  0.238*** 0.223*** 0.033*** 0.035*** 

   (0.012) (0.012) (0.007) (0.007) 

Job sector: Reference to sole proprietorship    

Privately-owned   0.087*** 0.103*** 0.018*** 0.013*** 

   (0.003) (0.003) (0.002) (0.002) 

Quarter-specific 

effect 

No Yes No Yes No Yes 

Industry-specific 

effect 

No No No Yes No Yes 

No. of 

observations 

81,619 81,619 67,255 67,255 67,255 67,255 

R-squared 0.120
a 

0.128
a 

0.213 0.275 0.008 0.030 

Log Pseudo-

likelihood 

-33,432 -33,128         

Notes: Robust standards errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1. a 

Pseudo R-squared. 
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The provincial trade union coverage has a positive effect on the wage rate, in both 

specifications with and without fixed effects, (4.3) and (4.4). Specifically, in the full 

specification (4.4), one-percent increase in the provincial trade union coverage increases 

the wage rate by 34 percent. This result supports the positive role played by trade unions 

in determining wage rates at the provincial level. The positive effect of trade union 

coverage on wage rates is consistent with that suggested by Torm (2018) in Vietnam and 

Yao and Zhong (2013) in China. However, our study differs to their ones in using the 

trade union coverage at the provincial level, other than union coverage measured at the 

individual or firm level. The provincial union coverage is believed to be less prone to 

endogeneity at the individual or firm level, as trade unions are more likely to establish in 

the high paid firms or industries.  

Regarding other control variables in specification (4.4), there is a large gender wage 

gap; namely, males have about 12 percent higher wages than females. Household heads 

and married people also have slightly higher wages than those without household head 

position and being unmarried, and there is an inverted U-shape relationship between age 

and wage rates. Educational levels and work experiences are likely to benefit the youth‘s 

wage rates. For example, the full specification shows that people with university and 

college education have respectively about 20% and 7% higher wages than those with 

secondary education. Employees working in the private companies with formal business 

registration has higher wage rates than those working in the sole proprietorship sector, 

mostly family businesses without formal business registration. 

Similar to the effect of trade union coverage on the employment status, its effect on 

the youth‘s work hour is positive and statistically significant in both the specifications 

with and without fixed effects. For example, specification (4.6) suggests that one-percent 

increase in union coverage raises work hour by approximately 4 percent. With respect to 

other control individual covariates, the estimated coefficients are qualitatively the same 

between (4.5) and (4.6). For example, males have more work hours than females; and the 

youth with higher educational levels are associated with less work hours.  

The above has shown that the provincial trade union coverage has a significantly 

positive effect on employment status, wage rate, and work hour in both the specifications 

with and without fixed effects. Table 5 deals with the interplay between union coverage 

and two aspects of job security; namely, having labor contract and social insurance. There 

are four different specifications in this table, and all of them indicate the positive 

relationship between the density and job security. The higher the union coverage is the 

larger the probability the youth is secured with labor contracts and social insurance. This 
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positive effect remains unchanged across specifications, with and without fixed effects. 

For example, the average marginal effects (not reported here) show that one-percent 

increase in the provincial trade union coverage is associated with 19 percent higher 

probability of having labor contracts. Similarly, the interplay with having social insurance 

is even higher; 31 percent.  

Table 5: Effect of trade union coverage on job security 

Dependent variable: (5.1) (5.2) (5.3) (5.4) 

Having contract Having contract Having insurance Having insurance 

Union coverage 1.397*** 1.100*** 1.954*** 1.435*** 

  (0.096) (0.102) (0.090) (0.094) 

Household head -0.001 0.028 0.133*** 0.153*** 

  (0.025) (0.025) (0.023) (0.023) 

Gender -0.340*** -0.104*** -0.296*** -0.126*** 

  (0.014) (0.016) (0.013) (0.014) 

Age 0.091*** 0.114*** 0.104*** 0.135*** 

  (0.026) (0.027) (0.026) (0.027) 

Age squared -0.002*** -0.002*** -0.002*** -0.002*** 

  (0.001) (0.001) (0.001) (0.001) 

Marital status -0.020 -0.036** 0.050*** 0.026* 

  (0.015) (0.016) (0.014) (0.015) 

Education level: Reference to secondary      

Higher secondary 0.308*** 0.320*** 0.135*** 0.179*** 

  (0.016) (0.017) (0.016) (0.017) 

Secondary vocational 0.417*** 0.499*** 0.148*** 0.363*** 

  (0.022) (0.024) (0.021) (0.022) 

College  0.581*** 0.732*** 0.321*** 0.540*** 

  (0.027) (0.029) (0.023) (0.025) 

Higher education 0.685*** 0.923*** 0.551*** 0.836*** 

  (0.026) (0.028) (0.021) (0.023) 

Work experience: Reference to less than 1 year  

1 - 5 years 0.369*** 0.400*** 0.786*** 0.819*** 

 (0.017) (0.018) (0.017) (0.018) 

5 - 10 years 0.382*** 0.433*** 1.106*** 1.138*** 

 (0.025) (0.027) (0.025) (0.026) 

More than 10 years 0.129** 0.178*** 0.891*** 0.943*** 

 (0.063) (0.066) (0.065) (0.065) 

Job sector: Reference to sole proprietorship  

Privately-owned 2.362*** 2.188*** 2.396*** 2.194*** 

 (0.014) (0.016) (0.023) (0.024) 

Quarter-specific effect No Yes No Yes 

Industry-specific effect No Yes No Yes 

No. of observations 67,255 67,233 67,255 67,255 

Pseudo R-squared 0.516 0.545 0.393 0.425 

Log Pseudo-likelihood -22,227 -20,898 -27,050 -25,634 

Notes: Robust standards errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1. 
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Young people having a job in the province with larger trade union coverage tends to 

have a higher probability of having labor contracts and social insurance. This reiterates the 

role of trade unions in job protection. The result is encouraging provided that the 

percentages of the youth having labor contracts and social insurance in the private 

business sector are very low in the study period. With respect to the other control 

variables in Table 5, the male youth have a lower probability of having contract and social 

insurance than the female youth, as the estimated coefficient for Gender is nagative and 

highly significant at 1%. Age has an inverted U-shaped effect on job secutiry, and this 

effect remains unchanged in all the specifications from (5.1) to (5.4). The married youth 

have a lower probability of having contract but a higher probability of having social 

insurance. The youth with higher educational levels have consideraby larger probabilities 

of having labour contract and social insurance, compared to the reference group of 

econdary education. Finally, richer work experiences are associated with higher 

probabilities of having contract and social insurance, but this effect diminishes with more 

than 10 years of work experience.  

Regarding about the second research question of the complementary effect of union 

coverage and individual labor contracts, Table 6 below shows that both have independent 

and positive effects on wage rate and work hour, in the specifications with and without 

fixed effects. However, the estimated coefficients for the interactive terms are positive and 

statistically significant only in (6.1) and (6.2), concerning wage rate effects, not work 

hour. For example, in the full specification (6.2), having individual labor contract in 

associated with about 10 percent higher wage rate for a given union coverage at provincial 

level. All the other individual control variables have qualitatively the same estimated 

coefficients as Table 4.  

Table 6: Complementary effect of union coverage and labor contract 

Dependent variable: 

(6.1) (6.2) (6.3) (6.4) 

Log(Wage 

rate) 

Log(Wage 

rate) 

Log(Work 

hour) 

Log(Work 

hour) 

Union coverage 0.434*** 0.269*** 0.052*** 0.061*** 

 (0.029) (0.029) (0.018) (0.018) 

Labor contract 0.052*** 0.062*** 0.025*** 0.022*** 

 (0.009) (0.009) (0.005) (0.005) 

Union coverage*Labor 

contract 

0.070* 0.098*** -0.016 -0.034 

 (0.037) (0.036) (0.021) (0.021) 

Household head 0.058*** 0.058*** -0.006** -0.004 
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Dependent variable: 

(6.1) (6.2) (6.3) (6.4) 

Log(Wage 

rate) 

Log(Wage 

rate) 

Log(Work 

hour) 

Log(Work 

hour) 

  (0.005) (0.005) (0.003) (0.003) 

Gender 0.165*** 0.117*** 0.007*** 0.016*** 

  (0.003) (0.003) (0.001) (0.002) 

Age 0.057*** 0.047*** 0.006** 0.005* 

  (0.005) (0.005) (0.003) (0.003) 

Age squared -0.001*** -0.001*** -0.0001** -0.0001* 

  (0.000) (0.000) (0.000) (0.000) 

Marital status 0.026*** 0.025*** -0.003* -0.002 

  (0.003) (0.003) (0.002) (0.002) 

Education level: Reference to secondary 

Higher secondary 0.013*** 0.009*** -0.002 -0.003* 

 (0.003) (0.003) (0.002) (0.002) 

Secondary vocational 0.020*** 0.045*** -0.012*** -0.011*** 

 (0.004) (0.004) (0.002) (0.002) 

College  0.076*** 0.058*** -0.021*** -0.015*** 

 (0.005) (0.005) (0.003) (0.003) 

Higher education 0.222*** 0.189*** -0.046*** -0.035*** 

 (0.005) (0.005) (0.002) (0.002) 

Work experience: Reference to less than 1 year  

1 - 5 years 0.142*** 0.136*** 0.009*** 0.010*** 

 (0.003) (0.003) (0.002) (0.002) 

5 - 10 years 0.222*** 0.211*** 0.014*** 0.017*** 

 (0.005) (0.005) (0.003) (0.003) 

More than 10 years 0.236*** 0.220*** 0.033*** 0.034*** 

 (0.012) (0.012) (0.007) (0.007) 

Job sector: Reference to sole proprietorship   

Privately-owned 0.037*** 0.046*** 0.002 0.003 

 (0.004) (0.004) (0.002) (0.002) 

Quarter-specific effect No Yes No Yes 

Industry-specific effect No Yes No Yes 

No. of observations 67,255 67,255 67,255 67,255 

R-squared 0.216 0.280 0.010 0.031 
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5.2. Controlling for selection bias and unobserved heterogeneity 

For selection bias 

The various labour market outcomes of the youth could be affected by the selection 

bias as indicated in the empirical strategy section. In this section, Table 7 and Table 8 give 

out the empirical results that control for the selection bias in the determination of various 

labour market outcomes and job secutiry. Table 7 replicates Table 4, but controls for the 

slection bias. To save space, the estmated results for the selection equation are not 

reported here, but would be provided upon request. The empirical results in Table 7 look 

qualitatively the same as those reported in Table 4. Among them, the full specifications 

reconfirm the positive and significant effects of trade union coverage on employment 

status, wage rates, and work hour. The Wald test of independent equations show 

evidences of selection bias in the benchmark model (1) above, though less statistically 

significant in specifications (7.5) and (7.6). All the other coltrol variables related to 

individual and job characteristics are qualitatively the same as those reported in Table 4.  

Table 7: Effects of trade union coverage on employment status, wage rate, and work 

hour (controlling for section bias) 

Dependent variable: 

(7.1) (7.2) (7.3) (7.4) (7.5) (7.6) 

Employment  

status 

Employment  

status 

Log 

(Wage rate) 

Log 

(Wage rate) 

Log 

(Work hour) 

Log 

(Work hour) 

Union coverage 0.779*** 0.558*** 0.493*** 0.343*** 0.048*** 0.044*** 

  (0.077) (0.078) (0.018) (0.018) (0.010) (0.010) 

Household head 0.328*** 0.325*** 0.058*** 0.058*** -0.006** -0.004 

  (0.028) (0.028) (0.005) (0.005) (0.003) (0.003) 

Gender 0.196*** 0.199*** 0.176*** 0.135*** 0.007*** 0.018*** 

  (0.015) (0.015) (0.004) (0.005) (0.002) (0.002) 

Age -0.050** -0.057*** 0.059*** 0.051*** 0.006** 0.006** 

  (0.020) (0.020) (0.005) (0.005) (0.003) (0.003) 

Age squared 0.003*** 0.003*** -0.001*** -0.001*** -0.0001** -0.0001** 

  (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 

Marital status 0.509*** 0.510*** 0.0578*** 0.0647*** 0.000 0.001 

  (0.023) (0.023) (0.007) (0.008) (0.002) (0.002) 

Educational level Ye Yes Yes Yes Yes Yes 

Work experience No No Yes Yes Yes Yes 

Job sector No No Yes Yes Yes Yes 

Quarter-specific effect No Yes No Yes No Yes 

Industry-specific effect No No No Yes No Yes 

No. of observations 249,971 249,971 249,971 249,971 249,971 249,971 

Log Pseudo-likelihood -156,560 -156,256 -140,020 -137,236 -99,341 -98,591 

Wald test of 

independent equations 

162.5 163.9 21.6 30.9 5.0 4.8 

Notes: Robust standards errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1. 

In controlling for selection bias, the three variables of gender, marital status, and 

educational levels are employed, as they might affect the youth's motivation to work. 



  

 

 

1050 

Table 8 replicates Table 5 but controls for the selection bias in the interplay between 

trade union coverage and job security in terms of having labour contract and social 

insurance. The estimated results reconfirm the finding articulated in Table 5 that trade 

union coverage has positive effects on the probability of having labour contracts and 

social insurance among the youth. However, marital status no longer have significant 

effects on job security, as indicated in the specification (8.2). Table 9 replicates Table 6 

but controlling for selection bias. The estimated results support the baseline results in 

Table 6 that union coverage and individual labor contract have complementary effects on 

wage rate, but not work hour.  

Table 8: Effect of trade union coverage on job security (controlling for selection bias) 

Dependent variable: 

(8.1) (8.2) (8.3) (8.4) 

Having 

contract 

Having 

contract 

Having 

insurance 

Having 

insurance 

Union coverage 1.371*** 1.095*** 1.942*** 1.426*** 

  (0.097) (0.102) (0.090) (0.094) 

Household head -0.00405 0.0267 0.130*** 0.150*** 

  (0.024) (0.025) (0.023) (0.023) 

Gender -0.242*** -0.060* -0.242*** -0.071* 

  (0.054) (0.035) (0.033) (0.036) 

Age 0.098*** 0.118*** 0.110*** 0.141*** 

  (0.025) (0.027) (0.026) (0.027) 

Age squared -0.002*** -0.002*** -0.002*** -0.002*** 

  (0.001) (0.001) (0.001) (0.001) 

Marital status 0.163* 0.0523 0.157*** 0.137** 

  (0.094) (0.065) (0.060) (0.068) 

Educational level Yes Yes Yes Yes 

Work experience Yes Yes Yes Yes 

Job sector Yes Yes Yes Yes 

Quarter-specific effect No Yes No Yes 

Industry-specific effect No Yes No Yes 

No. of observations 249,971 249,971 249,971 249,971 

Log Pseudo-likelihood -143,931 -142,604 -148,756 -147,339 

Wald test of independent 

equations 

3.8 2.0 3.3 2.8 

Notes: Robust standards errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1. 

In controlling for selection bias, the three variables of gender, marital status, and 

educational levels are employed, as they might affect the youth's motivation to work. 
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Table 9: Complementary effect of union coverage and labor contract (controlling for 

selection bias) 

Dependent variable:  (9.1) (9.2) (9.3) (9.4) 

Log(Wage 

rate) 

Log(Wage 

rate) 

Log(Work 

hour) 

Log(Work 

hour) 

Union coverage 0.435*** 0.269*** 0.053*** 0.061*** 

 (0.029) (0.029) (0.018) (0.018) 

Labor contract 0.052*** 0.062*** 0.025*** 0.022*** 

 (0.009) (0.009) (0.005) (0.005) 

Union coverage*Labor 

contract 

0.069* 0.098*** -0.016 -0.034 

 (0.037) (0.036) (0.021) (0.021) 

Household head 0.058*** 0.058*** -0.006** -0.004 

  (0.005) (0.005) (0.003) (0.003) 

Gender 0.180*** 0.137*** 0.009*** 0.018*** 

  (0.004) (0.005) (0.002) (0.002) 

Age 0.058*** 0.049*** 0.006** 0.005** 

  (0.005) (0.005) (0.003) (0.003) 

Age squared -0.001*** -0.001*** -0.0001** -0.0001* 

  (0.000) (0.000) (0.000) (0.000) 

Marital status 0.058*** 0.066*** 0.0004 0.001 

  (0.008) (0.008) (0.002) (0.002) 

Educational level Yes Yes Yes Yes 

Work experience Yes Yes Yes Yes 

Job sector Yes Yes Yes Yes 

Quarter-specific effect No Yes No Yes 

Industry-specific effect No Yes No Yes 

No. of observations 249,971 249,971 249,971 249,971 

Log pseudo-likelihood -139,874 -137,000 -99,290 -98,567 

Wald test of independent 

equations 

19.72 28.48 4.51 4.47 

Notes: Robust standards errors are in parentheses. *** p<0.01, ** p<0.05, * p<0.1. 

In controlling for selection bias, the three variables of gender, marital status, and 

educational levels are employed, as they might affect the youth's motivation to work. 
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For unobserved heterogeneity 

Tables 10-12 replicate tables 4-6 but controlling for unobserved heterogeneity across 

provinces. Per-labor GDP at provincial level is employed to account for differed labor 

productivity across provinces. It should be noted that per-labor GDP is available from 

2013 to 2015 only, so the number of observations is dropped across specifications. 

Empirical results in tables 10-12 reconfirm the baseline results in table 4-6, where union 

coverage positively affect the youth‘s multi-dimensional labor market outcomes, ranging 

from employment status, wage rate, to work hour and job security. In addition, union 

coverage is complementary to individual labor contract in determining wage rate. In all 

the specification, per-labor GDP is positively associated with labor market outcomes, 

except for a negative effect on work hour. All other control individual variables have 

expected-sign effects. To save space, we do not present estimated results for educational 

level, work experience, and job sector, but these could be provided upon request.  

Table 10: Effects of trade union coverage on employment status, wage rate, and work 

hour (controlling for unobserved heterogeneity) 

Dependent variable: 

(10.1) (10.2) (10.3) (10.4) (10.5) (10.6) 

Employment 

status 

Employment 

status 

Log(Wage 

rate) 

Log(Wage 

rate) 

Log(Work 

hour) 

Log(Work 

hour) 

Union coverage 0.489*** 0.395*** 0.393*** 0.302*** 0.039*** 0.039*** 

  (0.098) (0.099) (0.023) (0.022) (0.013) (0.013) 

Household head 0.304*** 0.297*** 0.035*** 0.034*** -0.005 -0.003 

  (0.034) (0.034) (0.006) (0.005) (0.003) (0.003) 

Gender 0.044*** 0.048*** 0.165*** 0.121*** 0.005*** 0.015*** 

  (0.013) (0.013) (0.003) (0.003) (0.002) (0.002) 

Age -0.099*** -0.106*** 0.048*** 0.040*** 0.006* 0.006* 

  (0.025) (0.025) (0.006) (0.005) (0.003) (0.003) 

Age squared 0.004*** 0.004*** -0.0007*** -0.0006*** -0.0001* -0.0001* 

  (0.001) (0.001) (0.000) (0.000) (0.000) (0.000) 

Marital status 0.258*** 0.261*** 0.037*** 0.034*** -0.003* -0.002 

  (0.016) (0.016) (0.003) (0.003) (0.002) (0.002) 

Log(GDP per labor) 0.174*** 0.172*** 0.081*** 0.083*** -0.004*** -0.004*** 

  (0.011) (0.011) (0.002) (0.002) (0.001) (0.001) 

Educational level Yes Yes Yes Yes Yes Yes 

Work experience No No Yes Yes Yes Yes 

Job sector No No Yes Yes Yes Yes 

Quarter-specific effect No Yes No Yes No Yes 

Industry-specific effect No No No Yes No Yes 

No. of observations 56,664 56,664 45,588 45,588 45,588 45,588 

R-Squared 0.126 0.131 0.237 0.285 0.007 0.033 

Notes: Robust standards errors are in parentheses *** p<0.01, ** p<0.05, * p<0.1. 
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Table 11: Effect of trade union coverage on job security 

 (controlling for unobserved heterogeneity) 

Dependent variable: (11.1) (11.2) (11.3) (11.4) 

Having 

contract 

Having 

contract 

Having 

insurance 

Having 

insurance 

Union coverage 0.976*** 0.729*** 1.246*** 0.868*** 

  (0.121) (0.127) (0.114) (0.119) 

Household head -0.040 -0.007 0.0997*** 0.114*** 

  (0.029) (0.030) (0.028) (0.028) 

Gender -0.342*** -0.113*** -0.281*** -0.122*** 

  (0.017) (0.019) (0.016) (0.017) 

Age 0.081*** 0.102*** 0.070** 0.106*** 

  (0.030) (0.032) (0.031) (0.032) 

Age squared -0.001** -0.002** -0.001* -0.002** 

  (0.001) (0.001) (0.001) (0.001) 

Marital status -0.019 -0.040** 0.080*** 0.052*** 

  (0.019) (0.019) (0.017) (0.018) 

Log(GDP per labour) 0.153*** 0.132*** 0.244*** 0.257*** 

  (0.014) (0.014) (0.012) (0.013) 

Educational level Yes Yes Yes Yes 

Work experience Yes Yes Yes Yes 

Job sector Yes Yes Yes Yes 

Quarter-specific effect No Yes No Yes 

Industry-specific effect No Yes No Yes 

No. of observations 45,588 45,574 45,588 45,588 

R-Squared 0.503 0.532 0.384 0.414 

Notes: Robust standards errors are in parentheses *** p<0.01, ** p<0.05, * p<0.1. 
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Table 12: Complementary effect of union coverage and labor contract (controlling for 

unobserved heterogeneity) 

Dependent variable: (12.1) (12.2) (12.3) (12.4) 

Log(Wage 

rate) 

Log(Wage 

rate) 

Log(Work 

hour) 

Log(Work 

hour) 

Union coverage 0.348*** 0.240*** 0.052** 0.063*** 

  (0.035) (0.035) (0.022) (0.022) 

Labour contract 0.049*** 0.058*** 0.034*** 0.030*** 

  (0.011) (0.011) (0.006) (0.006) 

Union coverage*Labour 

contract 

0.059 0.089** -0.032 -0.047* 

  (0.045) (0.044) (0.026) (0.026) 

Household head 0.035*** 0.034*** -0.005 -0.003 

  (0.006) (0.005) (0.003) (0.003) 

Gender 0.169*** 0.122*** 0.007*** 0.016*** 

  (0.003) (0.003) (0.002) (0.002) 

Age 0.047*** 0.039*** 0.006* 0.005 

  (0.006) (0.005) (0.003) (0.003) 

Age squared -0.001*** -0.001*** -0.0001* -0.0001 

  (0.000) (0.000) (0.000) (0.000) 

Marital status 0.037*** 0.034*** -0.003* -0.002 

  (0.003) (0.003) (0.002) (0.002) 

Log(GDP per labour) 0.079*** 0.081*** -0.004*** -0.005*** 

  (0.002) (0.002) (0.001) (0.001) 

Educational level Yes Yes Yes Yes 

Work experience Yes Yes Yes Yes 

Job sector Yes Yes Yes Yes 

Quarter-specific effect No Yes No Yes 

Industry-specific effect No Yes No Yes 

No. of observations 45,588 45,588 45,588 45,588 

R-Squared 0.240 0.289 0.010 0.034 

Notes: Robust standards errors are in parentheses *** p<0.01, ** p<0.05, * p<0.1. 

6. Conclusion 

This study examines the effects of trade union coverage on the youth‘s multi-

dimensional labor market outcomes, including employment status, wage rate, work hour, 
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and job security. It also investigates the complementary effects of union coverage and 

individual labor contract on wage rate and work hour of the youth. Our study has three 

important findings. First, trade union coverage at the provincial level is positively 

associated with employment status, wage rate and work hour. One-percent higher union 

coverage raises the probability of being employed by 14 percent, and increases wage rate 

and work hour by about 34 percent and 4 percent, respectively. Second, union coverage 

helps increase the youth‘s job security in terms of having labor contract and social 

insurance. In particular, one-percent increase in union coverage raises the youth‘s 

probability of having contract and social insurance by 19 and 31 percent, respectively. 

Third, union coverage is complementary to individual labor contract in determining the 

youth‘s wage rate, not work hour. These three empirical results are robust to selection bias 

exhibited by the youth and unobserved heterogeneity across provinces.  

This paper contributes to the related literature of collective bargaining and youth 

employment, a cohort distinguished with high unemployment and high job turnovers. 

That our empirical results indicate positive associations between union coverage and the 

youth‘s multi-dimensional labour market outcomes would contribute to this young age 

cohort‘s smooth school-to-work transition, provided that the role of trade union is 

challenged both in developing and developed countries. Venues for further studies could 

be the relationship between collective bargaining and rent sharing, given increasing 

investment at firm level in developing countries.   
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Appendix 

Table A1: Summary statistics 

Variable No. of Obs Mean Std. Dev. Min Max 

Employment status (Having employed = 1) 81,619 0.82 0.38 0 1 

Log(Wage rate) 67,255 2.89 0.36 1.68 3.95 

 Wage rate 67,255 19.24 7.04 5.36 51.88 

Log(Work hour) 67,255 3.87 0.17 2.83 4.23 

 Work hour 67,255 48.76 7.54 17 69 

Having contract 67,255 0.57 0.49 0 1 

Having insurance 67,255 0.38 0.48 0 1 

Household head 249,971 0.04 0.20 0 1 

Gender (Male = 1) 249,971 0.50 0.50 0 1 

Age 249,971 20.06 4.13 15 29 

Marital status (married = 1) 249,971 0.17 0.38 0 1 

Notes: Wage rate is in thousand Vietnam dongs per work hour. Work hour is the 

number of work hours per week. 

Table A2: Age cohorts, 2013-2016 

Age 2013 2014 2015 2016 

15 12% 11% 12% 12% 

16 14% 14% 11% 13% 

17 14% 14% 12% 11% 

18 10% 9% 8% 8% 

19 7% 7% 7% 6% 

20 7% 7% 7% 6% 

21 6% 6% 7% 6% 

22 6% 6% 6% 6% 

23 5% 5% 5% 5% 

24 4% 4% 5% 5% 

25 4% 4% 5% 5% 

26 3% 3% 4% 5% 

27 3% 3% 4% 4% 

28 3% 3% 4% 4% 

29 3% 3% 3% 4% 

Total 100% 100% 100% 100% 
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Abstract: 

In this paper, I did a comparative analysis of the industry environmental aspects 

(values, market, and institutions) of the Vietnam electricity industry and link them to the 

performance of the sector. I also attempted to explain why around the world national 

electricity services are being deregulated or even privatized, but the Vietnam electricity has 

remained slow in reform progress during the last 2 decades. I sought to explain the driving 

forces and obstacles of the electricity reform in Vietnam. Based on a thorough review of the 

literature, I provide a preliminary assessment of how sector characteristics influence the 

politics and governance of the delivery of electricity services in Vietnam, and of how common 

problems and constraints in governance affect the reform to secure effective and efficient 

provision of electricity services to consumers. I give focus on both political and market 

factors. Main findings include (i) Conservative value factors are rather political obstacles to 

institutional changes needed by sector to perform; (ii) Market seems to be the leading drivers 

that force changes in Institutions; (iii) Magnitudes of privatization/private participation 

would vary among functions of the sectors; and (iv) There is lag between Systemic Changes 

and Behaviors and Outputs. This paper contributes to the theory of hybrid organizations, with 

particular regard to state-owned enterprises (SOEs) and their ability to contribute to 

sustaining value pluralism in the public sector. 

Keywords: Corporate governance, electricity market, performance indicator, public 

management, public ownership, public values, regulation, SOE. 

 

1. Introduction 

1.1. The rationale of the research 

The electricity sector has seen little changes for many decades in Vietnam. Power 

services are provided under a government monopoly because of its vital social and 

economic justifications. The Vietnam Electricity (EVN) was a state-owned company 

whose missions include (i) electricity provision for national socio-economic demands, (ii) 
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power development and investment, and (iii) market regulation. EVN also serves as an 

important macro regulatory instrument for national economic development. EVN business 

covers all areas of the industry, including generation, transmission, distribution, and sales 

of electricity (EVN, 2011; EVN, 2018). Recently, the private investors have increased 

market shares, however they have to sell all of their electricity to EVN.  

In Vietnam, internally, electricity SOEs are facing problems of network industries 

(such as cross-accessibility, peak-load, cross-subsidies, aggregate accounting), and of 

monopoly (poor productivity, overpaid labor, poor quality of service, predatory pricing 

against potential generation market entrants). Externally, electricity SOEs are facing 

problems of powerful competition from substitute power sources (e.g., solar, wind, or 

nuclear sources) and new business competitors (e.g., gas or mining corporations, investor-

owned plants). This has led to shifting customer demands, and severe financial and rigid 

institutional constraints which prevent them from controlling their important input factors 

of production (e.g., labor, fuels, capital borrowing). Consequently, Government and state-

owned electric enterprises cannot finance new investments, leading to local supplies being 

very likely well under demands in 2018, foreseeable occasional planned power outages, 

and lack of reserved sources (EVN, 2017a). 

Vietnam is studying opportunities for the electricity industry by applying potentially 

successful strategies learned from developed regions like the EU, the US, which mainly 

include unbundling the incumbent service provider, deregulating or even liberalizing the 

market, increasingly using technology innovations in retail, outsourcing a portion of the 

network to outside low-cost but competent vendors. Why have many nations deregulated 

electricity, but Vietnam has not yet reformed the Electricity? In this paper, we seek to 

explain the driving forces and obstacles of the electricity reform in Vietnam. We are going 

to consider both political economy and market factors.  

1.2. Compelling research questions 

The motivation of this research is to develop an understanding of how value, 

institutions and markets frame the service delivery environment and drive make-or-buy 

decisions in the context of the Vietnam electricity industry. There are certain compelling 

research questions that come from a Government‘s decision to organize its basic power 

production process: 

- What are the links between current institutional and market arrangements to the 

performance of the state-owned EVN? 

- What are drivers and obstacles for the reform? 
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- What have been the reactions of various stakeholders to the reform process? 

- Lessons learned so far and how are they are used to inform the reform process in 

the future? 

Answers to these questions would enrich the current literature on public 

management and deregulation, with the application on a very particular case of a public 

electricity monopoly that does not operate under most of the state laws regarding 

purchases and business law. 

2. Literature review and analytical framework 

The analytical framework that we use to answer the research question of value–

institution–market factors‘ roles in the Vietnam electricity industry is the one suggested 

by Brown et al. (2006), which takes into account the combination of three main 

components values, institutions and service markets conditions throughout the whole 

contract/make-or-buy management process. This is a comprehensive framework for 

researching the management of public service provision. 

An organization‘s missions (which manifests the values), market control (which 

coordinates through price), and institutions including hierarchical control (which 

coordinates through authority and rules) and trust (network interdependence) all play a 

critical part of a successful contracting government (read more Dudley, 1999; Seidenstat, 

1999; Ouchi, 1980). In addition, to perform successfully through contracting, the 

government agency needs to identify the values of the program, specify the products and 

services necessary for the program to perform and sustain a strong and competitive market 

for them, and specify tools and resources available under institutional regulation to 

manage and ensure the quality of the program and its outcome and output (Kettl, 2002). 

Thus, values, markets, and institutions are three critical dimensions of the contracting 

environment. 

First, values of stakeholders‘ values would pose significant problems for effective 

management to best reflect all stakeholders‘ preferences (Kettl, 1988; Savas, 2000). 

Make-or-buy decisions for public services, thus, in part involve fundamentally a political 

choice with important political consequences. Political factors – such as the orientation of 

the political culture, the general public opinion toward privatization, court attitudes (Moe, 

1987), the level of unionization of the public employees and the influence of public 

unions (Naff, 1991) – play an important role in determining values.  

Second, the discretion of managers to make decisions is, however, under the 

constraints of institutions. An understanding of economic activity requires systematic 
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inquiry into the institutional context in which such activity takes place (Coase, 1937). 

Government by proxy inevitably produces deep conflicts in values and methods, and 

those conflicts predictably cause serious problems in performance and accountability. The 

institutional mechanisms are to create a fair and organized playing ground for all parties 

involved in the contract, to hold elected officials and bureaucrats accountable for their 

decisions, as well as to provide guidelines and techniques that are necessary for contract 

managements to keep the right track in implementation (Kettl, 1988; Moe, 1984). They 

include (i) legal institutions like public rules governing the range of actions that can or 

cannot be taken, and (ii) other structural aspects of the environment like organizational 

arrangements which define capacity/resources the managers have in delivering services 

(Moe, 1984; Brown et al., 2006). 

Finally, characteristics of the market conditions (Williamson, 1981; Kelman, 2002; 

Brown and Potoski, 2003; Kettl, 1988; Hobbs, 1996). 

These all three sets of factors above have effects on how efficient transaction costs 

are associated to contracting process. On one hand, the interactions between values–

markets would drive the institutional arrangements. On the other hand, the constraints that 

institutions impose on values and markets would provide forces to shift the values and 

inform the market conditions to change. 

In short, in this framework, ―(1) stakeholder preferences decide compromised set 

of values for the service to deliver; (2) public laws and organizational arrangements 

define the contracting tools available for balancing competing values; and (3) the 

nature of service markets influence which contracting tools and vendors are best suited 

to achieve stakeholder values‖ (Brown et al., 2006). 

Our general proposition from the framework is that: under the influences of 

intertwined interactions of three categories of factor to the contracting environment, 

changes in each of categories of factors would drive the deregulation. 

Regarding the values in the Electricity industry, we refer to a joint study of World 

Bank and UNDP which suggests 9 objectives belonging to 3 levels of national goal 

(socio-economic development), sector goal (access and reliability/quality), and enterprise 

goals (financial viability, technical and cost efficiency), as described in the Figure 

1(ESMAP, 2002, p10). 
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Figure 1: Inter-relationship between value and market factors 

 

2.1. Value in electricity sector 

Electricity is one of public utilities, which provides essential services needed by 

every individual and institution in a society. Electricity is traditionally affected with public 

interest and has been highly politicized for the following reasons. 

Electricity provides many valuable reasons for the Government to assume the major 

role in electrification. First, for underdeveloped countries, electricity is vital for the effort 

to combat extreme poverty and improve human welfare. In recent decades, Governments 

have adopted a variety of measures to provide electricity services to low-income 

households. Subsidizing access to consumption of electric services is major attempt to 

increase living standards and allow households to devote scarce income to other 

purchases. Electrification programs are also expected to help to cut indoor air pollution, 

fires, poisonings and other hazards commonly associated with some of the fuels that 

electricity often replaces. Key notes from a United Nations‘ report reveals three concerns 

of public policy makers advocating equitable economic development over the absence of 

governmental interference. They include (i) public utilities would concentrate their 

services on urban elites and often neglect the poorest populations; (ii) private firms 

motivated for profits will not have incentives to provide public services; and (iii) the 

process of electricity reform would lead to higher prices, hurting poorer groups (Victor, 

2005). Second, for developing countries, electricity plays a crucial role in economic 

modernization, making Governments to take part to ensure enough electricity supplies to 

remove impediments to economic growth. In addition, electricity has certain features of 

public goods (Harris, 2015, p.43). Security of supply is a public good to the extent that it 

is regarded as a prerequisite for the economy to function. For those legitimately connected 

to the network, there are generally no physical restrictions on consumption.  

In summary, the values the electricity sector provides to the society include 

access to electricity for and socioeconomic development. 

Socioeconomic development 

Access to Electricity - Reliable supply 

- Good quality supply 

- Safe supply 

 

Financially viable electricity 

supplier 

Technically and Cost-Efficient 

electricity Supplier 

Government objectives 

Market objectives 

Enterprise objectives 
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2.2. Institution in electricity sector 

Traditional electricity institution features the sole government ownership of all 

electricity utility with Government has responsibility for all functions of power system 

management and operation, including generation, transmission, distribution, and retail to 

end-users. This is because the electricity industry has the natural monopoly characteristic 

because of economies of scale, economies of scope, and economies of network. Natural 

monopoly occurs when a single firm is able to supply a market at a cost and price far 

lower than would be possible if several firms served the market (Crew, 1991; Kenneth 

Nowotny, 1989; Nowotny, 1989). Natural monopolies made competition unworkable, 

consequently power enterprises must be regulated by the Government, but that regulations 

are costly, ineffective, and frequently corrupt, therefore many politicians advocate direct 

public provision of power services to reduce regulation burden to Government and 

regulation failures (Kwoka, 2000, p.13; Crew, 1991). 

Modern electricity institution – the reformed model popular since 1980s – features 

deregulation model with both publicly owned and investor-owned facilities. The 

Government introduces market mechanism into the sector to provide competitive 

pressures to encourage cost-minimizing behavior. Only parts of the electricity industry 

that (i) have natural monopoly characteristics or (ii) require networks with massive capital 

investments (which could often be well over the private sector financial capacity) could 

stay in the government ownership, including power transmission or distribution. That 

deregulation, or even liberalization, model requires state regulators to regulate rates, 

approving only the rates at the lowest possible prices for consumers while still granting 

the utilities a fair rate of return on their investment (World Bank, 1994; World Bank, 

2004). Only a certain country adopt the liberalization model. However, electricity 

deregulation and liberalization have its drawbacks, uncertainties and risks inherent in less 

monitored markets (Weber, 2005; Crew, 1989; Crew, 1987).  

2.3. Market in electricity sector 

For the countries adopting monopoly model, there are only vertically integrated 

state-owned power companies. In such model, lack of competitive pressures leads to 

resistance in cost-minimizing behavior and the abuse of monopoly power, hurting the 

national economy. For the countries adopting deregulation model, the competitive 

segments include generation companies, trading companies, and retail companies, 

whereas the regulated segments include transmission companies and transmission system 

operators, distribution companies and distribution system operators, and regulators. These 

countries isolate the natural monopoly segments of power industry and unbundle to 
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promote new entry and competition in segments that are potentially competitive (i.e., 

power generation, retails) so that the whole market gain productivity and get more 

financial resources from private investors (Weber, 2005, p.11; World Bank, 1994). In 

assessing the market performance, electricity consumers often talk about reliable supply 

and good quality supply, the electricity companies require their business financially viable 

and its operations cost-effective, and the Government require safe supply and technically 

and cost-efficient electricity suppliers (Nguyen, 2018; ESMAP, 2002). 

3. Methodology and data 

This is an explanatory and descriptive research, in which gaining a rich 

understanding of the issue from the viewpoint of stakeholders matters more than 

generalizability of their preferences, thus a qualitative approach is more relevant than the 

quantitative one, as it can reveal new information, uncover dimensions such as beliefs, 

preference, contention, assessment, and motivations. It can also provide insight into 

complex relations which can be critical in order to understand what hinders the 

implementation of reforming electricity sector.  

Regarding qualitative procedures, the research first designed qualitative procedures 

to effectively obtain specific information about values, opinions, behaviors, and social 

contexts of specific populations. Then, the research proposes statement through qualitative 

fieldwork, after that, those significant statements will be confirmed and deepen by 

qualitative fieldwork.  

Regarding selection of participants, I selected participants that fit with my overall 

theoretical framework, including managers from EVN and managers of other electricity 

companies, business customers and households in the Hanoi area.  

Regarding questionnaire design, the survey asked respondents to rank 9 objectives 

identified in the literature review by order of priority from 1 to 9. The results are summarized 

in the Table 4. The questionnaire also asked respondents to give their preference and their 

concerns over the reform of the electricity sector. For middle managers of EVN and its 

subsidiaries, I personally asked them to answer the questionnaire. For open public, I posted 

online survey to collect data. Other data were collected from the governmental websites and 

academic sources. Before processing data, I conduct necessary statistics work to test the 

reliability of data (i.e., Cronbach's Alpha, correlation, KMO and Bartlett's Test Measure of 

Sampling Adequacy, Bartlett's Test of Sphericity). 
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4. Background and context of the Electricity sector in Vietnam 

Following lessons of reforms seen in the former Eastern Europe communist nations, 

the national economic reform (started in 1986) has attempted to solve unavoidable flaws of 

central planning. The Government progressively reduces scales of state productions while 

promotes the private and foreign shares. The Electricity of Vietnam (EVN) was established 

in 1994 as a State-owned corporation combining electricity offices which had previously 

belonged to the Ministry of Energy. The Electricity industry turned from an Administration 

into an enterprise. The EVN plays dual roles of governing sector and providing electricity, 

not yet seeking for profits. After 2000s, Vietnam experienced an unprecedented surge in 

growth of power demands for thousands of new factories added every year. The 

urbanization also contributes to that growth. Power demand has reportedly outpaced supply 

by about 3% in the recent years. To develop capacity matching with fast-growing demands, 

Government adopts new infrastructure policies which aim at broadening sources of 

investment and mobilizing badly needed capital for the national investments. Pursuant to 

direction of the Prime Minister and the Ministry of Industry and Trade (MOIT), EVN 

prepared necessary facilities for the establishment and development of power market in 

Vietnam, concluded with the introduction of the first Electricity Law in 2004. This was the 

very first Electricity Law since 1960 which provides key structural, governance, and 

regulatory reforms in the power sector to enhance the efficiency and effectiveness of the 

power sector to meet the needs of a new economy. The Electricity Law was designed to 

ensure equality, fairness, and protection from monopolistic behavior in power sales and 

purchases, hoping to ensure the efficient operation of the power sector. The Electricity 

Regulatory Authority of Vietnam (ERAV) was established in 2005 as the industry 

regulator, however since both ERAV and most other major service providers are state 

organizations, they are practically not independent from the Government, having inter-

related interests, making a case of conflict of interest. ERAV periodically send auditing 

delegation to EVN to verify production costs (ERAV, 2017 a). 

Table 0: Power generation by ownership (%) 

Ownership Participants 2011 2012 2014 2015 2016 2017 

State EVN (SOE) 50.7 49.8 59.5 60.27 61.2 21.7 

EVN partly owned 17.0 13.76 39.76 36.29 

PVN (SOE) 12.3 10.08 12.99 11.5 42.01 

VINACOMIN SOE) 4.8 5.74 4.37 4.6 

Other 

Investors 

BOT and other investors 

(Foreign Developers and local 

developers) 

15.2 20.08 0.74 22.37 22.7 

Sources: Consolidated from EVN (2011, p.12) and EVN (2018). 
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The current model was the origin of several conflicts of interests, as discussed in 

the last section. The electricity industry in Vietnam is fully regulated, organized as the 

traditional structure popular before 1980s in the EU and soviet countries. In this 

Monopoly model, Government has responsibility for all functions of power system 

management and operation, including generation, transmission, distribution, and retail 

to end-users, thus entities responsible for providing electric services are owned, 

controlled and financed by the state. Indeed, despite reform pressures from within the 

Government and from international institutions, electricity sector remains largely 

dominated by the state-owned and vertically integrated utility, with over 75% of 

generation, 100% of transmission and 100% of distributions belong to the government 

enterprises (Nguyen, 2018). 

Decision makers in this market model include almost only the Government as the 

service provider and the final customers (EVN, 2011). This is different to the deregulated 

case of the EU and the US, in which there are two groups of stakeholders. The 

competitive segments include generation companies, trading companies, retail companies, 

holdings of vertically integrated companies, electricity customers, whereas the regulated 

segments include transmission companies and transmission system operators, distribution 

companies and distribution system operators, and regulators (Weber, 2005, p.11). That 

consequently may mean the Vietnam electricity market would underperform the EU and 

US markets. Since 2011, Vietnam has adopted partly the Single Buyer Model, in which 

generation companies compete to sell electricity to single buyer (SB), and distribution 

companies buy electricity from SB to resale to end-users (EVN, 2011, p.16; U.S. Energy 

Information Administration, 2016; International Energy Agency, 2016, p.10). 

Traditionally, all power was purchased through power purchase agreement (PPA). 

In 2011, the Vietnam Competitive Generation Market (VCGM) with single buyer model 

begun in experimental mode and came to full operations in 2012 (MOIT, 2014). All 

participating plants sold their electricity to a member of EVN, the Electricity Power 

Trading Company. As of 2016, a half of total power generation now participate in it 

(EVN, 2018, p.34), with 73 out of 121 power plants whose capacity is over 30 MW 

participate in the market (ERAV, 2017b). However, only 5% of power generated were 

purchased in VCGM, 95% were still purchased through PPA with a fixed price for the 

whole life of the plant. The CGM helps increasing price 25%, 10%, 8% for hydropower, 

gas, and coal plants respectively (ERAV, 2015). 

Regarding transmission, EVN owns and operates entire national power transmission 

grids and distribution system, which covers almost all urban and rural areas, and sells 
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electricity to end-users countrywide (EVN, 2018). Distribution companies are primarily 

responsible for distribution and retail of electricity at 110 kV and below but are also 

responsible for developing and operating 220 kV assets in their respective licensed areas. 

The electrification of rural areas and remote islands reached above 98%, significantly 

contributing to the national programs of hunger elimination and poverty reduction (EVN, 

2018). In 2015, the MOIT started the design of Vietnam Wholesale Electricity Market 

(VWEM) (MOIT, 2016a, p.8; MOIT, 2015), but as of now, VWEM is still in the design 

stage, far from the pilotage period, and cannot operate before 2019. International donors 

advised Vietnam to establish a retail market, but due to technical and financial difficulties, 

the creation of this market is uncertain and still a far future (ERAV, 2016a).  

Regarding retail, EVN accomplished almost all of connections. Payment collection 

service is very labor-driven and of poor productivity. Major challenge which costs EVN 

the most is power usage measurements and payments have to be done and collected 

manually at user places rather via e-banking. EVN yet to have distant reading system and 

remote controls on electricity consumption to reduce the collection rates, making 

enforcing payment and reducing technical losses a difficult task. Unpaid debt seems being 

accumulated in poorer communities. 

5. Survey results 

In total, the survey received 254 responses, of which 31% were middle managers 

from EVN, 4% were middle managers from electricity companies other than EVN, and 

the rest were from business and household consumers. 

Table 2: Response groups 

Response groups Count % 

EVN 78 31% 

Other Electricity companies 10 4% 

Business Customers 15 6% 

Households 151 59% 

Grand Total 254 100% 

Regarding the regulatory model preference of the sector, the survey shows major 

change in compared with traditional preference (see Table 3). Only 26% of all responses 

still vote for State Monopoly model. Within the state-owned EVN group, most middle 

managers (62%) vote for Deregulation and Liberalization; If this survey was conducted 20 
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years ago, all of them would vote for state monopoly. Most representatives from 

electricity companies other than EVN, as expected, prefer Liberalization. For each 

stakeholder group other than EVN, only less than 25% proportion vote for State 

Monopoly. 

Table 3: Stakeholders‟ preference on institutional reform 

Stakeholder groups 
Liberalization Deregulation 

State 

monopoly 
Total 

Count 
Count % Count % Count % 

EVN 10 13% 38 49% 30 38% 78 

Other Electricity 

companies 

7 70% 2 20% 1 10% 10 

Business Customers 5 33% 7 47% 3 20% 15 

Households 71 47% 53 35% 27 18% 151 

Grand Total 93 37% 100 39% 61 24% 254 

Regarding the resistance of EVN‘s labor union to potential changes or reform, the 

survey found that for the 77 managers from EVN, 47% fear for their job, 57% fear facing 

tougher competition, 65% fear for salary down, and 73% fear that the privatized electricity 

firms would fail to provide adequate accessibility to poorer groups in the society. 

Table 4: The concerns of EVN people on the future reform 

Degree of 

Concern 

Job loss Tougher 

competition 

Compensation 

down 

Inadequate 

universal 

accessibility 

1 very low 15 19% 9 12% 9 12% 9 12% 

2 26 34% 24 31% 18 23% 12 16% 

3 19 25% 34 44% 35 45% 19 25% 

4 12 16% 8 10% 9 12% 17 22% 

5 very high 5 6% 2 3% 6 8% 20 26% 

Total 77 100

% 

77 100% 77 100% 77 100% 

Total >3  47%  57%  65%  73% 

Regarding major values/objectives that would shape the new Electricity policy, the 

Table below shows conservative values are still pervasive. ―Infrastructure for 

Socioeconomic development‖ and ―Infrastructure for industrialization program‖ are the 

most important factors, with 64% and 57% responses place them at top 3 priorities (read 
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Column 11). All political objectives (from 1 to 4) are given higher priority than the market 

objectives (from 5 to 9) are. 

Table 5: Percentage of responses voting for each objective at each rank 

Objectives and values Rank To

p 3 

Botto

m 3 1 2 3 4 5 6 7 8 9 

(1)  (2)  (3)  (4)  (5)  (6)  (7)  (8)  (9)  (10)  (11)  (12)  

1. Infrastructure for Socioeconomic 

development 

4

5 

1

2 

8 8 4 5 6 6 7 64 20 

2. Basis for industrialization program 5 3

4 

1

9 

9 6 6 8 9 5 57 21 

3. Reducing electricity burden to national 

budget 

3 1

5 

1

9 

1

6 

8 7 1

3 

6 1

3 

37 32 

4. Access to Electricity 9 8 1

4 

2

3 

1

6 

1

0 

4 8 8 31 21 

5. Financially viable electricity supplier 1

1 

2 5 1

3 

2

5 

8 9 1

1 

1

6 

18 36 

6. Technically and Cost-Efficient electricity 

Supplier 

4 3 6 1

2 

1

3 

3

2 

1

6 

7 7 14 29 

7. Reliable supply 4 7 1

1 

8 1

1 

1

1 

2

1 

1

1 

1

6 

22 48 

8. Safe supply 1

1 

1

1 

6 6 9 1

1 

1

3 

2

5 

8 28 45 

9. Good quality supply 9 9 1

2 

5 7 1

0 

1

1 

1

6 

2

1 

30 48 

6. Findings, discussions, and implications 

6.1. Conservative value factors are rather political obstacles to institutional reforms 

needed by sector to perform 

While liberalization has been the major theme in the electricity industry for decades, 

the Vietnamese Government is slow in this unavoidable path, skeptic about potential earns 

of private participation, and conservative about keeping electricity sector under strong 

governmental control. The resistance to reform is very high. Electricity is still a politically 

sensitive value, as reflected in strong debates and media reactions to any tariff increase 

proposal to cover financial losses of EVN.  

Electricity sector provides critical inputs to stabilize Vietnam macro economy. After 

wars, Vietnam views this industry as key instruments for the recovery of national 

economy, employment creation, economic development, and social stability. The access 

to electricity is contended to increase living standards, speed up poverty reduction and 
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educational dissemination. That explains strong national commitment to electrification, 

expressed in the Government‘s premium placed on electrification policies and institutions, 

especially dedicated rural electrification program. As such, to provide energy services 

equitably across societies, the Government adopts universal access to electricity as one of 

development objectives. The creation of EVN is believed to help overcoming one of the 

main barriers in rural electrification – profitability. As the central and sole utility, EVN 

mobilizes focused and substantial support for electrification. In addition, electricity is seen 

as an essential ingredient of the Government‘s 2020 Industrialization Strategy, thus 

adequate and reliable supplies of electricity have been a principal focus of national energy 

policies for manufacturing customers. Many policy makers argue that competition and 

private ownership in this sector are non-optimal and lead to uncertainty. They also believe 

that the absence of EVN would potentially hurt the electrification and industrialization, 

because rural electrification is not a profitable investment, serving sparsely populated 

areas is not attractive to private firms. Private investors would be wary of entering into 

rural electrification projects. The result of Table  shows the case: ―Basis for 

Socioeconomic development‖, ―Basis for industrialization program‖, and ―Access to 

Electricity‖ are placed ahead of ―Financially viable electricity supplier‖. 

As electricity became more pervasive in society, it becomes more politicized. In 

general, the tariff structure reflected the political priorities of government. Electricity 

subsidies were designed as an instrument for social stability and for economic 

developments. For household customers, like a common practice seen worldwide, the 

Government focuses on a wide array of public programs that benefit the rural or lower-

income households, in which electricity is a key ingredient. Power tariffs of the residential 

sector are strongly depending on the income and the location of the household, are 

maintained at lowest possible levels; the average tariffs do not cover average costs (EVN, 

2018, p.18). Tariffs for rural and low-income residential customers reportedly get hidden 

cross-subsidies from industrial and commercial tariffs and surpluses earned on sales to 

municipalities. For industrial customers, the electricity policy keeps tariff lower to lower 

input costs so that to facilitate the comparative competitiveness of domestic 

manufacturers.  

Many statements from the Government show that the power tariff system of 

Vietnam has not fully reflected input factors. Power tariff lower than production cost is 

one of the main reasons making power development projects not attractive to investors, 

leading to the power shortage over the past few years (EVN, 2018). In 2011, Government 

started allowing power tariff policy to change in accordance with market mechanism, in 
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which the power tariff will be adjusted reflecting changes in basic input factors (e.g., fuel 

price, foreign exchange), as well as structure of power generation outputs. Regulatory 

pricing decisions can be made no less than three months apart and are to be published to 

the website of MOIT for public access (MOIT, 2016b). 

Higher power costs would make commodity prices increase, badly affecting not 

only life of poorer households but also the competitiveness of domestic manufacturers 

(For example, MOIT reports that the tariff increase in 2015 made CPI increase 0.36%, 

input costs of steel industry increase 0.75%, and cement industry production costs 

increase 2.25%). The Government also establishes a fund that is used to stabilize domestic 

prices at times of sudden global price hike to cope with global price volatility. Latest 

reform proposal shows that Vietnamese Government still determines in assuming a 

dominant role in this infrastructure industry, reflected in the intention to keep 100% 

ownership in operating transmission systems, controlling national grids, building and 

operating large power plants which are critical to the social security and national defense 

(ERAV, 2016a). That is different to the cases of EU and the U.S., where most state-owned 

electricity companies were privatized; But in these cases, even when private sector actors 

deliver electricity, the availability and reliability of the supply is still regarded as a 

responsibility of Governments for its critical roles.  

Resistance from EVN labor union is also a strong resistant power. Many resist to 

reform for fears of significantly higher workload, higher qualification requirement, and 

ultimately job loss. Only a minor part of personnel support reforming, prefer performance-

based management to uniform salary; They also support downsizing workforce for higher 

productivity. Resistance from public managers who fear for their jobs and under-table 

incomes are fierce as well (refer to Table 4). 

Private investors by nature are strong proponents of Deregulation or even 

Liberalization, stating that profit for their stockholders is the ultimate value, universal 

access is not their duty. Being the only alternative resource to fill the supply gaps, private 

investors should be treated differently and with higher priority by the Government. As 

shown in the Table , 3 out of 4 private electricity investors prefer Liberalization. 

The older and newer arguments of stakeholders are summarized in the Table 6. 
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Table 6: Conflicting and changing values of electricity stakeholders 

Stakeholders Traditional views Current views 

State Values:  

Ensuring stable and credible 

electricity supplies for social 

security (living standard, 

poverty reduction, education 

dissemination, employment 

creation, input cost reduction 

for firms) and national defense 

Essential ingredient of the 

government‘s 2020‘s 

industrialization programs 

Government to match supplies 

with demands 

Market: 

Competition and private 

ownership in this sector are 

non-optimal and lead to 

uncertainty  

100% ownership is for better 

control pricing and planning 

Job creation for public 

purposes 

Value:  

Changes of government opinion from 

command-and-control to market-based 

development 

Parts of Electricity may not a function of 

Government 

FDI enterprises should not be unwanted 

beneficiary of the Government‘s power 

subsidy program 

Market: 

Burden in time of budget contraction lead 

to the requirement of open market for 

private capital participations. 

Unlike Transmission and Distribution, 

Generation and Retail do not have natural 

monopoly features, thus require 

deregulation to perform  

Competition and private ownership is only 

way to increase productivity and to 

mobilize unmatched capital needed for 

investments 

Residential 

Consumers 

Value: 

Universal access to poorer 

peoples is a must 

Electrification is critical to 

increase living standards 

  

 

Value: 

Non-efficient uses of power due to 

unwanted consequence of cheaper tariffs 

should be avoided 

FDI investors are unintentional beneficiary 

of lower tariff policy 

Lower tariffs should be avoided as they 

invite inefficient uses without fears of 

higher operating cost punishments, leading 

to electricity loss and inefficiency 

Commercial Market: Value:  
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Stakeholders Traditional views Current views 

and industrial 

consumers 

Sufficient and Sustainable 

power supplies for operations 

and productions 

Lower electricity price for 

lower input costs to increase 

the competitiveness against 

foreign firms. 

Monopolistic power lead to irresponsible 

behavior of customer-service staff, bad 

treating customers, and low quality, thus 

should be regulated to certain degree 

Commercial and industrial consumers may 

suffer from hidden cross-subsidy to poorer 

customer groups 

The risk of power shortage to commercial 

and industrial consumers is too high to 

bear 

Market: 

No hidden cross-subsidy to poorer 

consumers 

No participation to electrification 

programs 

FDI should not receive lower tariff 

because this would further reduce the 

competitiveness of domestic 

manufacturers 

Ready to pay more for quality, stable, and 

reliable electricity and its associated 

services 

EVN Value: 

Full regulatory control 

required for effective planning 

and implementation 

Market: 

Dependent to the national 

budgets to invest in 

infrastructure 

National Budget contraction 

lead to shortage of investment 

fund for which private fund is 

the only alternative 

Value arguments: 

Universal access should be limited 

because living standards have much 

improved 

Controlled private participation 

(outsourcing) is to improve productivity, 

efficiency, accountability, and 

transparency 

Market arguments: 

Private participation is the only alternative 

resources 

Need more autonomy in pricing to reflect 
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Stakeholders Traditional views Current views 

Deregulation may lead to risks 

of private firms cream-skim 

markets at EVN costs 

the costs of inputs 

Under-cost pricing lead to chronic 

financial performances, consequently 

shortage of investment funds in time of 

budget contraction, thus should be relieved 

Private 

investors 

(mostly 

foreign) 

There are no private electricity 

companies in the past  

Value arguments:  

Universal access is not their duty 

Private companies can provide same 

quality service at higher efficiency, thus is 

a good saver. 

Profit for stockholders is the ultimate value  

Little incentive to participate to the 

industry because of heavy tariff regulation 

and the abuse of dominant power from 

EVN 

Burden from Governmental oversight. 

Deregulation for free competition through 

improved quality, efficiency, and 

profitability 

Being the only alternative resources to fill 

the supply gaps, private investors should 

be treated differently by the Government 

Market arguments: 

Reduced governmental oversight to 

encourage profit maximization practices 

(i.e., invest only in profitable markets, 

reasonable price) 

Need more autonomy in pricing to reflect 

the costs of inputs quicker and closer 

Labor unions Value arguments: 

Employment creation and Job 

safety 

Equal salaries for all 

Virtual ―family business‖ 

Value arguments: 

Uniform salary is no longer working, 

performance-based salary is better 

Job protection is unfair and should be 

removed so that to reduce excessive staff 
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Stakeholders Traditional views Current views 

(there are many family 

members working in EVN)  

Market arguments: 

Higher comparative average 

wages of EVN employees 

make life more convenient 

 

 

and increase efficiency and productivity 

Market: 

Average wage for EVN staffs higher than 

national average wage is unfair for the 

quality customers received 

Overstaffing leads to low productivity and 

poor service quality, and in turn lower 

income thus EVN does not have budget to 

adapt to wage increase requirements 

Downsizing staff and performance-based 

wage gives incentives to service quality 

and productivity improvement 

International 

financial 

institutions 

They do not present in 

Vietnam in the past 

Value: 

Though Electricity is still one of core 

functions of the Government, 

Governmental roles should be reduced 

Government should assume dominant 

roles only in transmission and part of 

wholesales.  

Market: 

Governmental operations are inefficient 

Competition should be introduced to 

increase the quality, productivity for the 

same prices 

ADB, World Bank, IMF insist on the must 

of deregulation 

Though stakeholders are shifting to a more market-based view, the degree to which 

MOIT and power SOEs have freedom to operate is of high concerns. There seems to be a 

bargaining process between public stakeholders. Traditionally, EVN is not allowed to 

change tariff. The latest reform proposal from MOIT (in April 2016) requesting authority 

for MOIT and EVN to increase tariff up to 40% and 20% (respectively) annually 

immediately ignited hot discussions. Vietnam Chamber of Commerce and Industry 

(VCCI) sent in their concerns, refuting MOIT and EVN arguments, suggesting MOIT 

could approve 3% to 5% increase, and let the Prime Minister approve any change of 
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higher magnitudes. The view of National Assembly shows mixed opinion. Mr. Tran Duc 

Kien, Associate Head of the Economy Commission of the National Assembly, recognized 

the complex situation of the electricity sector. He shared that electricity tariff has to be 

made inadequate due to social stability pressures, but he also recognized that inadequate 

tariff was leading to inadequate capital recovery and buildup and consequently budget 

shortage in financing capacity development for electricity infrastructure, thus the 

Government should adopt market principle (Nguyen, 2016). 

Role of international organization should not be ignored. International organizations 

(key donors include the World Bank and Asian Development Bank) have been a 

significant force pushing and supporting financially and technically the ruling Party and 

the Government to reform the electricity sector. Their opinions, international experience 

and expertise for designing and conducting the reform are well considered by the 

Vietnamese Government in its reform decisions. For example, the World Bank has funded 

two Power Sector Reform Development Policy Operation Projects with a combined 

budget of USD511.8 million since 2010 to assist Vietnam in developing a competitive 

power market, restructuring power sector, reforming electricity tariff, and improving 

demand side energy efficiency. ADB has provided technical assistance to State-owned 

electricity entities, particularly the National Transmission Corporation and EVN
79

. 

Apart from conflicting values above, the resistance to change may originate from the 

fact that the electricity industry has complex market/institutional systems and tend to lead 

to path-dependence and lock-in on multiple levels. Once the government has selected a 

development policy path, it becomes progressively more difficult to change to other 

alternatives, or to return to the initial point, because various mechanisms can lead to 

policy self-reinforces and locks in one of the possible outcomes if no exogenous shock 

disturbs the system (Isser, 2015, p.4). Institutions are strongly defined by the historical 

development. Institutions (e.g., rules, laws, constitutions, norms, conventions, codes of 

conduct) maintain existing behavioral norms and cultural patterns throughout time by 

their enforcement characteristics. Because it is costly to transact transform, peoples within 

MOIT and EVN often resist to changes. The resistances to change within the Government 

and EVN are very high. The Minister of Industry took 6 years to give the first draft of 

Electricity Law, balancing requirements from other ministries, state agencies, provincial 

People's Committees, representatives of large consumers, power enterprises. A joint 

UNDP – World Bank report stated that despite the extreme efforts of an extremely 

competent working group and the guidance of the Steering Committee headed by the 

                                           
79

 https://www.adb.org/projects/34352-012/main 
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Minister, the draft of the Electricity Law falls short of achieving its objectives. The report 

also revealed there may be limited Government commitment to undertaking any 

substantive reform of the sector and the regulatory arrangements under which it operates 

(ESMAP, 2002). Without pressures and pushes from the consultation from international 

investment community and donors, the Electricity Law may not be able to come to effect 

in 2004. 

The traditional values are so overwhelming that the latest Electricity development 

plan signed into to effective in February 2017 misses well-expected reforms. The 

Government‘s 2016-2020 Electricity Development Plan regrets many economists and 

receives significant negative acknowledgement from the public. That Plan shows that the 

Government still keeps transmission fully within government function, operated by a 

Single-Member-Limited company with EVN holds 100% capital. The distribution and 

retail would see no changes as well – the current model in which EVN fully owns and 

operates distribution and retail companies will still be in place for the period 2016-20 

(MOIT, 2017). 

In conclusion, though there has been shifting in the balance of opinion of 

stakeholders from the pure public values to having to reflect market principles, values are 

still rather more obstacles than drivers of reform. 

Figure 2: Conflicting drivers of reform 

 

In conclusion, concerning about the importance of energy to both economic growth 

and security, the Government has been reluctant to relinquish control over the sector. 

Despite the Government has been advised by experienced reformers from World Bank 

and IMF consultancy service, and had strong interest in the ‗‗textbook‘‘ model of 

Market drivers 

Value drivers 

Institutional 

Changes 

- Input costs (coal and fuel 

supplies, exchange rate, 

inflation) 

- Structure of outputs and 

consumption 

- Capacity Investment 

- International pressures 

- Input costs for businesses 

 

- Transparency 

- Accountability 

- Higher service quality 

 

Value obstacles 

- Affordable access 

for poverty 

reduction, education 

dissemination 

- Social stability 

-Job creation 

 
Reduce obstacle effects 

Impede 

reform 
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electricity reform, the actual progress of change has been far more modest and 

complicated than the textbook would suggest. 

6.2. Market seems to be the leading drivers that force changes in institutions  

Changes in market factors appear to be major driving forces of institutional changes. 

This part discusses the interaction of electricity restructuring with broader market reforms, 

such as reform in public corporate governance, finance, and the judiciary. Financial 

market reform, in particular, affects how electricity firms raise capital needed for 

expansion. 

Figure 3: The electricity death spiral 

 

Up to now, the institutional change can be explained most explicitly by the Stephen 

Krasner‘s ―Punctuated equilibrium‖, which describes institutions are characterized by 

long periods of stability and incremental adjustments, but occasionally they suffer to 

large-scale abrupt changes after crisis caused by exogenous shocks. The budget is 

considered the major signal of predictable changes in most organization. This theory 

places the process on a double foundation of political institutions and bounded rational 

decision-making and can be applied to analyze the case of electricity reform. 

Regarding tariff policy, market is the primary power that causes the Government to 

change despite its strong commitment in universal access. Increasing scales of investment 

program since the last decade amounting to USD 28 billion in 2020 are very difficult to 

finance and achievable. Without adequate tariff, especially in time of global economic 

crisis, the Government risks to fail into a spiral of higher borrowing and debt service, 

further reducing ability to finance its own investments. Indeed, all three SOEs 
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participating in the power industry are in difficult financial status, thus unlikely to invest. 

EVN even suffered significant financial losses in 2010-2014. Lack of public capitals has 

forced the Government to open for more participation of private-owned power plants, as 

they are the only alternative left. Deputy Prime Minister Trinh Dinh Dung disclosed that 

latest government estimation indicated that failure to attract additional foreign and private 

investments to the industry would lead to domestic supplies falling short of increasing 

domestic demands in after 2018, and he has personally called on other investors to 

participate in the implementation of power development projects (EVN, 2017a).  

Many studies find that shortfalls in ―soft‖ state financing are often one of the key 

factors forcing countries to start restructuring, and consequently, the Government must 

accept adopting a more economical approach to the tariff regulation to match tariff with 

financial requirements. The first key institutional move was the introduction of the 

Electricity Law in 2004, fundamentally change the key structure, governance, and 

regulation toward a more market-based model. The new Electricity Law stated that the 

Government was going to develop the sector through 3 stages of (i) competitive 

generation market, (ii) competitive wholesale market, and (iii) competitive retail market. 

As of now, the progress is still somewhere in the first stage. The associated secondary 

regulations were also issued within 5 years after the Law came to effective but are said to 

be improved. 

The second aggressive move was in 2011 with the Prime Minister issued the 

Decision 24/2011/QD-TTg that allows power tariff policy to change in accordance with 

market mechanism, in which the power tariff will be adjusted reflecting changes in basic 

input factors (e.g., fuel price, foreign exchange, inflation), as well as structure of power 

generation outputs. EVN reported it would incur a loss of $ 577 million if without tariff 

increase of 7.5% in 2015. Recent reports reveal that retail price would further increase due 

to cuts from governmental subsidies in time of economic crisis and incoming market 

deregulation. The National Electricity F Plan #7 shows that the price would increase to 8-

9 cent USD/kWh in 2020, or 18.4% within 5 years (MOIT, 2015b). 

The third move reflects the needs of power companies, both public and private, to 

react quicker and closer to market changes, especially soaring input prices. The latest 

regulatory scheme modifications reduce the time interval between two consecutive price 

decisions to 3 months (down from 6 months) and the min changing magnitude to 3% 

(down from 7%). Without this, power companies would suffer periodical losses in time of 

global price volatility and exchange deflation. 
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The fourth move is to create an environment more profitable to attract new investors 

to the industry. The Vietnamese Government put into action a competitive power 

generation market in 2011. Under pressures from market principle, EVN increasingly 

accept to buy electricity at reasonable prices that at least allow generators to recover 

production costs. 

The fifth move is to improve the performance of state-run electricity enterprises by 

the introduction of private ownership. The Government is suffering burden from 

incumbent electricity SOEs typically operating without facing the disciplines of a 

competitive capital market thus perform poorly, lack transparency, corrupted by its owned 

managers, follow unfair and uncompetitive practices (ERAV, 2016a). Performance-based 

management principles and practices of private sector would help delivering greater 

transparency and accountability in operations with increased participation by individuals, 

consumer groups and local communities in the design and delivery of services (McNabb, 

2005). The Government plans to privatize certain power generating companies (of state-

run EVN, PVN, and VINACOMIN) in the period 2016-20, though the state keep 

dominant shares (i.e., EVN holds at least 51%). The Government also will consider 

reducing its share to levels under dominant proportion and split power generation 

companies from EVN if further assessments show positive performance indicators 

(MOIT, 2017). However, the Government has yet to establish mechanisms to regulate 

electricity companies in the competitive wholesale market, and EVN is required to 

separate distribution costs from the retail costs. The absence of the Government‘s 

commitment to an adjustment path for tariffs towards full cost recovery indicating that the 

Government is not yet ready to change.  

The most critical factor that forces the electricity sector reform may be the 

exceptional international pressures to comply with market principle in efforts to join WTO 

or to borrow capital from World Bank or IMF for power development projects. Several 

press statements after meetings between Government and SOE expressed the importance 

of adopting market principles or being out of the world game, as well as urged the SOE 

sector to commit to reform by gradually making their organization and operations more 

transparent and conform to market regulations in the Enterprise Law. 

6.3. Dilemma lead to policies move forth and back and lag between systemic changes 

and behaviors and outputs 

Changes in Values and Market drive the institutional changes, but the reactions from 

stakeholders to institutional changes are slow. Despite the Government has first steps 

toward market-based regulation since 2004, the market is far from being deregulated. It 
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seems that future outcome of the industry would largely depend on the outcomes of the 

bargain between stakeholders, and this in turn would largely depend on relative power 

among them. The balance of power between different actors and interests‘ groups 

involved in delivery is changing forth and back, determined by sector characteristics 

(Nguyen, 2018).  

The Electricity Law 2004 requires the creation of a competitive wholesales market, 

but as of now – 13 years after the introduction of the law, the required competitive 

wholesales market is still in the design stage, since tariff is still highly regulated. The 

power BOT companies cannot enter the competitive wholesale market before 2019-20. 

Same, the requirement of the Electricity Law 2004 to create the competitive retail market 

has not been fulfilled – there has not been any secondary decree and rule to support that 

creation. The latest Governmental plan stated that the competitive retail market and 

privatization of power retail sector ―could be implemented‖ in 2020-25, and only if further 

assessments show potential returns (Prime Minister of Vietnam, 2017, p.4). There is no 

clear commitment from the Government to an adjustment path for tariffs towards full cost 

recovery indicating that the Government is reluctant to change. 

The Electricity Development Master Plan #7 indicates opportunities for the 

electricity industry to address challenges by increasingly using technology innovations in 

retail (e.g., measuring power usages and collecting payment, IT-based management 

information system), outsourcing a portion of the network to outside low-cost but 

competent vendors (generation, retail management). However, latest Government reports 

reveal that expectation to introduce private participation into the system cannot be 

implemented before 2020. The Government and National Assembly blame that internal 

anti-privatization attitude remain strong and effective within MOIT and EVN. In addition, 

slow progress is mainly because the Government and its electricity SOEs need to 

experiment different approaches, to verify outcomes, to acquire more experience before 

taking any actual institutional and structural change. Government conducts reform step-

by-step while listening to society reaction and adjusting to reflect changing context. Many 

secondary decrees and directives associated with electricity change regulation are also not 

ready for the market to work.  
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Table 7: Power market development expectation and implementation 

Requirements of 

Electricity Law 2004 

Plan Fact 

Design Pilot 

period 

Full 

operation 

Competitive Generation 

Market 

2007 2011- 2012 Working  

but only 5% of power 

generated were purchased in 

VCGM in 2016 though 46% 

of total power generation 

participate 

95% power generation were 

still purchased through PPA 

with a fixed price for the 

whole life of the plant 

Wholesale Electricity 

Market 

2015 2015 2019 Still in concept stage, 

expected 2025 

Retail Electricity Market ? 2021 2023 expected 2025 

It should be noted that there are certain unsolved conflicting outcomes of power 

policy. From value perspective, lower tariff is to raise living standards. From market 

perspective, lower tariff lead to unwanted inefficient uses. The poorer households and 

farmers tend to buy and operate inefficient electricity equipment and machines for lower 

prices without fears of higher operating cost punishments, leading to electricity loss and 

inefficiency. That fact creates drive to increase tariff, but that efforts encounter political 

difficulty. 

In summary, conflicting value and market factors keep the Government in a 

dilemma which is very difficult to solve. 

7. Conclusions 

This paper found that Vietnam Electricity industry is of old fashion and appears to 

perform poorly compared to other countries and regions. Institutional reforms are long 

expected to deal with challenges facing the sector, but they are far to come. This is 

because the traditional politically important values (i.e., access to electricity, infrastructure 

to economy, ingredient of industrialization program) are still pervasive and are overriding 

the market drivers of changes. Conservative values are really impediments of reform. 

However, the foreseeable shortage of supplies in time of national budget deficit means 
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that significant generation capacity additions could happen only if the Government allows 

investors other than EVN to invest in power generation. We found that the effects of 

market factors (i.e., poor productivity of EVN, shortage of public investment capital, 

rising costs of inputs, the need to provide incentives to attract private participation) are 

growing considerably that ultimately would necessitate quick institutional reforms. 

Market factors are driving forces of the industry reform policy. At current time, the 

Vietnamese Government seems to be unable to balance between the values and market 

drivers, thus stuck in a dilemma. Consequently, the reform process slows down. 

Electricity reforms worldwide would provide valuable lessons for the Vietnamese 

Government to reform following the deregulation track.  

In a paper following this study, we will analyze the sector from the System Theory 

and the Transaction Cost Economic perspectives to explain why it is so difficult to reform 

the Electricity industry in the case of Vietnam. 
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WELFARE COSTS OF MONETARY POLICY UNCERTAINTY IN THE 

ECONOMY WITH SHIFTING TREND INFLATION 

Le Thanh Ha
80

; To Trung Thanh 

National Economics University 

Abstract: 

We study welfare costs of the uncertainty about monetary policy in the economy 

featuring shifting trend inflation. We follow Ruge-Murcia (2012) to employ Simulated Method 

of Moments (SMM) approach to fit the model to the U.S. data (1954Q3-2015Q1). We find that 

the monetary policy uncertainty affects the economic welfare through different dimensions. 

On the one hand, the policy uncertainty itself distorts the economic welfare negligibly not 

only by increasing volatilities of consumption and leisure, but also by decreasing their 

average levels. A higher level of trend inflation then signifies these changes to produce 

greater welfare costs. Furthermore, the adverse impacts of policy uncertainty on the 

economy, documented by the impulse response functions of macroeconomic variables to 

policy uncertainty shock, become larger when central banks raise their inflation targets. On 

the other hand, the costs of exogenous variations in trend inflation are larger if there is policy 

uncertainty.  

JEL classifications: C63, E31, E52. 

Keywords: Uncertainty, Policy Risk, Welfare Costs, Shifting Trend Inflation, Time-

Variant Volatility. 

 

1. Introduction 

Economists and policy makers alike saw the U.S. economy as being 

simultaneously buffeted by larger-than-usual uncertainty about future policy
81

 and a 

sustained rise in inflation. Although their consequences have subsided, there remains 

concerns related to the possibility of the policy uncertainty as well as a persistent 

increase in inflation in the future. This study investigates whether either increased 

uncertainty about future policy or the adverse impacts of increased inflation, which are 

magnified under a condition of uncertainty, distorts the economic welfare and business 

cycle properties. The term ―uncertainty‖, referred to as ―objective uncertainty" or 

―risk" in the literature, is defined as the dispersion or spread of economic shocks 
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distribution. Rational consumers and firms then response to the fact that the future 

shocks are widely distributed (time-varying variance). An essential feature of our 

specification is a clear classification of structural shocks and stochastic volatility 

shocks. Moreover, to model a sustained increase of inflation, we use a highly 

persistent shock to trend inflation, regarded as the central bank‘s slowly-moving 

implicit inflation targets, as argued by Kozicki & Tinsley (2001), Ireland (2007), 

Cogley & Sbordone (2008), and Cogley et al. (2009). 

So far, the existing literature has primarily concentrated on aggregate effects of 

the short-run fluctuations in volatility of various macroeconomic variables, while little 

is investigated on its welfare effect. Few papers exploit the welfare analysis but only 

consider one-sided movement of volatility (a decrease in the certain level of volatility 

of level shocks to zero), for example Lester et al. (2014) and Cho et al. (2015). The 

recent works by Xu (2017) and Bachmann et al. (2018) examines welfare 

consequences of time-varying volatility. Research by Nakata (2014) and Ha2019 also 

investigate the welfare effects of exogenous alternations in trend inflation. However, 

these two factors of the U.S data, time-varying volatility and time-varying trend 

inflation, have been examined largely in isolation thus far. 

To fill the gap, we analyze the relationship between volatility risk, shifting trend 

inflation, and economic welfare. This paper addresses the questions in empirical 

macroeconomics: what are the welfare costs of time-varying volatility in the economy 

with time-varying trend inflation? We use the Dynamic Stochastic General 

Equilibrium (DSGE, henceforth) models with nominal rigidities as in Ireland (2007) to 

seek the answers. We also expand the previous literature as follows. First, trend 

inflation is not a constant value but a shock that follows a highly persistent AR(1) 

process. Second, both structural shocks and time-varying volatility shocks jointly 

participate in the model. Regarding uncertainty, we concentrate on the uncertainty 

about the monetary policy (Policy Rate Risk (PR, henceforth)), or the volatility shock 

to the monetary policy. The stochastic volatility shock is assumed to follow an AR(1) 

process as in Shephard (2008) and Fernandez et al. (2011). The study aims at 

developing the economy that is characterized by two features: a sustained high 

inflation (as expressed by shifting trend inflation) and high volatility (by using the 

time-varying volatility shock). To our best knowledge, this is the first study that 

analyses welfare costs of policy uncertainty in the economy featuring shifting trend 

inflation. 
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Our main findings show that the monetary policy uncertainty distorts the 

economic welfare through distinct dimensions. On the one hand, the presence of 

uncertainty produces negligible welfare costs not only by decreasing an average level 

of consumption and leisure, but also by increasing their volatility. With a higher level 

of trend inflation, these changes are more sizable, leading to a more significant 

reduction in welfare. Furthermore, we also documented the impulse response functions 

of macroeconomic variables to monetary policy shocks with respect to various levels 

of trend inflation. We found that the monetary policy uncertainty shocks adversely 

impact the economy by leading to a decrease in output growth as well as an increase in 

inflation and price dispersion. When the central banks set their inflation targets to a 

higher level, these adverse effects become stronger. In other words, the consequences 

of policy uncertainty become more severe if there are policy proposals urging central 

banks to raise inflation targets. On the other hand, a growth in the variance of shocks 

to trend inflation lowers the economic welfare. An incorporation of policy uncertainty 

then signifies these costs. We also conducted exercises to examine the sensitivity of 

welfare costs to a wide range of plausible parameters. We found that when the price 

frictions are sufficiently sizeable and there is an upward biased trend inflation process, 

welfare costs become more significant. 

This paper is related to three strands of the literature. The first strand is about 

effects of uncertainty on the economy. With various identification schemes, the 

empirical studies have examined aggregate effects of uncertainty, but results are still 

ambiguous. For example, a block of studies by Alexopoulos & Cohen (2009), Bloom 

(2009) and Bloom et al. (2012) shows a sizable effect of uncertainty in productivity on 

aggregate variables like GDP and employment, whereas Bachmann et al. (2013), 

Bachmann & Bayer (2013) and Bekaert et al. (2013) report evidence on little impacts. 

In addition to inconclusive evidence, previous studies have mainly analyzed the 

adverse impacts of uncertainty on economic activities while abstracting opposite 

directions. A lack of concentration on other aspect of uncertainty‘s impacts partly 

explains these unclear results as argued by Born & Pfeifer (2014). 

Secondly, the paper is mostly related to works examining welfare costs of 

business cycle. The first one by Lucas (1987) shows that eliminating consumption 

fluctuations produces a minor gain in welfare. A block of subsequent studies, such as 

Obstfeld (1994), Campbell & Cochrane (1999), and Krusell et al. (1999) relax 

assumptions in Lucas‘s computation to present a more considerable welfare cost of 

business cycle than those in Lucas (1987). Conversely, Lester et al. (2014) and Cho et 
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al. (2015) have recently argued that if agents are able to use uncertainty purposefully 

in their favor, the welfare can be improved even in a more volatile economy. On the 

other hand, Xu (2017) discusses that volatility risk can drive welfare up or down 

depending on the model parameters. It is worth noticing that the previous studies have 

only considered one-sided movements in volatility, which examine welfare gains from 

permanently decreasing the certain level of volatility of level shocks to zero. Xu 

(2017) makes the difference by studying the welfare effects of larger two-sided 

changes in volatility. The focus of Xu (2017) lies on uncertainty about the capital 

depreciation rate in an endogenous growth model with recursive preferences. 

Bachmann et al. (2018) employ a neoclassical stochastic growth model with 

incomplete markets to study the welfare and distributional effects of fiscal volatility. 

They allow aggregate uncertainty to arise from both productivity and government 

purchases shocks. The present paper also studies welfare effects of uncertainty but 

differs from Xu (2017) and Bachmann et al. (2018) by focusing on the uncertainty 

about monetary policy and its interaction with shifting trend inflation. This study‘s 

focus on the interactions of uncertainty and shifting trend inflation can help us to 

successfully model the U.S economy as argued by Fernandez et al. (2015). In terms of 

welfare, their interactions potentially generate sizable consequences. Although there 

are diverse concerns about uncertainty, this study presents similar findings that the 

welfare costs of volatility risk are negligible for the U.S economy when central banks 

set a 2-percent inflation target. These costs, however, become more sizable when trend 

inflation is higher. 

The third strand of literature is related to research on shifting trend inflation. The 

work has used a highly persistent shock to trend inflation
82

 to capture this trend and to 

explore distinct sides of macroeconomic dynamics. For example, the implications of 

shifting trend inflation for the term structure of interest rates are explored by Kozicki 

et al. (2001) in an early contribution. While Ireland (2007) utilizes an estimated New 

Keynesian model to analyze the consequences of moving trend inflation, Cogley et al. 

(2009) attempt to investigate its implications for the predictability of inflation. Most 

recently, Nakata (2014) and Ha et al. (2019) exploit welfare consequences of shifting 

trend inflation. 

The literature has so far not concentrated on the economy featuring both shifting 

trend inflation and policy uncertainty. They examine costs of each channel separately 

instead of considering their interaction in one model that might cause more severe 
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consequences. Therefore, this study attempts to examine the welfare effects of time-

alteration in uncertainty in the economy with shifting trend inflation. To conduct this 

exercise, we develop the model featuring both a sustained increase in inflation 

(shifting trend inflation) and policy uncertainty (a joint consideration of both structural 

and volatility shocks) to quantify welfare costs of policy uncertainty and shifting trend 

inflation. Regarding policy uncertainty, the focus lies on the monetary policy. 

The rest of this paper is organized as follows. The subsequent section presents 

the extended model. Section 3 explains the method to compute welfare and welfare 

costs. Structural estimations are presented in Section 4 while Section 5 shows 

estimated results. We reexamine the welfare costs in the model with a different price 

friction in Section 6. Some conclusions are provided in Section 7. 

2. New Keynesian DSGE with Monetary Policy Uncertainty 

The New-Keynesian model is populated by four classes of agents: the household, 

the final-goods producing firms, a continuum of intermediate-goods producing firms 

indexed by i   [0 1], and the government. 

2.1. The Household 

Households maximize the expected discounted present value of future period 

utility  

 ∑   
                   

 

   
  

      (1) 

 where    and    are consumption of final goods and labor supply, respectively. 

Parameters,   and  , denote the discount factor and the habit formation, which are 

restricted as      ,      .   is the inverse Frisch elasticity of labor supply. 

The households face the flow budget constraint 

 

      
  

  
                    (2) 

 

At the beginning of each period, the households provide       units of labor 

supplied to each intermediate-goods producing firm         to earn         where 

   is the nominal wage rate. They also receive a nominal profit,   , due to owning the 

intermediate goods firms. They also save by purchasing the one-period bond,   , from 

the intermediate-goods producers at the price     . A lump-sum tax,   , is imposed to 
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finance government spending,   . During each period t, households purchase 

consumption goods,   , from the final-goods producing firms at the nominal price,   . 

Therefore, the households choose labor supply,   , bond holding,   , and 

consumption,   , to maximize the lifetime utility subject to the budget constraint. 

The first order conditions for the household‘s utility maximization problem can 

be represented as  

      
 

        
      

 

        
   (3) 

        
    (4) 

                 (5) 

 where    is a non-negative Lagrange multiplier on the budget constraint and    

is the gross inflation rate between t and t+1. 

2.2. The Final-Goods Producing Firm 

 The final-goods producing firms operate in a competitive environment. In order 

to manufacture    units of final products, the firms employ       units of intermediate 

goods i   [0 1] according to the constant-returns-to-scale technology as follows 

  ∫  
 

 
     

   

    
 

        (6) 

 where   is the price elasticity of demand for intermediate goods. The profit 

maximization problem of the final-goods producing firms is given as 

    ∫  
 

 
     

   

    
 

    ∫  
 

 
              (7) 

The first order conditions for the final-goods producing firms problem is given as 

        
     

  
       (8) 

Since the final-goods producing firms operate in a competitive environment, they 

have zero profit in the equilibrium. The final good price, therefore, can be rewritten as 

     ∫  
 

 
     

      
 

     (9) 

 

2.3. The Intermediate-Goods Producing Firm 

There is a continuum of intermediate-goods producing firms    [0 1] owned by 

the households. In order to produce       units of intermediate good i, the 
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intermediate-goods producing firms hire       units of labor from the household 

during period t. The property of constant-returns-to-scale technology of the 

intermediate-goods producing firm can be written as 

                (10) 

The aggregate technology shock follows a stationary stochastic process  

                         
       (11) 

 where     is the serially uncorrelated innovation, and   
  allows the volatility of 

technolovy shock to change over time and is argued in detail in Section 2.6. 

Intermediate-goods producers are assumed to set nominal prices as in staggered Calvo 

price fashion. According to Calvo1983, in each period, there is a fixed fraction     

of firms re-optimize its nominal price, whereas a fraction   of firms are not able to do 

so. Firms which cannot optimize their prices can still update their prices. Following 

Ascari2004, the way firms update their price is given as 

 

            
 

  
   

           (12) 

 where   and   denote a degree of price indexation and the relative weight on 

lagged inflation, respectively.    
  

    
 and    represent the inflation level and trend 

inflation
83

. Intermediate-goods producing firms set the price   
  to maximize the 

expected discounted sum of future profits as  

   ∑   
         

  
     

       
  
                 

 
   

    

    
         (13) 

 subject to a sequence of demand functions  

          
  
       

  
                 

 
  

    
         (14) 

 where         
    

    
     

    

      
  if             and          if    , and    

is the same as the Lagrangian multiplier on the household‘s budget constraints. The 

future profits of the intermediate-goods producing firms are discounted by the 

stochastic discount factor,              

  
 because they are owned by the households. 
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The evolution of aggregate price is given as 

     ∫  
 

 
  
         

 

            
             

      
      

    
  

     
 

    (15) 

Following Ascari (2004), this paper introduces the price dispersion that derives 

from the aggregate output as 

    ∫  
 

 
  

     

  
        (16) 

Equation (16) dictates the resource costs due to the relative price dispersion 

under the Calvo price setting. A higher level of    means that a firm needs more labors 

to produce the same level of output. 

 

2.4. Authority’s policy 

2.4.1. Monetary Policy 

As in Ha (2019), we modify the standard Taylor rule as 

 

 
  

 
  

    

 
     

  

  
    

  

 
              

    
   (17) 

 where    
  

  
,     are the steady state of    and   , respectively. The parameter 

   illustrates the degree of interest rate smoothing. Finally,    
 is an i.i.d monetary 

policy shock and   
  is a volatility shock that allows for the time-varying volatility of a 

policy shock. 

The evolution of trend inflation can be described as a persistent AR(1) process 

 

                  
 
                

  (18) 

 where  
 
 is the value of inflation in the steady-state and    

 is a standard normal 

and independent of time. 

To sum up, changes in the policy rate can be attributed to two elements: time-

varying trend inflation (  ), and the time-varying stochastic volatility shock (  
 ). 

While the the shock to trend inflation directly affect the policy rate, there are indirect 

effects captured by the time-varying stochastic volatility shock through increasing the 

volatility of corresponding monetary policy shock. 
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2.4.2. Fiscal Policy 

The government expenditure is financed by lump-sum taxes as follows 

        (19) 

Government spending is specified as a fraction of output    according to  

       
 

  
     (20) 

 where   , which is greater than unit, is an AR(1) process  

                                  
  (21) 

 where    
 

 
  is the value of government spending relative to output in the 

steady state. 

2.5. Market Clearing Condition 

The market clearing condition in the labor market, the final goods market and the 

government bond can be expressed as 

    ∫           (22) 

           (23) 

       (24) 

2.6. Policy Uncertainty 

 As in Fernandez et al. (2011) and Shephard (2008), the standard deviation   
  is 

assumed to follow an AR(1) process 

   
                   

      
    

 ∼         (25) 

 where    is the unconditional mean of   
          which is the stochastic 

volatility shock arising in the technology shock and monetary policy shock. We call 

  
  Policy Rate Risk (PR, henceforth). The shock to the volatility   

  is an i.i.d process 

that is assumed to be independent of the level shock   
  and    represents one-standard 

deviation of uncertainty shock. 
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3. Welfare and Welfare Cost Computation 

3.1. Welfare Computation 

We use the expected utility of the household,   ∑   
                    to 

measure the welfare. This paper follows Nakata‘s approach, which use the 

perturbation method to compute the approximation to the policy functions around the 

deterministic steady-state and use these to compute the welfare. With an employment 

of the second-order Taylor expansion of the household‘s utility function around the 

deterministic steady-state, we can decompose the welfare into the different 

components as given 

   ∑   
            ∑   

          ∑   
                  

∑   
                           

            

  where                ; and       and       are vector which contain the 

first and second derivative of u(.) evaluated at   which are the deterministic steady 

state of   . Therefore, the welfare can be decomposed into three components: the 

deterministic component,    ∑   
         , the level component,    

∑   
                 , and the volatility component ,    ∑   

                

          .    depends on the deterministic steady-state ( ),    depends on the 

mean of   , and    depends on the volatility of   . It is worth noticing that    reflects 

the nonlinearity of policy function and this term would always be zero in the linear-

quadratic form.    captures the household‘s risk aversion. The decomposition is 

helpful to identify sources of welfare costs of shifting trend inflation and uncertainty
84

. 

Three components are the deterministic steady-state component, the level component 

and the volatility component. They can, in turn, be interpreted as the deterministic 

steady-state effect generated by changes in the deterministic steady-state variables, the 

level effect generated by changes in the mean of variables, and the volatility effect 

generated by changes in variance of variables. The analyses also show changes in the 

properties of economy due to constant trend inflation, shifting trend inflation and 

policy uncertainty shocks. By analyzing changes in the welfare components and the 

                                           
84

 Previous studies also decompose the welfare. For example, Ascari2016 investigate how much welfare loss 

based on non-stochastic steady-states and stochastic means, while Kim2018 decompose the welfare gains 

contingent on tax policies into efficient gains (the mean effects) and stabilization gains (the variance effects). In 

our study, we follow Nakata‘s approach using the pruning algorithm suggested by Kim, Kim, Sims, and 

Schaumburg (2008) to compute the welfare components. The decomposition identifies how the welfare costs 

could be signified due to interactions of shifting trend inflation and monetary policy uncertainty. 
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business cycle properties, findings provide important inferences to explain the welfare 

effects as well as the transmission mechanism of shocks. 

3.2. Welfare Cost Computation 

The present study defines the welfare cost      as compensating variation in 

consumption that enhances the welfare of a typical household in one economy to make 

them as well-off as others in another economy. Mathematically, wc can be represented as 

  ∑   
          

  

   
         

  

   
               

  ∑   
                           (26) 

 where           are consumption and working hours in the economy with      

and            are in economy with     . Here, ―m" could be the shock to trend inflation 

or uncertainty shock (the uncertainty arising on the monetary policy shock). 

4. Calibration 

Table 1 reports the parameter values, which we use to quantify the welfare costs of 

shifting trend inflation and uncertainty in the next step. The set of model parameters is 

split into two subsets. The first subset includes parameters that we can directly compute 

them without solving the model or whose values are standard in the literature. As argued 

by Bonn2014, it is computationally difficult to jointly estimate all parameters in the model 

featuring time-varying volatility. Therefore, we firstly estimate the time-varying stochastic 

volatility shocks. For simplicity, we follow Born and Pfeifer (2014) to select parameters 

for the time-varying stochastic volatility process arising in the monetary policy. The paper 

shows moderate evidence of time-varying policy uncertainty with a high level of variance 

(0.363) and persistence (0.921). The variance and persistence level of volatility shock 

arising the technology shock are 0.308 and 0.655, respectively. 

Further, the discount factor,  , is equal to 0.9974 and the inverse Frisch elasticity,  , 

is set to 1.59 as in Justiniano and Primiceri (2008)
85

. The persistence level and standard 

deviation of structural shocks are also set to values that are common in the literature. For 

example, we follow Justiniano & Primiceri (2008) to set autoregressive parameters of the 

productivity shock and the government expenditure shock at 0.32 and 0.98, respectively. 

Regarding the production sector, we use the estimates from Cogley & Sbordone (2008)
86

. 

The degree of price indexation,  , and the elasticity of substitution,  , are set to 0 and 10, 

                                           
85

 Justiniano and Primiceri (2008) is the first attempt that uses the DSGE model incorporating the stochastic 

volatility shocks. 
86

 Since that is the only study to estimate the parameters of a Calvo model relaxing the assumption of perfect 

indexation. 
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respectively. The estimations of Cogley & Sbordone (2008) are consistent with those in 

the literature on constant non-zero trend inflation and imperfect indexation. For the trend 

inflation process, we set its standard deviation,   , and its persistence level,   , to 0.0008 

and 0.995, respectively as in Cogley et al. (2009). 

The second subset consists of remaining parameters for the habit formation,  , 

the probability of non-optimization,  , and parameters related to Taylor rule, including 

the smoothing parameter,   , the coefficient on inflation,   , and the coefficient on 

output growth,   , which are calibrated jointly to match selected moments in the 

1954Q3-2015Q1 U.S. data. We follow Ruge-Murcia (2012) to employ Simulated 

Method of Moments (SMM)
87

 approach to fit the model to the data. With this 

approach, we attempt to minimize the weighted distance between the simulated 

moments computed from artificial data and the empirical moments. 

Note that we need to solve the model non-linearly before simulating the data. 

Perturbation method is used to approximate the policy function around the deterministic 

steady-state. To capture effects of volatility shocks, we need to go beyond the first order 

approximation. In this study, we stop at the second order approximation
88

 due to the 

following reasons. First, we include two main mechanisms: volatility shocks and 

parameter drifting (shifting trend inflation) in the present study. This differs from 

Fernandez et al. (2011) and Born and Pfeifer (2014) who only consider the model with 

stochastic volatility shocks. With these two mechanisms, the higher-order approximation 

would make the evaluations of model challenging for models with a number of state 

variables because of dimensionality issues as argued by Fernandez et al. (2015). Second, 

the second-order approximation is preferred because it still captures the implications of 

stochastic volatility and is convenient because it is accurate and computationally cheap. 

Further, Ruge-Murcia (2012) shows two caveats when using the third-order 

approximation. First, the third-order approximation is computationally expensive. Second, 

the stability of the second order system is insured by using the pruning algorithm 

suggested by Kim, Kim, Sims, and Schaumburg (2008), whereas this is no longer the case 

when the algorithm is applied to a third-order solution. 

The four selected moments include output volatility     , volatility of consumption 

relative to output        , a correlation between output and consumption         , and 

                                           
87

 We use Matlab for this exercise. We strictly follow the procedure proposed by Ruge-Murcia (2012) for this 

exercise. Details about SMM method are presented in Appendix 11. 
88

 To analyse impacts of higher order approximation on parameter values, we employ the third order 

approximation as well.  
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a correlation between output and labor         . These moments are vital for the 

subsequent welfare and welfare cost computations since they reflect the dynamic behavior 

of consumption and working hours. Accordingly, the habit formation,  , and the 

probability of non-optimization,  , are calibrated at 0.81 and 0.70, respectively. Three 

parameters in Taylor rule, including   ,    and    are calibrated at 0.81, 1.68 and 0.08, 

which are consistent to Justiniano and Primiceri (2008). 

Table 1: Moments 

 

Note: moments in the second row are obtained from HP-filtered U.S data (1954Q3-

2015Q1). The last row is the moments from simulations for the calibrated model.   

 Table 1 compares the moments created by the calibrated model with moments 

computed by the data. The reported volatility and correlation statistics represent the 

HP-filtered U.S data during 1954Q3-2015Q1 period. Table 1 shows that the model 

does a good job for matching the selected moment, especially the volatility of output 

and the correlation between output and consumption. In short, the key features of the 

data are captured reasonably well by the calibrated model. Therefore, the calibrated 

model can provide an appropriate laboratory for the subsequent welfare analysis. 

5. Results 

This study firstly conducts exercises to observe how monetary policy uncertainty 

distorts the economic welfare by using the calibrated parameters. In the first step, we 

quantify welfare costs of policy uncertainty with different trend inflation levels. 

Welfare costs of constant and shifting trend inflation and their changes when 

incorporating the volatility shock are presented in the next part
89

. 

We then perform some sensitivity analysis that shows how welfare costs respond 

to changes in relevant parameters. For example, Fernanndez-Villaverde et al. (2010) 

show a larger value for   and  . In particular, the range                       and 

                        are respectively taken into account to compare with the 

baseline model. To explore the role of trend inflation process, we consider different 

values for the steady state level of trend inflation, the various levels of persistence and 

                                           
89

 For welfare and welfare costs computation, we use Matlab program with the method suggested by Kim et al. (2008).  
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standard deviation of trend inflation process as follows:                    ; 

               ,                            90
, respectively. 

5.1. Welfare Costs of Policy Uncertainty 

This section documents the welfare costs of policy uncertainty corresponding to a 

2  and 4  trend inflation. Subsequently, impacts of uncertainty on the economy 

reported by the impulse response function of monetary policy risk shocks are 

presented. Some main facts should be emphasized in Table 2. The focus firstly lies on 

the 2-percent-trend-inflation economy. Adding the stochastic volatility shocks 

dampens the welfare negligibly. The welfare diminishes from -898.04 to -900.11 (or 

by 0.25 ) due to the monetary policy uncertainty. The result indicates a small welfare 

consequence caused by the uncertainty about monetary policy. Moreover, the welfare 

differences are derived mostly from the changes in the level and volatility component, 

in which the level component accounts for the largest proportion. Changes in 

properties of these two economies reflect these facts by a fall in mean consumption 

(from -0.0078 and -0.0121) and an increase in mean labor supply from (0.0001 to 

0.0002). Their standard deviation, on the other hand, grows up by a large amount. By 

analyzing changes in the welfare components and the business cycle properties, the 

findings provide important intuitions to explain the welfare effects as well as the 

transmission mechanism of the stochastic volatility shocks. 

Table 2: Welfare Costs of Policy Uncertainty 

 

                                           
90

 These parameters are taken from the literature. The first one comes from Ireland (2007), while the others are 

taken from Cogley et al. (2009) for 1960-1979 subsample, 1982-2007 subsample, respectively. 
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     Note: PR is the economy with the policy rate risk. (*) expressed as percentage 

deviation from the deterministic steady-state.   ,    and    are the deterministic 

steady-state, level and volatility component, respectively.    

Furthermore, Table 2 also illustrates that the consequences of uncertainty become 

more severe if the monetary authorities set a high level of trend inflation. Take 4  

trend inflation as a given. From the fourth column of Table 2, the model with policy 

risk produces greater welfare costs (0.59 ) when trend inflation is high. It suggests 

that the costs of policy uncertainty have a tendency to rise when the central banks raise 

their inflation targets. The welfare distinction between the model with and without 

policy uncertainty stems from changes in the level and volatility components. It is 

reflected by corresponding changes in properties of this economy. Significant changes 

in both mean and standard deviation of consumption and labor supply are presented in 

Table 2. The welfare difference due to policy uncertainty can be explained not only by 

reduction of consumption and leisure, but also by a growth in their volatility. In short, 

the results suggest that welfare costs of monetary policy uncertainty are higher if 

central banks raise their inflation targets, which induces more significant reduction of 

the level and volatility component of welfare. 

5.1.1. Sensitivity Analysis 

Figure 1 shows an exercise to see how welfare costs of uncertainty depend on the 

uncertainty shock volatility (  ). The figure suggests that if the time-varying 

stochastic volatility shock gets more volatile, it creates more significant reduction in 

welfare. As a result, costs of uncertainty are higher. 

Figure 1: Welfare Costs of Policy Risk 
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Further, the study also conducts exercises to report how welfare costs of 

uncertainty change with a variety of parameters governing the pricing environment. 

Figure 2 shows changes in welfare costs with respect to changes in these relevant 

parameters. First, both price indexation level and the price adjustment frequency lead to 

moves of costs as expected. A higher chance that non-optimizing firms are able to catch 

up with price changes by optimizing firms makes costs of uncertainty less severe. A larger 

  implying less frequent price adjustment generates large welfare costs. 

Figure 2: Welfare Costs of Uncertainty: Monetary Policy Risk 

 

Detailed computations for sensitivity analysis are reported in Table 12. The table 

is useful to help us understand the nonlinear curve of welfare costs of policy risks 

corresponding to changes in these relevant parameters. Table 12 shows welfare costs 

of stochastic volatility shocks caused by moves in their own standard deviations. In 

general, a given amount of increase in the standard deviation leads to a greater fall in 

welfare when the standard deviation is high. 

5.1.2. The Cyclical Effects of Trend Inflation 

In the next exercise, this study discusses the trend and magnitude of effects of 

policy uncertainty shocks on the economy. Figure 3 is the simulation documenting 

impulse responses of key macroeconomic variables to policy uncertainty shocks with a 

consideration of various levels of trend inflation: 0 , 2 , and 4 . The upper panel is 

a simulation when the shock persistence is equal to 0.9, and the bottom panel 

corresponds to the case when we increase the shock persistence to 0.95. Some 

messages could be mentioned here. First, it can be seen that these shocks adversely 

impact the economy. In particular, a reduction of output as well as a rise in inflation, 

and price dispersion are the direct effects of these shocks. What is more, when central 

banks set a higher level of trend inflation, the magnitude of effect has become 
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stronger. In other words, the consequences of policy uncertainty become more severe 

when trend inflation is higher. 

Figure 3: Impulse Response Functions to Policy Uncertainty Shocks 

 

     Note: The upper figure: the shock persistence level is 0.9 while the bottom figure: 

when the shock persistence level is 0.95.  

Moreover, when the policy risk shocks become more persistent, they distort the 

economy more significantly. In particular, output decrease as well as inflation 

increases more significantly when policy uncertainty shocks become more persistent. 

A rise in price dispersion also plays a crucial role in explaining the welfare reductions. 

Figure 4 depicts that the policy risk shocks induce households to consume less and 

work more. An increase in labor supply then creates a pressure in the labor market, 

thus lowers wages
91

. When trend inflation is higher, the impacts of policy risk shocks 

become more considerable, thus greater welfare costs. 

Figure 4: Impulse Response Functions to Policy Uncertainty Shocks 

 

 

                                           
91

 Born and Pfeifer (2014) and Basu & Bundick (2017) have documented the same effects. 



  

 

 

1105 

5.2. Welfare Costs of Trend Inflation in the Economy with Policy Uncertainty 

5.2.1. Welfare Costs of Constant Positive Trend Inflation 

Table 3 compares the welfare of two economies featuring distinct positive levels 

of trend inflation, 0 and 6 annualized percent. First, we look at the baseline model (an 

economy without policy uncertainty) to observe the welfare differences due to 

constant trend inflation. Clearly, a large welfare cost (5.53 ) in the baseline model 

stems from a higher level of trend inflation. Three components, especially the level 

and volatility components mainly explain the difference of welfare when central banks 

raise inflation targets. A higher level of trend inflation causes price dispersion to 

increase as non-optimizing firms cannot index their prices and leads to less efficient 

aggregate production. Therefore, the households need to supply more labors to 

maintain the same level of consumption, and output. Less consumption but more 

working hours lead to substantial welfare reduction. 

Table 3: Welfare Costs of Constant Trend Inflation 

 

Note: (*) expressed as percentage deviation from the deterministic steady-state.   ,    

and    are the deterministic steady-state, level and volatility component, respectively.    
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Figure 5: Welfare Costs of Constant Trend Inflation  

 

In the following exercise, we incorporate the time-varying stochastic volatility 

shock into the model. In general, the volatility shocks lead to larger reduction of 

welfare. The welfare differences due to constant trend inflation in the model with 

policy uncertainty mainly come from reduction in the level and volatility components 

as in the baseline model but the role of these two components become increasingly 

important. In particular, once central banks raise inflation targets from 0  to 6 , a 

large amount of welfare cost is generated (7.85 ). This cost is mainly accounted by 

the changes in the level component (-3.17 to -46.21) and the volatility component (-

4.08 to -17.46). Changes in the deterministic component remains unchanged as in the 

model without uncertainty. The results imply that the policy uncertainty signifies 

welfare costs of constant trend inflation by causing larger changes in the level and 

volatility components. These changes are reflected by more substantial movements of 

mean and standard deviation of consumption and hours worked. The higher inflation 

targets lead to a decrease in mean consumption and a rise in mean working hours, 

while their variance increases. 

Figure 5 and 6 respectively depict movements of deterministic steady-state 

component, and the level and volatility components corresponding to the different 

levels of trend inflation. Regarding the deterministic component, the top left panel of 

Figure 5 shows how welfare costs of the economy with monetary policy risk vary with 

the diverse levels of trend inflation. The most striking feature is the non-linear 

relationship between trend inflation and welfare cost. The top right panel in part 

explains this relationship. A given percentage point increase in trend inflation 
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produces a greater rise in the steady-state price dispersion when trend inflation is 

higher. Hence, the consumption increases while the working hours decreases as 

reflected by the bottom panel of Figure 5. Both figures for steady-state consumption 

and working hours exhibit the non-linear relationship with the trend inflation. In the 

model without policy uncertainty, the deterministic component is the main factor 

explaining changes in welfare, thus such nonlinearity in the steady-state quantities 

causes the relationship between welfare costs and trend inflation levels. 

Figure 6: Mean and Volatility Welfare 

 

 

Note that in the model with time-varying stochastic shocks, the level and 

volatility components play a vital role in explaining any welfare difference. Therefore, 

it is important to observe movements of these components with respect to different 

levels of trend inflation. Figure 6 provides more intuitions to explain significant 

reductions of welfare. Both mean and volatility components of welfare fall 

dramatically, especially at a high level of trend inflation. The figures for consumption 

and working hours explain this relationship. In particular, the mean consumption and 

leisure decline while their variance increase with respect to a higher level of trend 

inflation. All figures exhibit the non-linear relationship with trend inflation, which a 
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given percentage point rise in trend inflation leads to greater changes in consumption 

and leisure when trend inflation is high. Such nonlinearity in the mean and variance 

quantities are the key factor in understanding the aforementioned relationship between 

trend inflation and welfare if there exists policy uncertainty. 

5.2.2. Welfare Costs of Shifting Trend Inflation 

The section compares welfare costs of exogenous alternation in trend inflation in 

three economies, including the economy without shifting trend inflation and policy 

uncertainty (         ), the economy without policy uncertainty but with 

shifting trend inflation(         ), and the economy with shifting trend inflation 

and monetary policy uncertainty (         ). We set the steady-state inflation to 

2 annualized percent. Table 4 dictates changes in the welfare cost of shifting trend 

inflation and properties of an economy due to monetary policy uncertainty. Several 

points should be emphasized. First, the model without monetary policy uncertainty 

shows how shifting trend inflation affects welfare. Welfare costs of shifting trend 

inflation are 0.24 percent if there does not exist the monetary policy uncertainty, in 

which the welfare difference comes from reduction of level component. The changes 

in level component are reflects by changes in properties of economy. The shifting 

trend inflation leads to a decline in mean consumption and an increase in the mean 

hours worked. 

Since the policy functions for consumption and labor supply are respectively 

concave and convex functions of trend inflation, a mean-preserving spread in the 

shock distribution lowers mean consumption and increases mean labor supply. As 

argued by Nakata2014, a shock to trend inflation can be interpreted as taking the 

economy to a new steady-state with a various level of trend inflation if trend inflation 

is highly persistent. The concave policy function for consumption implies that a 

positive shock to trend inflation leads to reduction in consumption by an amount 

greater than its increase caused by a negative shock. The convex policy function for 

labor supply implies that a positive shock to trend inflation leads to an increase in 

labor supply by an amount greater than its reduction caused by a negative shock. 

Hence, consumption declines and labor supply rises due to a higher variance of shock 

to trend inflation. 
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Table 4: Welfare Costs of Shifting Trend Inflation 

   

 

     Note:(*) expressed as percentage deviation from the deterministic steady-

state.   ,    and    are the deterministic steady-state, level and volatility component, 

respectively.   

 

Subsequently, we observe how welfare costs of shifting trend inflation change 

when incorporating the stochastic volatility shock. The fourth column of Table 4 

illustrates costs in the model with the monetary policy uncertainty (         ). It 

is worth noting that welfare declines more considerably due to shifting trend inflation 

and monetary policy uncertainty. Welfare costs of exogenous variance in trend 

inflation in the economy with monetary policy risk is about 0.51 . Larger changes in 

the mean and volatility of consumption and working hours
92

 are mainly attributed to 

higher welfare costs. The results suggest that monetary policy uncertainty amplifies 

costs of shifting trend inflation by causing greater changes in mean and volatility of 

consumption and working hours. 

The time-varying volatility tells a story around changing size of the variance of 

structural shocks that hit the economy. In the baseline model, the impacts of 

exogenous variations in trend inflation are trivial. It might not precisely explain 

sources of movements. While we struggle with times of high volatility, we might 

                                           
92

 Welfare differences come from significant reduction in the level and volatility component, in which the level 

component makes up the greatest proportion. 
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dwell in joy with a low volatility. The study emphasizes that the changing size of the 

variance of structural shocks might bring about the severe welfare consequences. The 

higher volatilities directly reduce welfare through the volatility component, but also 

indirectly lower welfare by effects on the average levels of consumption and hours 

worked as indicated in Table 4. 

Sensitivity Analysis 

Figure 7: Welfare Costs of Shifting Trend Inflation under Uncertainty 

 

 

The study also conducts some exercises to examine how welfare costs of shifting 

trend inflation in the economy with the presence of uncertainty vary with respect to 

changes in parameter values, for instance, the steady state level of trend inflation   
 
 , 

Calvo parameters (a combination of   and  ), a persistence level      and a standard 

deviation of shock to trend inflation     . Figure 7 expresses movements of welfare 

costs corresponding to parameter changes. Two messages can be identified. First, the 

parameters controlling the pricing environment significantly determine these welfare 

costs. The top panel of Figure 7 shows changes in welfare costs with degree of price 

indexation and the frequency of price adjustment. Notice that a greater level of price 

indexation implies that prices are less dispersed at any trend inflation rate because this 

index allows non-optimizing firms to catch up with prices set by optimizing firms. 

Therefore, both consumption and labor supply are less impacted by the different levels 
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of trend inflation, thus a higher degree of price indexation produces lower welfare 

costs of shifting trend inflation. On the other hand, the lower price adjustment 

frequency causes welfare costs to increase. As can be seen from Figure 7, welfare 

costs are high corresponding to a high price indexation level and a low price 

adjustment frequency. Table 11 in Appendix 4 shows the detailed computation for 

welfare costs with alternative values of price indexation and Calvo parameters. 

Second, the bottom panel of Figure 7 also illustrates how welfare costs vary with 

changes in shifting trend inflation shock properties. In particular, either the higher 

variance levels or higher persistence levels of shock generate larger welfare costs. It is 

worth noting that the nonlinear relationship between welfare costs and the standard 

deviation levels of shock to trend inflation implies that the higher the variance levels 

of shock to trend inflation are, the larger welfare costs are produced. Table 9 and 10 in 

Appendix 4 report details about computation for the sensitivity analysis. It also 

indicates how welfare costs of shifting trend inflation change if there is a presence of 

uncertainty. A common point in the models with and without uncertainty is that a 

given amount of increase in these parameters leads to a larger change in welfare when 

these parameters are high. For example, when the standard deviation level rises from 

0.075 to 0.1, welfare costs increase from 0.22 to 0.39  and from 0.49 to 0.66 , while 

there is a little change when the standard deviation level moves from 0.025 to 0.05 in 

the model without and with policy uncertainty, respectively. Therefore, if the economy 

is featured by the high standard deviation level of shock, especially if policy 

uncertainties are presented, changes in inflation-targeting policy can create a severe 

issue. 

In short, the study indicates that the monetary policy uncertainty distorts the 

economic welfare through different ways. In the one side, this time-varying volatility 

shocks themselves produce modest welfare costs but they become more sizable when 

there is an increase in the trend inflation level. On the other side, the existence of 

policy uncertainty signifies the welfare costs of constant and shifting trend inflation. 

7. Conclusions 

 The study emphasized consequences of monetary policy uncertainty in term of 

the welfare costs in the economy with shifting trend inflation. We developed the model 

featuring time-varying volatility and time-varying trend inflation, and then use the 

perturbation method to compute the welfare. The results depict that the presence of 

uncertainty itself produces a negligible welfare cost, whose welfare differences mainly 

come from the fall in its mean and volatility component. The costs of policy 
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uncertainty can be accounted not only by reduction of mean consumption and leisure, 

but also by a rise in their volatility. It is worth noting that these costs are greater in the 

high-trend-inflation economy. More importantly, we found that a simultaneous 

existence of shifting trend inflation and monetary policy uncertainty in the economy 

brings about more serious consequences. We also documented impulse responses of 

key macroeconomic variables to policy uncertainty shocks on the economy with 

various levels of trend inflation. The results show that the adverse impacts of policy 

uncertainty shock can be signified when trend inflation is higher. 

Furthermore, the welfare costs of raising trend inflation are large if there is 

monetary policy uncertainty. The costs of shifting trend inflation also show a 

significant difference when we did and did not incorporate monetary policy 

uncertainty shocks. The results imply that the welfare costs of shifting trend inflation 

can be magnified if there exists the monetary policy uncertainty. These welfare 

differences due to shifting trend inflation mainly come from reductions of the level 

and volatility component. They are reflected by a decreasing trend in mean and an 

increasing trend in volatility of consumption and leisure due to shifting trend inflation. 

The monetary policy uncertainty then signifies these changes to produce the higher 

welfare costs. 
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APPENDIX  

  1. Data for Simulated Method of Moment 

  All data are from the Bureau of Economic Analysis (BEA)‘s NIPA Tables and 

available in quarterly frequency from 1954Q3 until 2015Q1. The detail of data is given as 

Output. It is the nominal GDP (Table 1.1.5 line 1, Series GDPC96) divided by 

the GDP deflator (Table 1.1.4 line 1, Series GDPDEF). 

Consumption. Is is a sum of personal consumption expenditures for nondurable 

goods (Table 1.1.5 line 5, Series PCND) and services (Table 1.1.5 line 6) divided by 

the GDP deflator (Table 1.1.4 line 1, Series PCESV). 

Inflation. It is computed as the log-difference of the GDP deflator (Table 1.1.4 

line 1, Series GDPDEF). 

Hours. It is hours of all persons (index 2009=100) (St.Louis FED - FRED 

Database, Series HOABS). 

Interest Rate. It is an effective Federal Funds rate (St.Louis FED - FRED 

Database, Series FEDFUNDS). 

2. Simulated Method of Moment 

 The idea of Simulated Method of Moments (SMM) is presented in the 

following. Let denote   be a (qx1) vector of structural parameters,      , be a (px1) 

vector of empirical observations on whose moments are of our concerns, and          

is the (px1) vector of variables analogous to       but based on the data simulated 

from the model using parameter values. The SMM estimator,  ̂ , is obtained by 

solving 

  ̂     
   

            (A6.1) 

 where  

            ∑   
               ∑    

              (A6.2) 

    is the length of simulated sample, W is a (qxq) weighting matrix. In words, 

the SMM estimator is the value of   that make the distance between the moments 

implied by the model and those obtained from the observed data as small as possible. 

The regularity condition argued by Duffie and Singleton (1993) for SMM estimators to 

be consistent and asymptotically normal states that 
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 √   ̂                                          (A6.3) 

 where  

      
   

    
 

√ 
∑   

           (A6.4) 

             is a (pxq) matrix of full column rank. 

Estimation Procedures 

We perform a two-step estimation procedure. As argued by Born and Pfeifer 

(2014), it is computationally difficult to jointly estimate all parameters because of the 

non-linear solution of the model required to capture uncertainty effects and the high-

dimensional state space. Therefore, we firstly estimate the time-varying stochastic 

volatility shocks. For simplicity, we follow Bonn2014 to select parameter values for 

the time-varying stochastic volatility process arising in the monetary policy. In the 

second step, this process is fed into the model and remaining parameters are estimated 

by using the SMM. 

Regarding SMM, the model is first solved and estimated using a second-order 

approximation. The data series are output, consumption, inflation, hours worked and 

interest rate for the period 1954:Q3 to 2015:Q1. There are parameter values fixed prior 

to the estimation, including  ,  ,  ,  ,  ,   ,   ,   ,   ,   ,  
 
,   , and   . In this 

application,   consists of  ,  ,   ,   , and   . The four selected moments include the 

output volatility, the volatility of consumption relative to output, a correlation between 

output and consumption, and a correlation between output and labor. Following Ruge-

Murcia (2012), we use the identity matrix as the weighting matrix in the statistical 

objective function. The number of simulated observations is five times larger than the 

sample size, that is    . 
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Abstract:  

The last recent years have witnessed a phenomenon growth in the luxury fashion 

industry in Vietnam. Yet very few studies have been performed in this domain to gauge an in-

depth knowledge about the luxury consumer behavior. The purpose of this paper is to 

combine the concepts of existing research on luxury consumption and studies which examined 

different aspects of consumer behavior to generate a framework to investigate how perception 

of luxury brands, including functional value, experiential value and symbolic value influence 

consumers‘ intention to purchase luxury brands in Vietnam. The model also aims to validate 

the mechanism in which vanity and brand consciousness affects customers‘ intention to 

purchase luxury brands.   

Keywords: Asia – pacific, emerging economy, luxury, purchase intention, vanity. 

 

1. Introduction   

According to ―Global powers of luxury goods 2018‖ report done by Deloitte, 

aggregate net sales of global luxury goods reached US$ 217 billion. The robustness of 

luxury fashion business in Asia has made it an interesting research area to brand 

practitioners and academics. For a long time in the history, the luxury industry has 

operated on a ―West versus the Rest‖ pattern. However, recent trends highlight the 

growing importance of Asia, Middle East, Latin America and Africa. Total sales of 

luxury clothes and footwear in Europe and North America are expected to reduce by 

more than 50 percent of the global while sales in Asian, Latin American and African 

market are forecasted to rise above 50 percent and continue its upward trend in 

subsequent years.  

                                           
93

 Corresponding email: lebaongoc.tuti@gmail.com 



  

 

 

1119 

As wealth has increased in Vietnam, highly priced items have become the 

tangible symbol of wealth. An online survey on 29,000 people across 58 countries 

conducted by ACNielsen in 2014 revealed 54% of Vietnamese respondents said that 

they are willing to drop their money on luxury goods. According to this survey, 

Vietnamese shoppers rank the third in the world in terms of the desire for branded 

goods, just next to their counterparts in China and India. From a country with almost 

no brands two decades ago, Vietnam has grown into a dynamic consumer market of 

international brands. Currently young women walking on streets could be easily 

spotted carrying a bag with luxury brand logo. Recent years also has seen a huge 

growth of Vietnam‘s tourism industry. From a country which suffered post-war 

damages, it has transformed into a high – end tourism destination boasting world – 

class luxury hotels and chic resorts. Recent statistics have proved Vietnam to be a 

promising and exciting luxury market in Asia. There are three factors attributed to this 

phenomenon. First, Vietnamese show an increasing consumption confidence and 

positivity about their future employment prospect, making them willing to spend 

money on luxury brands. Second, foreign education is a growing status symbol in 

Vietnam. Frequent interaction with Western culture either through education or 

Internet explosion opens a way for Vietnamese youth to gain a better understanding of 

international luxury brands. Thirdly, the expansion of middle class is taking place at a 

fast pace, making symbolic representation of being affluent becomes more socially 

acceptable for the Vietnamese. 

However, luxury manufacturers whom want to grow their business in 

Vietnamese market are facing a number of challenges. While Vietnam is a lucrative 

spot in Asia as far as foreign investors concern, luxury producers usually enter the 

market through a local distributor. Distributors whom are more familiar with the local 

market will import the luxury goods and distribute them through their network of 

retailers. Nonetheless, because of high tariff placed by the Vietnamese government, 

imported luxury goods are much more expensive than they would be in other 

countries. This gives rise to a phenomenon in which some people whom have 

opportunities to travel abroad frequently because of the nature of their job, for 

instance, flight attendants, students or celebrities, purchase luxury goods at cheaper 

prices when they are overseas and then resell these goods, usually via online 

platforms, when they are back to Vietnam. Chinese luxury market faces a similar 

situation and refers to these unauthorized overseas retail agents as ―daigou‖. This is a 

win win situation for everyone apart from the government: the purchasing agents make 
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money and Vietnamese customers get their hands on authentic luxuries at lower prices. 

Recently Chinese government have stepped in to regulate ―daigou merchant‖ by 

obligating them to register for business license and pay import duties (China Briefing, 

2018). However in Vietnam, because of the lack of cross – border e – commerce 

regulation, premium brand owners face competition from these unregulated retailers.  

Prior researchers have develop theoretical frameworks of luxury value 

perception, for example, Vigenron & Johnson (1999, 2004), who classified prestige 

seeking behavior into five perceived values, namely perceived conspicuous value, 

perceived uniqueness value, perceived hedonic value, perceived social value and 

perceived quality value or Wiedmann et al. (2007) who relates luxury consumption to 

financial value, functional value, individual value and functional value. Materialism 

emerges as an important determinant of luxury consumption (Wong & Ahuvia, 1998; 

Sun et al., 2007). As far as the author concerns, many scholars are giving greater 

attention to the phenomenon of luxury consumption in Asian region (Liang et al.,2017; 

Sun et al., 2017; Hung & Chen, 2011; Park et al., 2008; Phang et al., 2016). 

Researchers have attempted to identity a number of significant internal and external 

antecedents which could have reasoned consumer willingness to buy luxury brands in 

Asian countries 

Although numerous studies have focused on the consumers‘ perspective of 

luxury products in Asian countries, such as South Korea (Park et al., 2008), Taiwan 

(Hung et al., 2011), Malaysia (Phang et al., 2016), India (Sharda & Bhat, 2017), China 

(Liang et al., 2017), very little empirical studies have paid attention to luxury 

consumption in Vietnam. Most of studies on luxury consumption behavior in Vietnam 

focus on status consumption, leaving other determinants of luxury goods consumption 

unexplored.  

Past literature admits some limitations, such as an overfocus on true and 

traditional luxury while neglecting other types of luxury such as upper – range or 

branded clothes. Also, local luxury brands are poorly understood and under - 

investigated. Most studies on luxury consumption, despite conducted in Asia, focusing 

on international luxury brands.  

For successful market penetration or expansion into Vietnam, it is necessary for 

both global and local luxury brand marketers to first understand how perceive luxury 

brands, what leads them to purchase luxury brands and then design their marketing 

strategies on the basis of these findings. The present study aims to explore the 

mechanism on which luxury brand value perception, social influence, vanity and brand 
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consciousness affect luxury brand purchase intention. This study will answer the 

following questions: 

₋ Which determines Vietnamese consumers‘ purchase intention towards luxury 

products? 

₋ To what extent does each determinant influence luxury purchase intention? 

₋ What are some suggestions for businesses in luxury industry to develop 

appropriate marketing strategies?  

2. Literature review   

2.1. Defining the luxury 

There is no universally accepted definition of luxury in academy. It is 

traditionally believed that luxury and prestige fashion good are considered as a 

privilege for consumers and only consumers with high social status could afford those 

(Riley & Lacroix, 2003). In one early attempt, Kapferer (1997, p. 253) referred to the 

word luxury as ―defines beauty, it is an art applied to functional items. Like light, 

luxury is enlightening. Luxury items provide extra pleasure and flatter all senses at 

once‖. In line with this idea, Nueno and Quelch (1998) attributed luxury brands to low 

functional value but high emotional value. Grossman and Sharpiro (1988) defined 

luxury goods or status goods as goods for which the mere use or display of a particular 

branded product is to bring prestige to the owner with little regard to any functional 

utility. Nueno & Quelch (1998) explained one dominant trait of luxury good is its 

exclusiveness. Ghosh & Varney (2013) in their review of 35 researches provided a 

framework of luxury goods consumption which associate luxury goods with six 

characteristics, namely, perceived premium quality, aesthetic, expensiveness, history, 

perceived utility and perceived uniqueness. Nowadays luxury brands such as Louis 

Vuitton, Dior, Gucci, Chanel and Hermes all share these key characteristics (Dubois 

and Duquesne, 1993; Nueno and Quelch, 1998).  

2.2. The new luxury  

Overtime, in order to seize profit making opportunities by serving a wider 

market, luxury manufacturers have amended their marketing strategies and started to 

offer premium products to middle – market consumers. Ghosh and Varney (2013) 

divided luxury goods into four groups. True luxuries are items with limited access, 

traditional luxury ranges from perfume, watch to clothing and footwear. Modern 

luxury living includes travel, high technology, hospitality, luxury experiences and 

service. And finally we have little luxuries which are luxury ranges developed to serve 
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the mass market including affordable dresses, shoes and body care products. Turunen 

& Laaksonen (2011) suggested a pyramid in which luxury can be divided into the 

griffe, the luxury brands, the upper – range brands and the brands. At the highest level 

of luxury pyramid is the griffe which is a pure and unique creation which does not 

show flashy brand logo, followed by luxury brands, also called loud luxury which 

could be easily recognized by brand logos. Next is the upper – range brands and 

branded clothes. With this new definition, luxury is not only defined based on status, 

class and exclusivity but also tied to emotions such as fun and enjoyment (Calefato, 

2014). It is also worth to note that luxury goods and luxury brands are not 

interchangeable. The difference between them is the former could be luxurious without 

having a global reputation or distribution, and vice versa (Hung and Chen, 2011).  

2.3. Luxury brand perceptions 

When analyzing the consumption of luxury goods, some researchers focused on 

the characteristics of luxury products/brands in which researchers try to answer the 

question to how luxury companies and consumers define what is a luxury product or 

brand (Dubois et al., 2001; Britwistle, 2005). Other studies analyzed the profile of 

luxury buyers which highlighted the impact of culture, income, cohort, self-

consciousness on luxury goods consumption (Dubois et al., 2001; Berry, 1994; 

Vigneron & Johnson, 1999). Other studies analyzed the luxury market from the point of 

view of marketing management and the role of the brand for the consumption of luxury 

goods (Truong et al., 2008). These studies highlighted the motives behind luxury goods 

purchase (Vigneron & Johnson, 1999; Husic & Cicic, 2008; Hung et al., 2011).  

Vigneron & Johnson (1999) proposed the ―brand luxury index‖ framework in 

which they divided consumers‘ motivations to consume luxury goods into three 

interpersonal and two personal effects and categorized luxury seeking customers into 

five types on the basis of those. This is probably one of the most well – known and 

inflfuential theoretical frameworks in the field of luxury consumption which has been 

used in numerous studies across countries. This framework deduced five types of 

luxury buyers. Veblenian consumers or whom with perceived conspicuous value 

attach a greater importance to price as an indicator of prestige, because their primary 

objective is to impress others. The Snob people or whom with perceived unique value. 

Snob people perceive price as an indicator of exclusivity, and avoid using popular 

brands to avoid having similar consumption habit with an unwanted reference group. 

Snob people therefore are likely to be first adopters of limited product and will reject 

the product once it becomes popular to the mass. Bandwagon people or whom with 
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perceived social value place importance on the effect that they make on others while 

consuming luxury brands. The Hedonist effect or whom with perceived emotional 

value are more interested in their own thought and thus they will place less emphasis 

on price as an indicator of prestige Perfectionist consumers or who with perceived 

quality value rely on their own perception of product's quality, and may use the price 

cue as further evidence supporting the quality issue. 

Berthon et al. (2009) developed the value dimentions of luxury brands by 

integrating the objective (material), the subjective (individual) and the collective 

(social) component of luxury brands based on the belief that luxury brands are not the 

same. Besides objective characteristics, a luxury brand provides subjective experiences 

and thus it is a dimensional concept. Bertegrate. The functional dimension of luxury 

brands focus on physical attributes posed by luxury brands. Under this category, 

consumers place importance on quality of the product. The second world of 

experiential dimension consists of inner thoughts and focuses on sensation, feelings, 

cognitions and behavioral responses evoked by a brand‘s unique design and identity, 

packaging and communication. This is in concurrence with hedonic and uniqueness 

seeking motivation suggested by Vigneron and Johnson earlier (1999). The third world 

of symbolic dimension attaches importance to what one‘s possession of luxury brands 

signals to others. It implies conspicuousness, expensiveness and wealth.  

These two frameworks pinpoint the role of luxury brand perceptions and social 

influence. While the luxury brand index of Vigenron & Johnson (1999, 2004) was 

confirmed by several empirical studies over time (Tsai, 2015; Hasan et al., 2015; Sun 

et al., 2017), researches in consumers‘ perceptions towards luxury brands generate 

inconsistent results. Hung et al. (2011)  

2.4. Vanity 

Netemeyer et al. (1995, p.162) defined vanity as an excessive concern, and or a 

positive (and perhaps inflated view of one‘s physical apperance or personal 

achievement. It is a personality trait which is infuenced by biological, social and 

interpersonal condition such as parental socialization and genes (Durvasula et al., 

2001; Mason, 1981). Worst, Duckworth & McDaniel (1991) measured vanity by a 

scale of 98 items to explore its motivation towards overspending. Netemeyer et al. 

(1995) viewed vanity with two domains, namely physical vanity and achievement 

vanity. Physical vanity is an extreme concern for and positive view of physical 

apperance. Physical vanity exerts an important impact on consumers‘ decision making 

and product and brand choice. Cash, Winstead & Jarda (1986) and Silberner (1992) 
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reported people are motivated by a concern for their physical apperance to spend on 

dieting programs and plastic surgery. Existing empirical and theoretical evidence have 

created a link between consumption of product and personal achievement. Belk (1985) 

suggested there is a link between product consumption and personal achievement as 

people consume goods to convey status or success. The concept of vanity is close to 

the behavior of materialism (Chang, 2003) so it can be used as a predictor of 

materialism which is one of key themes in luxury consumption.  

2.5. Brand consciousness 

Brand consciousness is defined as an inclination towards buying brand name 

products that are famous, well – known and highly advertised (Sproles and Kendall, 

1986; Zhang and Kim, 2013). Extant studies pointed out the significance of brand 

consciousness in consumer behavior since it helps consumers in forming their self – 

concept and socialization (Solomon, 1983; Keller, 1993; Lachance et al., 2003). Brand 

– conscious customers concern brands as signals of functional or symbolic value 

(Nelson and McLeod, 2005). Believing higher price reflects higher quality, they prefer 

to buy the most advertised high-sale products‖ (Kavkani et al., 2011). The consumers 

purchase well – known expensive brands because they perceive premium brands to 

carry superior quality. In addition to this, brand – conscious customers perceive well - 

known brands to be a symbol of status and prestige (Sharda and Bhat, 2017). Vast 

studies on the role of brand consciousness in luxury consumption focused on 

customers‘ choice of global luxury brands or local luxury brands.  

Although several studies confirmed the influence of luxury brand value 

perception, vanity and brand consciousness on luxury consumption. The full 

mechanism in which these variables influence luxury consumer behavior remains 

unexplored. The effect of luxury brand value perceptions on luxury brand consumption 

are not strong as in some studies all value perceptions are reported significantly 

associated with luxury brand purchase, some are not. For example, Park et al. (2014) 

found only functional value is the only perception significantly associated with luxury 

brand purchase. The relationship between vanity and luxury consumption is also not 

significantly confirmed yet as some studies reported physical vanity is positively 

related to luxury brand purchase whereas some found the opposite result (Park et al., 

2014; Huang et al., 2015). Luxury brand value perceptions could be affected by brand 

consciousness as consumers who look for functional, experiential, symbolic value may 

find all they want from well – known luxury brands. Some brands could be very 

luxury because of their uniqueness, scarcity, elegant design but if they are not well 
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recognized by other, they may not offer the symbolic value customers desire for, thus 

lowering their purchase intention. On the other hand, some consumers who place more 

importance on the quality and beautiful design of luxury products may not pursue 

highly recognized brands. This study would examine the moderating effect of brand 

consciousness on the relationship between luxury brand value perceptions and 

purchase intention.  

Luxury customers with a high level of vanity might also influenced by brand 

consciousness as well-known brands are recognized by others with high quality, thus 

offering vanity customers the beauty they want. Expensive brands with low level of 

consciousness may make vanity customers doubt about their quality. Therefore, brand 

consciousness could moderate the relationship between vanity and luxury brand 

purchase intention. 

3. Propositions development   

Existing research has confirmed the purchase intention of a brand is strongly 

associated with personal and social needs of customers (Amatulli and Guido, 2011). 

Hung et al. (2011) and Cheah et al. (2015) supported the positive relationship between 

functional value and experiential value and luxury purchase intention but reported a 

negative relationship between symbolic value and luxury purchase intention which is 

in contrary to Berthon et al. (2009). We examine the following propositions: 

H1: Functional value is related to purchase intention of luxury brands. 

H2: Experiential value is related to purchase intention of luxury brands. 

H3: Symbolic value is related to purchase intention of luxury brands. 

Past literature suggested consumers‘ decision making process towards luxury 

products is affected by both internal and external factors. Park et al. (2008) in their 

studies on Korean consumers indicated that consumers purchase luxury products not 

only for their self-fulfillment but also for conformity to the society.  

H4: Social influence is related to purchase intention of luxury brands. 

The functionality of luxury brands revolves around superiority, performance, 

craftsmanship and other physical manifestations and accoutrements. High brand 

conscious consumers is someone who prefers to indulge in the purchase of specific 

line of products from brands that are very famous and have a distinguished name and 

fame in the market as compared to its contemporaries. They see price as a signal of 

high quality. The following proposition is formulated: 
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H5: Brand consciousness moderates the relationship between functional value of 

luxury brand and brand purchase intention. 

The experiential dimension of the product refers to the hedonic and aesthetic 

values that consumers obtained from product consumption (Holbrooks and Hirschman, 

1982). According to Berthon et al. (2009), marketing scholars have begun to pay 

attention to the experiential nature of brands and reported brand experience such as 

sensation, feelings, cognition could be evoked by brand – related stimuli that are part 

of a brand‘s design and identity, packaging, communications and environments. Based 

on the existing literature, this study investigates the relationship between consumers‘ 

importance attached to brand name and experiential dimension of the luxury brands. 

We have the following propositions: 

H6: Brand consciousness moderates the relationship between experiential value 

of luxury brand and brand purchase intention. 

Symbolic values of luxury brands have been proved to be a crucial motivation for 

luxury purchase. Berthon et al. (2009) defined symbol as a constructed and evolved 

narrative, myth or dream – world. Symbolic values could be of particular interest to the 

brand – conscious consumers. This is because an interest in symbolic characteristics of 

luxury brands could encourage consumers to learn sufficient knowledge about the brand 

which satisfies these characteristics. It is propositioned that: 

H7: Brand consciousness moderates the relationship between symbolic value of 

luxury brand and brand purchase intention. 

Hung et al. (2011), coupled with Ozsomer and Altaras (2008) agreed that an 

individual‘s self must be constantly validated by their external environment in 

investigating willingness to purchase. Apart from luxury value perceptions, which are 

internal factors, there are external factors influencing consumers‘ desire for material 

possession (Truong et al., 2010; Ahuvia, 2005). Consumers are under social influence 

when making their luxury consumption decision. Tsai (2005) stated that in 

collectivistic countries, consumers feel the pressure to purchase luxury brands so as to 

display their status and success to their favorable group. Consumers who purchase 

luxury brands because of social influence are likely to purchase well – known brands.  

Friedman (1985) emphasized on brand consciousness‘s ability to act as a 

response to the public language of expressing social status or prestige through a brand 

name. It is relevant to the desire to use a product to enhance social status. We thereby 

have the below proposition: 
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H8: Brand consciousness moderates the relationship between social influence and 

brand purchase intention 

In addition, this study also suggests brand consciousness moderates the 

relationship between vanity and luxury brand purchase intention because consumers 

with vanity look for products to improve their physical appearance and the ostentatious 

display of status objects. Well-known brand names can satisfy these needs. Thus we 

propose the following propositions: 

H9: Brand consciousness moderates the relationship between physical vanity and 

brand purchase intention 

H10: Brand consciousness moderates the relationship between success vanity and 

brand purchase intention 

Figure 1: A summary of the proposed conceptual framework for the study 

 

4. Research methodology   

4.1. Sampling and data collection  

The aim of this paper is to understand the luxury consumption among young 

Vietnamese consumers. In order to collect data, consumers who can can identify 

luxury brands and have brand awareness were chosen as respondents for this study. 

The study expects to employ both convenience and snowball – sampling method for 

collecting the data. The study does not aim to reach real luxury consumers because 

they form a small proportion of the large population and it‘s hard to approach this 

niche segment.  
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4.2. Measurements 

Pre-existing scale items were used to measure the constructs in this study. The 

study has adopted scale items from Berthon et al. (2009) to measure three luxury brand 

value perceptions. Social influence was measured by adapting scale items of 

Wiedmann et al. (2009) with some necessary wording to suit the sample. Vanity was 

measured using the work of Netemeyer et al. (1995). Brand consciousness was 

measured using Sporles and Kendall (1986). Scale items of Pierre et al. (2005) were 

used to measure purchase intention. These scales are in five – point Likert type.  

Variable Measurement items Items Source 

Functional value 

dimension 

Luxury brand‘s product is handmade (crafted) 

Luxury brand‘s product has the best quality 

Luxury brand‘s product is sophisticated 

Luxury brand‘s product is superior 

4 Berthon et al. 

(2009) 

Experiential value 

dimension 

Luxury brand‘s product is precious 

Luxury brand‘s product is rare 

Luxury brand‘s product is unique 

Luxury brand‘s product is attracting  

Luxury brand‘s product is stunning 

5 Berthon et al. 

(2009) 

Symbolic value 

dimension 

Luxury brand‘s product is conspicuous 

Luxury brand‘s product is expensive 

Luxury brand‘s product is for the wealthy 

3 Berthon et al. 

(2009) 

Social influence I tend to buy the same luxury brands that my 

friends buy 

Before purchasing a luxury branded product, it is 

important to know what kind of people buy certain 

brands 

Before purchasing a luxury branded product, it is 

important to know what others think of people who 

use certain brands 

I like to pay attention to what other brands others 

are buying 

I like to know what luxury branded products make 

good impression on others 

I actively avoid using luxury branded products that 

are not in style 

6 Wiedmann et al. 

(2009) 

Vanity - physical I place high emphasis on my appearance 

My appearance is very important to me  

5 Netemeyer et al. 

(1995) 
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It‘s important that I look good 

I would feel embarrassed if I was around people 

and I did not look my best 

I will make effort to look good 

Vanity - 

achievement 

My achievement is highly regarded by others 

I want others to look up to me because of my 

accomplishments 

Professional achievements are an obsession with 

me  

Achieving greater success than my peer is 

important to me 

4 Netemeyer et al. 

(1995) 

Brand 

consciousness 

I pay attention to the brand names of the clothes I 

buy 

Brand names tell me something about the quality 

of the clothing 

Brand names tell me something about how ―cool‖ 

an item of clothing is 

Sometimes I am willing to pay more money for 

clothing because of its brand name 

Brand name clothes that cost a lot of money are 

good quality 

I pay attention to the brand names of most of the 

products I buy 

6 Sporles and 

Kendall (1986) 

 

5. Expected contribution   

This study will contribute to the literature as it is the first study which explores 

the relationship between luxury perception, vanity, social influence and brand 

consciousness. It is also the first study which attempts to develop a full mechanism in 

which brand consciousness affects luxury purchase intention. 

In the field of practical implications, this study will provide luxury 

manufacturers, both local and international knowledge on what value they should 

highlight from the consumption of their products in order to capture customers‘ 

attention. Moreover, advertising is costly. This study will help luxury marketing 

managers to understand whether it is necessary to have their premium products highly 

advertised.  
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Abstract: 

The maturity of positioning technologies and the proliferation of wireless hand-held 

devices provide advertisers with ample opportunities to improve advertising strategy 

efficiency through a new channel - location based advertising (LBA). Besides its beneficial 

values, LBAs do not gain user‘s attention and lure them into purchase decisions. A basic 

research model upon Uses and Gratifications (U&G) theory is tailored to investigate the 

significance of a number of important factors along with LBA efficiency. This study used data 

from a survey of 459 mobile natives who had received LBA. The results indicate that 

contextual offer, social facilitation and advertising value have positive impacts on attitude 

toward LBA; in turn, attitudes mediated these factors on purchase intention, information 

searching and sharing behaviors. Otherwise, perceived encroachment risk has a negative 

effect on attitude toward LBA. Lastly, managerial implications are derived from the 

outcomes. 

Keywords: Contextual offer, perceived encroached risk, purchase intention, searching, 

sharing action, social facilitation.  

 

1. Introduction 

The evolution of wireless communication technologies and the unprecedented 

increase in the number of mobile phones integrating multimedia abilities present 

beneficial mobile applications to consumers. LBA has become a noticeable 

phenomenon in managerial and academic community when being appreciated highly 

as a great breakthrough of modern advertising technique. LBA is a crucial part of 

advanced communication technology named location-based services (LBS). It enables 

advertisers to distribute advertisements to consumers based on geo-location 

information taken from consumer‘s mobile devices in a specific context and upon 
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consumer‘s preference (Xu et al., 2009). This method tends to be highly personalized 

and satisfies customer‘s needs immediately thanks to LBA‘s highlighted 

characteristics such as timeliness, right context and the vicinity of user‘s location. 

Therefore, LBA would be likely to become an effective advertising approach to 

strengthen customer‘s loyalty and trigger them to conduct purchase transactions.  

Smartphone penetration in Vietnam reached 72% with 46.8 million 3G, 4G 

subscriptions in 2017, according to Vietnam Telecommunications Authority 

(2017). In addition, Vietnam Ecommerce and Digital Economy Agency (IDEA), 

2018 reported that mobile networks have covered on the large scale (99.7%) and 

Internet surfing via mobile phones stood at 68% in the first half of 2018. Not 

surprisingly, the growth in mobile communication market offers ubiquitous 

access nationwide and booming potentials for modern advertising industry. It can 

be viewed as a positive portent for the promising growth of a new advertising 

way for coming years. Indeed, a plethora of mobile advertisings have been 

employed by service providers and marketers, particularly mobile advertisings 

via social networks (43%, emails or SMS (31%), search engines (31%) or mobile 

apps (11%), contextualized advertising and others (14%), according to IDEA 

(2018). However, the effectiveness of these advertising approaches remained 

relatively low with figures of 10%, 25%, 10% and 22% for social networks, SMS 

and mobile apps, searching tools, LBAs and others respectively, suggesting that 

should be focused on improved openness and usage behaviors of Vietnamese 

mobile consumers. Stemming from this great necessity, it is meaningful for this 

research to identify factors influencing mobile native‘s readiness and resultant 

behaviors toward LBA in order to help innovative marketers to ameliorate 

efficient advertising tactics. 

Among widely acknowledged theories of adoption and behavior toward 

mobile services, U&G is considered elaborately with plausible evidence in 

elucidating consumer‘s enthusiasm and behavioral intentions toward LBA in 

greater depth. In the vein of great attempts to predict determinants contributing 

efficient LBA campaigns, this study tries to formulate a proposed model and 

examine some drivers of consumer‘s attitude and behavioral intention. The 

model, its hypotheses, and nomological rationales are presented below. 

This work has significantly contributed to literature on consumer responses and 

usage performance of LBA. First, it supports to interpret the mechanism of how 

mobile natives exhibit their readiness toward LBA, instead of how advertisers can be 

aware of it. Second, consumer‘s attitude and behavioral responses (including 
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information searching, sharing, and purchase intention) can be provided to 

demonstrate advertising efficiency because some behavioral exhibitions are viewed as 

pivotal post-acceptance performance which motivates users to diffuse widely LBA 

(Verkijika, 2018), while a little previous research did not concentrate on it. Third, with 

in-depth insights into advertising efficiency from consumer perspective, some practical 

hints imply to assist marketers to achieve successful marketing strategies by resolving 

better explored matters from the findings. 

The rest of the work is organized as follows. Section 2 presents the hypothesis 

development and a proposed research model. The following section discusses 

methodology to test the theoretical model. Some crucial findings are depicted in 

section 4. Section 5 outlines the discussion about research outcomes, theoretical and 

practical implications are outlined in section 6. Finally, conclusion and future research 

paths are showed. 

2. Hypothesis development and research model 

2.1. Uses and Gratifications theory 

The U&G was discovered by Elihu Katz in 1959 when exploring reasons for 

user‘s willingness to choose various communication media (Eighmey and McCord, 

1998). U&G has been employed for different technological research (Park, 2010). For 

mobile advertising, U&G assists scholars to explain user‘s goal of utilizing such 

advertisements and identify its perceived benefits from its usage and to test mechanism 

of shaping media-usage responses as well as performance. Four key dimensions are 

classified in this theory, namely cognition (relating information accumulation), 

personal identity (relating credibility, confidence), social connection (relating 

relationships and interactivity), and hedonic (relating pleasure and entertainment) 

(Katz et al., 1974). Based on the literature summary and the nature of LBA, three 

important factorial clusters in this study are suggested to understand consumer‘s 

motivation for LBA usage, including context value (or contextual offer), advertising 

values (personalization, incentive, trust, perceived enjoyment, encroachment risks), 

societal value (or social facilitation). 

2.2. Influential context value 

Contextual offer is noted as the ability of a system to sense and perform due to 

information about environment (Ryan et al., 1997). It provides a great improvement 

for mobile advertisings when the integration of content relevance with user knowledge 

is a predictor for consumer behavioral responses (Liao et al., 2004). With the nature of 
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LBA, this research utilizes location and time as the major parts of context-offer 

influencing consumer‘s responses to use LBA. Location describes places in which 

users can receive advertisements due to positioning technologies. Time is context 

information as it helps characterize a specific situation. Contextual offer is significant 

when individual‘s location at the real time is defined and advertisings become 

contextually relevant in their proximate area, which results in more value for 

consumers. To the best of our knowledge, prior LBA studies have exposed the 

correlation between contextual offer and perceived value (Lin and Bautista, 2018). 

Moreover, location is found to be positively influential to consumer‘s belief toward 

LBA (Lee et al., 2015). Based on these opinions, this study constructs following 

hypothesis: 

H1. The higher the contextual offer of LBA perceived by a consumer, the more 

he or she is likely to have the positive attitude toward LBA 

2.3. Influential advertising values 

Incentive is an effective method to keep consumers who are convinced to 

receive advertisings (Leppäniemi and Karjaluoto, 2005). The plethora of 

incentives are offered, including monetary (e.g., coupons, discounts, rebates) and 

non-monetary (e.g., extra products, gifts) (Park et al., 2018). An investigation 

showed effectiveness of incentive schemes to location disclosure and users will 

be inclined to express positive attitude about LBA via social networks 

(Koohikamali et al., 2015). Additionally, recent study indicated that incentive has 

a positive impact on consumer‘s response to receive mobile advertisings and 

increase purchase decisions due to their regards to its benefits (Park et al., 2018). 

Strong literature sustenance underpins us to delineate hypothesis:  

H2. The higher the incentive of LBA perceived by a consumer, the more he or 

she is likely to have the positive attitude toward LBA 

Trust in advertising is defined as consumer beliefs that advertisers are honest, 

responsible, and professional and understand consumers (Hsiao and Chang, 2014). It is 

formed via consumer‘s reaction to media content and valid message itself 

(Dharmadasa and Alahakoon, 2014). Consumer‘s assessment changes significantly 

due to advertising reliability (Yang et al., 2013). Whilst previous studies explored an 

essential relationship between trust and attitude toward smart-phone advertising 

(Martins et al., 2019), others substantiated a negative correlation in SMS advertising 
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(Dharmadasa and Alahakoon, 2014). The extant studies lead us to postulate 

hypothesis: 

H3. The higher the trust of LBA perceived by a consumer, the more he or she is 

likely to have the positive attitude toward LBA 

Personalization refers to ―the ability of firms to cognize and treat its customers as 

individuals through personal messaging, targeted banner ads, special offers on bills, or 

other personal transactions‖ (Imhoff et al., 2001, p.467). To personalize LBA, 

advertisers must capture user‘s information such as personal profiles, and socio-

location information (Lin and Bautista, 2018). Moreover, the power of wireless 

devices and advanced technologies provide advertiser‘s ability to reach target 

customers (Bacile et al., 2014) and allow individuals to access pervasively (Kim and 

Han, 2014). The advantages of identifying user‘s activities in a specific context as well 

as high personalization enable advertisers to convey precisely advertisements to 

designated consumers rather than groups. Personalized advertisings are significant to 

catch consumer‘s attentiveness, and raise their enthusiasm (Huang and Zhou, 2018). 

Being consistent with previous studies, hypothesis is framed that:  

H4. The higher the personalization of LBA perceived by a consumer, the more he 

or she is likely to have the positive attitude toward LBA 

Enjoyment is understood as an individual‘s intrinsic feelings of pleasure when 

interacting with a particular environment (Park et al., 2012). In advertising, it shows 

consumer‘s interaction to exposure of advertisements. This characteristic is non-

instrumental, experiential, and affective; it is deemed highly its own sake regardless its 

practical outcomes. In this study, it seems as a hedonic value which provides intrinsic 

stimulation and feelings of fun to use LBA. Scholars found that enjoyment affects 

positively on attitude to accept smart-phone advertisings (Kim and Han, 2014), LBA 

(Peng et al., 2014). Therefore, these arguments buttress the proposal of hypothesis: 

H5. The higher the enjoyment offer of LBA perceived by a consumer, the more 

he or she is likely to have the positive attitude toward LBA 

User‘s data is collected and shared among participants to develop mobile services 

(Wottrich et al., 2018). Encroachment is viewed as one of important perceived risks (Sun 

et al., 2015) when the intrusiveness or overuse of user‘s private information and geo-

location sources for commercial aims is implemented by advertisers (Liu et al., 2015). It 

becomes a great inhibition for consumer response and advertising efficiency (Chen and 

Lan, 2014). Some scholars confirmed that consumers ignore advertiser‘s efforts into LBA 
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distribution because of the invasion of private concerns and location detection (Gutierrez 

et al., 2019). Following this research stream, hypothesis is portrayed: 

H6. The higher the risk of LBA perceived by a consumer, the more he or she is 

likely to have the negative attitude toward LBA 

2.4. Influential societal value 

Social facilitation is the interaction with individuals who give important mental 

encouragement rather than financial, physical supports (Heitzmann and Kaplan, 1988). 

It incites individual‘s actions in beneficial, effective ways due to acquiring knowledge 

from societal links (Huang and Zhou, 2018). A specific behavior relies heavily on 

positive others‘ judgment and beliefs (Kwon and Wen, 2010). Moreover, consumers 

tend to forward their recommendations to others if they may receive the gratification 

from service providers (Fan et al., 2005). Hence, social facilitation is a fundamental 

factor in assuring consumer‘s widespread acceptance or purchase decisions by 

comprehending others‘ suggestions or absorbing information (Ogara et al., 2014). 

Otherwise, based on the feature of wireless environment and LBA delivery via 

mobile tools, users can show reluctance to credible advertising messages and place 

their expectations into others‘ references. For this study, social facilitation indicates 

the level of closeness and positive feelings to LBA based on referential views. The 

above-mentioned viewpoints assist us to construct hypothesis: 

H7. The higher the social facilitation of LBA perceived by a consumer, the more 

he or she is likely to have the positive attitude toward LBA 

2.5. Consumer’s behavioral response toward LBA 

Attitude toward advertising is note as a learned predisposition to respond in a 

consistently favorable or unfavorable manner to advertisings generally (Lutz, 1985). 

Also, behavioral intention depicts individual‘s attempts to take, not necessarily actual 

performance. Behavioral intention is identified as the best predictor of behavior 

(Fishbein and Ajzen, 1977). For LBA, scholars have drawn attention to testing the 

relationship between attitude and behavioral intention (Oh and Xu, 2003). 

Extant studies investigated that positive attitude toward SMS advertisings can 

fuel behavioral responses like reading content (Zhang and Mao, 2008), transferring 

SMS to others (Sanz-Blas et al., 2015), and contacting with merchants (Tseng and 

Teng, 2016). Nevertheless, intention to mobile advertisement has been found to be 

negative if they are not willing to adopt advertisements (Melody et al., 2004). In LBA 
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context, recommending advertisings to other people and seeking vendor‘s information 

are verified when users perceive advertising value (Lin et al., 2016). On the basis of 

the above studies, LBA is effective when purchase intention is adopted to motivate 

customer‘s decisions, to participate in LBA activities and perform actual 

consumptions. Consequently, this study will formulate following hypotheses applying 

the same logic from LBA angle: 

H8. The higher the consumer‘s attitude toward LBA, the more he or she is likely 

to increase intention to seek vendor‘s information 

H9. The higher the consumer‘s attitude toward LBA, the more he or she is likely 

to increase intention to purchase advertised products 

H10. The higher the consumer‘s attitude toward LBA, the more he or she is 

likely to increase intention to share LBA with others 

 

Figure 1: Basic hypothetical framework 

 

Figure 1 frames the research model and hypothesis development that presents the 

relationships of influential factors relating context value, advertising values and 

societal value on consumer‘s attitude and behavioral responses (i.e., searching, 

sharing, and purchase intention) toward LBA.  

  

H1 (+) Contextual offer 

H2 (+) Perceived Incentive 

H3 (+) Trust 

H4 (+) Personalization 

H7 (+) Social Facilitation 

Content value 

Context value 

Societal value 

Attitude 

toward LBA 

H8 (+) Information 

Searching 

 

H9 (+) Purchase 

Intention 

 

H10 (+) Sharing Action 

 

 
H6 (-) Perceived 

H5 (+) Perceived 

Post-intentions 
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3. Methodology 

3.1. Data collection and sampling 

Table 1: Profile of the respondents 

Variables Dimensions 
n=459 

Frequency Valid percentage 

Gender Male 247 53.8 

Female 212 46.2 

Age group ≤20 125 27.2 

21-30 176 38.3 

31-40 129 28.1 

41 - under50 20 4.4 

≥51 9 2.0 

Career Business 43 9.4 

Self-employed 61 13.3 

Student 210 45.8 

Public employees 106 23.1 

Others 39 8.5 

Education High school 39 8.5 

University undergraduate 264 57.5 

Master‘s degree 125 27.2 

Doctoral degree 31 6.8 

Smartphone usage 

 experience 

1- under 3 years 15 3.3 

3- under 5 years 108 23.5 

5-10 years 247 53.8 

>10 years 89 19.4 

 

A survey questionnaire was developed to examine the research model. There are 

2 steps for the process of data collection, including pilot survey and main survey. The 

pilot survey was conducted to identify some issues that were not anticipated before the 

formal administration. A pretest was carried out with 5 postgraduate students, and 

possible problems relating clarity and accuracy were corrected. A web-based survey 

was uploaded to collect respondents‘ data during a specific time period. Due to 

national language, questionnaire was translated into Vietnamese. To ensure that all 

participants understand deeply LBAs, its definition and salient examples were 

provided before responding to survey. Because of being in the embryonic growth stage 
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of LBA in Vietnam, the survey participation of mobile natives was limited to answer, 

and a sample of 459 respondents was employed. Those respondents comprise 247 

males (53.8%), 212 females (46.2%). Respondents are ground-breaking users of 

mobile Internet. The demographic details for the sample are provided in Table 1. 

3.2. Measures 

The proposed model comprises 7 independent variables and 22 items used to 

measure these variables. There are four items for measuring consumer‘s attitude, three 

items for purchase intention, three items for information searching action, and three 

items for sharing performance. Multiple items for each variable were taken from 

previously validated studies and they were modified slightly to ensure the validity of 

present context. Contextual offer (with 3 items) was adopted from Merisavo et al. 

(2007), perceived incentive (with 3 items) was extracted from Gao and Zang (2014), 

trust (with 3 items) was borrowed from Liu et al. (2012), Yang et al. (2013), 

personalization (including 3 items) was derived from Zeithaml et al. (2000), perceived 

enjoyment (comprising 3 items) was adapted from Nysveen et al. (2005), perceived 

encroached risk (with 3 items) is developed from Xu et al. (2011), and social 

facilitation (with 4 items) was used from Calder et al. (2009). Whereas 4 items for 

measuring attitude were utilized from Zhang (1996), purchase intention with 3 items 

was borrowed by Kamins and Gupta (1994), Zeithaml et al. (2000). Both constructs of 

information searching (with 3 items) and sharing action (with 4 items) were modified 

from Tseng and Teng (2016). All items were anchored on appropriately labeled a five-

point Likert scale (1) for ―strongly disagree‖ through (3) for ―neutral‖ to (5) for 

―strongly agree‖. 

4. Results 

4.1. Measurement scale evaluation 

First, we first assessed the psychometric properties of the scales. The coefficient 

alphas of variables are greater than 0.8, ranging from 0.816 (Contextual offer) to 0.943 

(Social facilitation), suggesting evidence of reliability. 

Second, SPSS 22 is used to conduct an EFA applying principal axis factoring 

with promax rotation to test construct validity of measures. The KMO value is 0.874 

(>0.5) and Bartlett‘s test is significant at 0.000. Based on the role of Eigen value 

exceeds, seven factors are extracted and have factor loadings (>0.5). The results of 

EFA present a good construct validity of measures. 
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Third, CFA is conducted to evaluate the convergence and discriminant validity 

by AMOS 21. Multiple fit indices including Chi-square value and its associated 

degrees of freedom (X
2
/df), Comparative Fit Index (CFI), Root Mean Square Error of 

Approximation (RMSEA), Standardized Root Mean Residual (SRMR) provide the 

assessment of model fit (X
2
/df=1.273; CFI=0.989; RMSEA=0.024; SRMR=0.038). 

Moreover, Composite Reliability (CR) of each construct exceeds 0.7, ensuring the 

internal consistency among measurements of a construct. The Average Variance 

Extracted (AVE) value of all constructs exceeded 0.5, surpassing convergent validity 

(see Table 2). 

As noted in Table 2, for each construct, the square root of AVE is significantly 

greater than its shared correlations, showing evidence of satisfactory discriminant 

validity. 

Table 2: Measurement model‟s correlation matrix, CR, AVE, and descriptive statistics 

Scale CR AVE CO PI TR PE JO RI SO AT IN IS SA 

CO 0.816 0.596 0.772           

PI 0.906 0.764 0.407 0.874          

WO 0.912 0.776 0.440 0.318 0.881         

PE 0.879 0.708 0.291 0.313 0.312 0.841        

JO 0.905 0.761 0.169 0.062 0.205 0.095 0.872       

RI 0.928 0.811 -0.380 -0.561 -0.288 -0.380 -0.098 0.901      

SO 0.943 0.806 0.459 0.432 0.335 0.463 0.059 -0.530 0.898     

AT 0.939 0.794 0.517 0.617 0.430 0.613 0.095 -0.653 0.653 0.891    

IN 0.918 0.790 0.457 0.578 0.366 0.611 0.202 -0.511 0.579 0.740 0.889   

IS 0.939 0.794 0.357 0.414 0.254 0.425 0.198 -0.333 0.431 0.496 0.581 0.891  

SA 0.867 0.687 0.257 0.273 0.291 0.393 0.115 -0.392 0.386 0.483 0.468 0.350 0.829 

Cronbach‘s α 0.816 0.906 0.912 0.875 0.904 0.928 0.943 0.939 0.918 0.938 0.864 

Notes: The square roots of AVEs are reported on the diagonal; CO: Contextual 

offer; PI: perceived incentive; TR: trust; PE: personalization; JO: perceived 

enjoyment; RI: perceived encroachment risk; SO: social facilitation; AT: attitude; IN: 

intention; IS: information searching; SA: sharing action.  

4.2. Hypotheses testing 

The outcomes present square multiple correlations (R
2
) for dependent variables 

and statistical significance for the path coefficients (shown in Figure 2). The R
2
 of 

each dependent variable demonstrates appropriate predictive power of the model. In 
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particular, attitude toward LBA is jointly predicted by these variables (including 

contextual offer, perceived incentive, trust, personalization, encroachment risk, social 

facilitation) and the square multiple correlations depict that structural model explains 

73.2% of the variance of consumer‘s attitude, and attitude explains 60.1% the variance 

of purchase intention. Also, the explanatory power of the model hold the R
2
 values of 

28.7% for information search and 25.7% for sharing behavior. Consequently, with the 

value R
2
 of these variances, this model is reliable to design valid outcomes from the 

suggested hypotheses. 

Figure 2: Testing results of the research model 

 

Most of the hypotheses (9 out of 10 hypotheses) are significant, except the 

hypothesized association between perceived enjoyment and attitude (see Table 3). 

Particularly, contextual offer (β = 0.125, p < 0.01), perceived incentive (β = 0.263, p < 

0.001), trust (β = 0.071, p < 0.05), personalization (β = 0.325, p < 0.001), social 

facilitation (β = 0.236, p < 0.001) have positive impacts on attitude toward LBA. 

Consequently, the hypotheses H1, H2, H3, H4, H7 are supported. The relationship 

between perceived encroachment risk and attitude is significant (β = -0.162, p < 

0.001), but negative, supporting H6. Nevertheless, there is no significant impact for 

the path from perceived enjoyment to attitude, H5 is rejected. Besides, the correlations 

between attitude and user‘s behavioral responses are significantly positive, with 

information seeking action (β = 0.507, p < 0.001); purchase intention (β = 0.775, p < 

0.001); sharing action (β = 0.536, p < 0.001); supporting H8, H9, H10. 

 

Contextual offer 
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Personalization 
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Content value 
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2
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Table 3: Summary of hypotheses testing results 

Hypothesis Paths β t-Value p-Value Results 

H1 CO→AT 0.125 3.071** 0.002 Supported 

H2 PI→AT 0.263 6.637*** 0.000 Supported 

H3 WO→AT 0.071 2.024* 0.043 Supported 

H4 PE→AT 0.325 8.491*** 0.000 Supported 

H5 JO→ AT 0.003 0.107
n.s

 0.914 Not supported 

H6 RI→AT 0.162 -3.993*** 0.000 Supported 

H7 SO→AT 0.236 5.865*** 0.000 Supported 

H8 AT→IN 0.775 17.899*** 0.000 Supported 

H9 AT→IS 0.507 11.476*** 0.000 Supported 

H10 AT→SA 0.536 9.967*** 0.000 Supported 

Notes: *p<0.05; **p<0.01; ***p<0.001; n.s: not significant 

5. Discussion 

The U&G is utilized to shape determinants impacting LBA efficiency upon 

consumer‘s attitude and behavioral responses. A proposed model reveals 

explanatory power of drivers for user‘s readiness to LBA usage. Among them, 

personalization appears as the strongest predictor, suggesting that advertising 

content must be individualized to each single consumers rather than clusters, 

leading to increase user‘s attitude and performance. Accordingly, some following 

findings are elucidated. 

First, the impact of contextual offer is significantly positive on consumer‘s 

attitude to accept LBA. The findings demonstrate that vendor‘s location and delivery 

time matching user‘s position are likely to generate consumer‘s positive perceptions 

due to beneficial advertisements (e.g., time-savings, real-time, context relevance) with 

informativeness as a heuristic process thru knowledge structures being activated. This 

result advocates plausible evidence to early conclusions (Gopal and Tripathi, 

2006). 

Second, the results reveal that the correlation between social facilitation with 

attitude toward LBA is significantly positive. It understands that consumers have their 

needs for acquiring more information about brands and products through direct 

communications with firms and others by various connective means (e.g., mobile 

devices, SMS, mobile apps, social networks, etc.). Additionally, findings investigate 

that tendency of Vietnamese natives to LBA adoption depends greatly on others‘ 
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references and guidelines. Therefore, a strong link between firms and current, target 

customers must be built before the process of using LBA because conjoint foundations 

will facilitate great chances to get deeper understanding of consumer necessity and 

product requirements. Hence, having consumers will allow firms to expand societal 

influences and diffusion to community in accepting advertisings for purchase 

behaviors (Tong et al., 2016). 

Third, most of advertising value-related factors, except perceived 

encroachment risk, have positive impacts on consumer response, whereas perceived 

enjoyment is not significant in predicting attitude toward LBA usage. Particularly, 

the outcomes are supportive to scholars in reaffirming that personalization and 

incentives reinforce the attraction of LBAs to customers (Kim and Han, 2014). 

Nonetheless, personalization (β = 0.325) are deemed more highly for attitude toward 

LBA than incentives (β = 0.263). It is thus essential for marketers to understand 

deeply individuals‘ interests, temporal suitability, and then distribute personalized 

messages with promotional enticement to designated consumers. Similarly, the 

second strongest indicator of incentive infers that its power can appeal to customers 

and has a significant effect on their realization of financial benefits and money 

management. Generally speaking, the higher consumers regard incentives, the more 

significant responses to perform behaviors like consumption inclination that may 

improve trust (Ngo et al., 2018). Additionally, other factors are overweighed by 

incentives because of user‘s cognition of more valuable compensation for sacrifice of 

encroachment risks to LBA. 

This research appreciates the role of trust in motivating consumer response 

and fostering advertising efficiency, supporting investigations in prior LBA literature 

(Heo and Chang, 2018). Clearly, validity of advertising content improves consumer‘s 

credibility and their engagement (Tsai and Men, 2013). The value of trust (β = 0.071) 

implies that adopting guarantee policies relating advertisements and products is 

necessary to heighten consumer‘s confidence. Moreover, the promulgation of 

regulations, guidance on mobile advertising and private concern protection in 

cyberspace in Vietnam recently fortifies advertisers‘ trustworthiness and alleviate 

perceived risks, resulting in consumer‘s positive attitude toward LBA.  

Otherwise, the results depict that perceived encroachment risk affects 

negatively on user‘s attitude to LBA. This factor is more significant than trust. It 

hints that potentials of invading private data and security parameters are grabbed 

mounting regards by mobile users when receiving LBAs because their sensitive 
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socio-location data and behaviors are detected easily by advanced positioning 

technologies. Another reason lies in the feature of Vietnam traditional, oriental 

culture that influences greatly on natives‘ awareness, beliefs and lifestyle. 

Consequently, the fear of disclosure, abuse may erode user‘s enthusiasm and makes 

them negate advertiser‘s LBA provisions.  

On the contrary with our prediction as well as past studies (Chiu et al., 2017), 

perceived enjoyment does not significantly contribute to the formulation of 

consumers‘attitude in the LBA context. The reasonable explanation for its 

insignificance may be characteristic of emotions (e.g., playfulness and fun) from user‘s 

experience rather than attainment of pre-specified purposes toward LBA adoption 

(Teng, 2018). This leads to the uncertainty of their responses and purchase 

performance when confronting negative emotions.  

Lastly, this study exposes additional evidence for extant research that has 

consistently explored the significant, positive relationships between attitude toward 

LBA and purchase intention and behavioral actions (Lin et al., 2016). Thus, 

purchase intention seems as one of the expected effective goals of advertisers. As 

our above-noted outcomes, natives might display positive attitude to use LBA with 

incentive schemes, which urge them to forward benefit values to community via 

interactive tools and consume value-added products or services by making attempts 

at hunting favorite vendors. Furthermore, social facilitation stands by consumer‘s 

behavioral motivation to receive advertising values. 

6. Theoretical and practical implications 

The present study offers some important theoretical and practical insights into 

native‘s responses and post-intentions to use LBA. Regarding theoretical implications, 

this research ascertained crucial determinants influencing user response and 

performance to LBA. These findings are basically in the similar line of previous LBA 

literature. Several convincing evidence to our understanding in considering 

consumer‘s motivation toward LBA acceptance based on three sets of influential 

factors from the U&G theory and the nature of contextualized advertisings. 

Specifically, the findings complement extant literature by exploring the crucial role of 

social encouragement, personalization and trust in formulating user‘s enthusiasm and 

behaviors. Moreover, the integrations of user responses with post-intentions of seeking 

information, sharing LBA to others are insightful to evaluate better LBA efficiency. In 

this sense, an overarching outlook onto advertising efficiency is contributed. 
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Regarding practical implications, the evidence from this study denotes that 

advertising success in the LBA setting is accelerated thru developing consumer‘s 

perception of contextual offer, advertising values and societal influences need to be 

concerned. First, advertisers must ensure that user‘s geo-location is positioned 

accurately via upgraded contextualized technologies and desirable advertising content 

can be dispersed to potential consumers. Second, advertisers must improve content 

value such as message reliability and its suitability for single customers upon their 

interests and customizations, acquired valuable information about vendors and 

products, plethoric incentives with tightly limited time. Marketers need to consider 

influential advertising value as a pivotal part of integrative marketing mix tactics. 

These strict requirements might enhance advertising efficiency and consumer‘s 

beneficial cognitions, and potential behaviors. Otherwise, enormous hurdle of 

encroachment risks in the LBA scenario needs to be cured at the cause root. Some 

focal concerns about consumer‘s vulnerability sense and the ways of private profile 

collection, and the implementation of principles or policies to protect consumer‘s 

interests in advertising activities should be taken to abate effectively this matter. Third, 

innovative advertisers attempt greatly to know deeply consumer‘s necessity and 

deepen mutual interaction thru predominant cellular phones, and increasing 

penetration of social networks when consumers tend to use these instruments to 

produce feelings, forward preferences and feedbacks with their societal relationships. 

Especially, marketers should focus on native youth to be early adopters and an 

effective connection between beneficial LBA values with society. Moreover, 

interactive activities via communication means (e.g., social networks, chatting tools, 

mobile apps, etc.) should be developed to enlarge direct reciprocation between firms 

and customers, share consumption experience to others. 

7. Conclusion 

In the commencing stage of growing LBA, it is essential for advertisers to 

understand consumer‘s motivation for advertisement usage and then set up productive 

advertising tactics. This study identified key dimensions relating contextual offer, and 

socialized stimulation along with advertising values for examining LBA efficiency. 

Otherwise, this paper tailored an empirically-validated model of the connection 

between user response, behavior and its antecedents in the immature development of 

LBA in Vietnam. The resultant consumer post-intention of sharing, information 

seeking, and the strong predictions of personalization, social facilitation and 
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advertising trust as the significant buttress for natives‘ readiness and actual 

performance create differentiation from existing literature. 

Albeit the achievable efforts to insights into LBA efficiency in more in-depth, 

some main limitations coupled with the interpretability of this research are existed. 

The first limitation is its generalizability due to focus on LBAs for various goods via 

different forms such as SMS, mobile apps that are preferred and used frequently. 

Future scholars try to improve this imperfection by utilizing a particular advertising 

delivery approach. Second, similarities and discrepancy of influential factors in this 

model on responses and usage behavior toward LBA are not delved across different 

cultures. In addition, enjoyment value is rejected for mobile natives‘ response and 

performance, but other additional factors of social value (e.g., interactivity) or context 

values (e.g., location congruity and timeliness) can be examined in this research 

framework. Hence, the promising directions continue being conducted by 

simultaneously exploring these indicators, observing more samples over different 

nations to assess consumer responses and usage performance in more significant. 
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Abstract:  

Because of health concerns, food safety has been an emerging issue. So, organic food 

has been considering as valuable alternative. Organic products are credence goods, which 

customer trust is an important factor leading to the customer‘s buying intention. Therefore, 

this research aims at finding and testing the factors that can influence the customer trust and 

buying intention towards organic food. The research surveyed 216 customers whom have 

been purchasing organic food before. Quantitative method is applied by using both online 

and paper-based questionnaires. The results indicated that customer trust play an important 

role in consumer‘s buying intention towards organic food. Moreover, health consciousness, 

quality, organic certification, origin, packaging, environmental awareness, published 

information and advertising are factors influence the customer trust in product and in seller 

of organic food. Customer trust in both product and seller have been identified as influenced 

factors of organic food‘s purchasing intention. These results will be applied to imply some 

recommendations for Vietnamese organic food producers strengthening their competitive 

ability as well as aiming at enhancing the customer trust in organic food.  

Keywords: Buying intention, customer trust, organic food. 

 

1. Overview of research    

Consuming organic products have become a popular trend in the world. 

Customers acknowledge that organic food brings benefits in terms of rejuvenating 

health and providing safe nutrition to their body. Moreover, while the environment-

friendly living is becoming a style, organic food is a wise choice to help to preserve 

nature. Therefore, organic food is favored by Vietnamese customer with a significant 

increase in organic food consumption from 2.66 million USD in 2014 to 20.16 million 
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USD in 2016 (FiBL statistic, n.d.). Organic food has appeared in the Vietnam market 

since the 2000s; however, not until 2016, when the ecological trend was adopted, did 

organic food‘s consumption officially increase.  

Although the organic market has expanded in recent years, it still remains small. 

Organic food is difficult to produce and not all customers are willing to pay a higher 

price for such a new type of product. Moreover, consumers' lack of knowledge about 

organic food hinders its popularity in Vietnam market. Buyers usually mistake organic 

food with conventional food and natural food. Organic food is believed to be safer, 

better for human health and also for wildlife and soil. In general, buyers cannot 

distinguish organic food and conventional food by their appearance or taste. Also, 

there is a confusion between organic food and natural food due to its ―green‖ feature. 

However, the two different in many aspects. Natural foods are generally referred to as 

food items that are not altered chemically or synthesized in any form. Thus, natural 

food need not be organic. Natural food is food that not be chemically distorted or 

fabricated in any means, however, there is no assurance that the label details are true. 

Natural food is not necessarily certified and there is not a particular organization 

responsible for assuring natural food. Although many customers purchase organic 

food, they still do not know what is exactly the meaning of the word ―organic‖. 

The Vietnamese Government has almost no specific policies to support the 

development of organic agriculture in the country and as a result of little attention is 

paid to organic farming regarding research and extension services. Because almost all 

organic food in Vietnam market is used foreign organic certification, the organic 

standard is not regulated by domestic government but by the foreign organic third 

parties. Thus, all organic food is regulated by foreign standards. 

Because organic food is still a new concept with Vietnamese customer, there are 

only a few researches in this field in Vietnam market. Understanding customer 

perception is important to evoke the factors influencing buying intention of organic 

food. Thus, this research is conducted to contribute to examine Vietnamese customer 

reason to choose organic products. This article aims at summarizing the theoretical 

framework of customer trust and buying intention and also providing overall concepts 

of organic food and its situation on the global market and domestic market. Moreover, 

it provides an evaluation to further explore and analyze the correlation of influencing 

factors on customer trust and buying intention. Finally, this research hopefully can 

look for solutions to promote organic food products consumption in Vietnam. 
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2. Literature review     

2.1. Organic food     

The term ―Organic‖ generally refers to an ecological method of production that 

respects the natural environment and safety for health. ―Organic food‖ is food grown 

and processed using no or just an acceptable amount of synthetic fertilizers, pesticides, 

artificial ingredients, preservatives, or irradiation. Therefore, to clarify the definition of 

―Organic food‖, the term ―Organic agriculture‖ is used to demonstrate the process of 

making organic food products. 

According to the International Federation of Organic Agriculture Movements 

(2019): ―Organic agriculture is a production system that sustains the health of soils, 

ecosystems, and people. It relies on ecological processes, biodiversity and cycles 

adapted to local conditions, rather than the use of inputs with adverse effects. Organic 

Agriculture combines tradition, innovation, and science to benefit the shared 

environment and promote fair relationships and good quality of life for all involved.‖  

Another definition in the Food and Agriculture Organization Codex Alimentarius 

Commission in 1999 stated that organic agriculture is a holistic production 

management system which promotes and enhances agro-ecosystem health, including 

biodiversity, biological cycles, and soil biological activity. It emphasizes the use of 

management practices in preference to the use of off-farm inputs, taking into account 

that regional conditions require locally adapted systems. This is accomplished by 

using, where possible, agronomic, biological, and mechanical methods, as opposed to 

using synthetic materials, to fulfill any specific function within the system.‖ 

United States Department of Agriculture (2019) concept also agree with 2 

previous concepts: ―Organic is a labeling term that indicates the food or other 

agricultural product has been produced through approved methods. The organic 

standards describe the specific requirements that must be verified by a USDA-

accredited certifying agent before products can be labeled USDA organic. Overall, the 

organic food production process has to demonstrate that they are protecting natural 

resources, conserving biodiversity, and using only approved substances.‖ 

In general, the purpose of an organic production system is to:  

- enhance biological diversity within the whole system;  

- increase soil biological activity;  

- maintain long-term soil fertility;  

- recycle wastes of plant and animal origin in order to return nutrients to the land, 

thus minimizing the use of nonrenewable resources;  
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- promote the healthy use of soil, water and air as well as minimize all forms of 

pollution thereto that may result from agricultural practices;  

- handle agricultural products with emphasis on careful processing methods in 

order to maintain the organic integrity and vital qualities of the product at all stages;  

- become established on any existing farm through a period of conversion, the 

appropriate length of which is determined by site-specific factors such as the history of 

the land, and type of crops and livestock to be produced. 

An organic product must have an organic certification. Organic certification is a 

nationally or internationally recognized set of standards aiming at proving that 

agricultural and food products have been produced without the use of synthetic 

chemical products while using methods that respect the environment and animal 

welfare. Organic certification indicates the fulfilled requirements for organic products. 

Organic requirements involve a set of production specifications for growing, storage, 

processing, packaging, and shipping. All organic assessment and qualification 

references require control and certification by an accredited independent body. Some 

common organic standards are USDA standard, EU certified organic food label, Eco-

cert, Japanese Agriculture Standard (JAS). 

2.2. Customer trust and buying intention    

The term ―customer trust‖ has many interpretations depends on different contexts 

and majors. There is not a united definition of ―customer trust‖, however, there are 

some concepts have been used. 

Dwyer, Schurr, and Oh (1987) indicated that: ―A belief that the partner in a 

negotiation will not exploit or take advantage of the other's vulnerability‖.  

Singh and Sirdeshmukh (2000) provide a specific concept for customer trust that 

it is represented by emotional security that makes consumers think that the other (a 

brand, an employee or the firm) will fulfil their expectations of results or behavior 

(expectations of brand quality, of contact with the personnel or of the overall 

relationship with the firm). 

A general view from Sirdeshmukh et al. (2002) indicated: ―Customers‘ trust are 

expectations held by the consumer that the store, its people, and its products are 

dependable and can be relied on to deliver on their promises‖. 

In conclusion, customer trust is generally defined in this research as the customer 

feelings of security and reliable on the product and the seller to meet their expectation. 

Trust is an important indicator in considering a consumer buying intention.  
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Purchase intention is defined as an individual‘s conscious plan to make an effort 

to buy a product or the plan in which a person intends to buy a particular product or 

service sometime in the near future. Buying intention directly leads to purchasing 

behavior (Ajzen, 1991). 

There is a relationship between trust and intention to buy food: trust perceived by 

consumers positively affect their intention to buy (Singh, J. and Sirdeshmukh, D., 

2002). Higher levels of trust may lead to higher levels of customer intention to 

purchase, and this could also result in higher actual buying behavior (Chen 2007). 

Attitude towards a certain behavior is based on the expectations and beliefs of the 

consequences as a result of a particular behavior (Ajzen, 1991; Chen, 2007).  

3. Research approach    

Some dominant researches were reviewed to construct the proposed research 

model for this research. Theory of reasoned action and theory of planned behavior are 

used as background for this research. Chen‘s research (2012) revealed the correlation 

between consumers‘ attitudes/beliefs towards organic food and the buying intention. 

Bo Won did a research in 2009 to confirm the effect of trust on buying intention for 

organic food. Kulikovski and Agolli (2010) constructed a model of drivers for 

customer buying intention towards organic food. The belief for organic food is an 

essential factor leading to consumer behavioral intention.  

3.1. Research model and hypotheses    

This research model is constructed based on reviewing previous researches‘ 

model and comparing to the real situation of organic food market in Vietnam. As 

results, 10 hypotheses were developed in the proposed research model.  

Figure 1: Proposed research model 
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Health consciousness: Health consciousness is best described those ―consumers 

who are aware and concerned about their state of well-being and are motivated to 

improve or maintain their health and the quality of life‖ (Kulikovski and Agolli 2010). 

This factor is developed base on a prevalent belief that organic food is healthy, safe, 

even healthier, safer and more nutritious than conventional food.  

H1: Health consciousness has positive impacts on customer trust in organic 

product 

Quality: Organic foods have to meet all the regulations and requirements of 

organic standard on organic products to ensure the food was grown, processed and 

handled in the proper way. Therefore, the quality of organic food is perceived to be 

higher, which is believed to have a better taste and more nutritious, than conventional 

one (Chen, 2012).  

H2: Quality has positive effects on customer trust in organic product. 

Organic certification: Food has to meet strict regulations and requirements in 

order to be recognized as an organic product. Organic certification has a major role in 

order to allow customers to distinguish organic product and conventional product 

(Fotopoulos & Chryssochoidis 2000).  

H3: Organic certification has positive impacts on customer trust in organic 

product. 

Origin: Consumers seem to consider quality as being related to the origin of 

production (Cicia, Giudice & Scarpa 2002). Origin also reflects the perceived organic 

food quality attributes.  

H4: Origin has positive effects on customer trust in organic product. 

Packaging: The package indicates the quality and value of its products. A high-

quality product would not have an informal package. Organic food requires 

environment-friendly packaging with clear information and transparent nutritional 

value information.  

H5: Packaging has positive impacts on customer trust in organic product. 

Environmental awareness: Organic food is believed to be produced without 

pesticides, herbicides, inorganic fertilizers, antibiotics and growth hormones. Certain 

consumers are influenced by feelings of moral obligation and responsibility towards 

the environment. Thus, motivation for buying organic food is driven by the interest in 
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ecological values and the concerns about environmental sustainability and the threat of 

conventional agricultural production (Sanjuán et al. 2003; Zanoli 2002).  

H6: Environmental awareness has positive effects on customer trust in organic 

seller. 

Published information: The importance of organic foods‘ published information 

is an issue affecting purchasing decisions since consumers without information cannot 

differentiate the positive attributes of organic food from conventional alternatives 

(Yiridoe, Bonti-Ankomah & Martin 2005). Moreover, organic food is new in Vietnam, 

the information about it is limited.  

H7: Published information has positive effects on customer trust in organic 

seller. 

Advertising: Advertising is a difficult aspect to examine, however, with organic 

food, it is still a new concept in Vietnam market, therefore, advertising is an important 

factor affecting customer trust.  

H8: Advertising has positive impacts on customer trust in seller. 

Customer trust: Buyers cannot distinguish organic food and its conventional 

counterpart just by looking at their appearance. Thus, customer trust is such an 

important factor leading to the buying intention of customers. In this research, 

customer trust will be divided into customer trust in the product and customer trust in 

the seller. Since organic food is still a new concept in Vietnam market and information 

about it is not disseminated to every buyer. Therefore, a customer would base a lot on 

their trust to make the buying decision. Customers seek not only the information on 

the product, but also clues from sellers in order to feel secure and thus pay a much 

higher price for organic food.  

H9: Customer trust in organic product has positive impacts on buying intention. 

H10: Customer trust in organic seller has positive impacts on buying intention. 

3.2. Research methodology    

This research applied both qualitative and quantitative method to provide a 

summary of the research topic. Popular methods in economic research such as 

literature review and descriptive summary are applied to fulfill the research‘s purposes 

and objectives. Both primary and secondary data were used to analyze the customer 

trust and buying intention as well as the information of organic food industry in 

Vietnam. Secondary data includes information, theoretical framework, and data related 
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to organic food consumption from the perspective of customer trust and buying 

intention, which is synthesized from papers, magazines, journals, dissertations and 

previous researches on the Internet. Primary data used in this research is collected 

mainly by interviewing the target customer through questionnaire. The questionnaire is 

conducted within 2 weeks from April 22 to May 9, 2019. The online survey is 

conducted by Google Form and sent directedly to the target customers and share 

publicly on Facebook within customers who have bought organic food, according to 

the convenient sampling method. 

3.3. Questionnaire design    

The questionnaire is comprised of 52 questions in 3 separated sections: (1) 

organic food buying habit and trend: contains 8 questions aimed at carrying out 

general information about the Vietnamese organic food market situation; (2) 

evaluating customer trust and buying intention towards organic food: contains 37 

questions derived from the 10 hypotheses; (3) demographic information: contains 7 

questions about the demographic factors of customers such as gender, age group, level 

of education, current resident, income, and presence of children or the elderly. 

4. Research results     

4.1. Demographical analysis    

After cleaning and removing incomplete and error responses, there are 216 

appropriated answers for this survey. 

Gender: 21% of the respondents is male (44 people) and 79% is female (172 

people).  

Age: There is only 1.0% of the respondents is below 18 (2 respondents), 21.6% 

of the total answers is in the age from 18 to 25 (47 respondents). 73 respondents are in 

the age of 26 to 35 (equivalent to 33.8% in the total answerers). 33.4% of respondents 

is from 36 to 45 years old group (72 answers). 9.7% in the total answers is from 46 to 

60 age group (21 respondents) and there is only 0.5% belongs to the age of above 60 

(1 response).  

Education level: There is 1 respondent who has secondary school education level 

(0.5% of respondents). 14 answers are high school education level (6.5% of total 

answers). And 201 respondents have the education level of university and above, 

which is the highest result among 4 options (93% of respondents).  
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Current residence: There are only 2 respondents living in the rural area (1%) and 

the 214 remaining answerers live in the urban area (99%). 

Income per month: Out of 216 respondents, there are 12 people have income of 

below 2 million VND (5.5% of answerers). There are 26 respondents who earn from 2 

to 5 million VND per month (12.0% in the total answers). The income group from 5 to 

10 million VND per month has 65 people (30.1% of respondents). The income group 

of above 10 million VND takes the majority in respondents for this questionnaire, 

which is 113 people (52.3% of the total responses). 

Presence of children: There are 153 respondents who have children in their 

house (70.8% total responses). And the remaining 63 answerers do not have children 

in their house (29.2 % of the total responses). 

Presence of elder: Among 216 respondents, 121 people has the presence of elder 

in their house (56.0% of the respondents). There are 95 respondents who do not have 

elder in their house (44.0% of the whole answerers).  

4.2. Analysis on organic food buying habit and trend      

Organic food consumption frequency: Most of the customer buy organic food 

weekly or monthly, which is 36.1% (78 people) and 38% (82 respondents) of the total 

responses respectively. Just only 8.8% (19 customers) buy organic food every day. 

16.6% in the total buyers buy a few times a year (36 people). A small proportion of 

buyers of 0.5% (1 people) bought organic food less than once a year.  

Types of purchased organic food: Vegetable and fruit are the most common 

choice, almost all customer doing the survey select vegetable and fruit, 174 and 141 

choices respectively. Meat is selected by 97 customers. Milk and grain are not in the 

priority list for organic food consumption with 51 and 29 selections respectively. 

Organic seafood is chosen by only 12 people. 

Purpose of purchasing organic food: 195 respondents chose it for family 

consumption. 39 people choosing organic food specifically use it for elder and 

children and 17 people buy organic food to send to others as gifts.  

Choices of organic food distributors: 155 people usually buy organic food at the 

supermarket and 103 respondents buy at an organic store. Also, only 35 answerers 

chose to buy organic food via the Internet. There are 22 and 18 respondents chose to 

buy organic food at the local market and at the organic farm respectively.  
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Value of recent organic food purchase: 20.8% of the buyers (45 respondents) spend 

less than 100.000 for each item of the last purchase. 60.7% of respondents (131 people) 

choose the answers of budget from 100.000 to 500.000 VND for each organic food item. 

There are 14.8% of answerers (32 people) who spend 500.000 – 1.000.000 VND for an 

organic food item. A small group of 2.7% and 1.0% respondents put in 1.000.000 – 

2.000.000 VND and more than 2.000.000 for each organic item they bought. 

Reason for choosing organic food: Health is the most common reason for 

consumers to choose organic food with 186 votes. Organic food is perceived to have 

good quality by 105 answerers. Approximately 100 answerers are concerned about the 

published information of food and select organic food due to its benefit of having clear 

information and clear origin compared to conventional food. 88 individuals consumed 

organic food because they want to protect the environment. The numbers of people 

chose organic food due to the attractive packaging and its wide-used is 22 people each. 

Only 19 individuals use organic food because of popular advertisements. 

4.3. Evaluation of level of customer trust and buying intention     

With 216 responses, the mean of customer trust is 3.95, of customer trust in seller 

is 3.65 and of buying intention is 3.99, all of which are within the ―Agree range‖ (from 

3.41 to 4.20). These results indicate that the customers generally believe in the organic 

product, organic seller and have an intention to purchase more organic food. The 

maximum and minimum of each variable are 5 and 2. This is a significant variation, 

however, there are only 5% to 10% of total responses choose either the answer of 2 or 

5. While, the majority selected 3 and 4 point. In general, respondents have positive 

trust in organic product, organic seller and intend to buy more in the next purchase. 

Table 1: Descriptive frequency of customer trust and buying intention 

 CTP CTS BI 

N Valid 216 216 216 

Missing 0 0 0 

Mean 3.95 3.65 3.99 

Std. Deviation .528 .601 .516 

Variance .279 .361 .266 

Minimum 2 2 2 

Maximum 5 5 5 
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Table 2: Frequency of customer trust and buying intention 

CTP CTS BI 

 Frequency Percent  Frequency Percent  Frequency Percent 

Valid 2 1 .5 Valid 2 2 0.9 Valid 2 1 .5 

3 37 17.1 3 85 39.4 3 31 14.3 

4 155 71.8 4 117 54.2 4 158 73.1 

5 23 10.6 5 12 5.5 5 26 12.1 

Total 216 100.0 Total 216 100.0 Total 216 100.0 

4.4. Factors influencing customer trust and buying intentions towards organic 

food   

4.4.1. Reliability analysis (Cronbach‘s Alpha test)    

8 factors equivalent to 8 measurement scales to be predicted that could have impact 

on customer trust. They are: health consciousness (HEA 1-4), quality (QUA 1-5), organic 

certification (CER 1-5), origin (ORI 1-4), packaging (PAC 1-4), environmental awareness 

(ENV 1-4), published information (1-4), advertising (1-4). Cronbach‘s alpha test will 

remove the factor with general Cronbach‘s Alpha smaller than 0.6 and also delete the 

variable which has item – total correlation smaller than 0.4 and the Cronbach‘s Alpha if 

item deleted greater than original Cronbach‘s Alpha. The result came out that variables 

PAC4 is omitted from the model and 8 factors are reliable. 

Table 3: Cronbach‟s Alpha test result 

Factors Observed variables Cronbach‟s Alpha 

Health consciousness 4 0.860 

Quality 5 0.829 

Organic certification 5 0.883 

Origin 4 0.848 

Packaging 3 0.918 

Environmental awareness 4 0.859 

Published information 4 0.851 

Advertising 4 0.835 

4.4.2. Exploratory factor analysis (EFA)    

After the reliability analysis, there are 8 factors with 33 observed variables affect 

the customer trust, 5 factors affect customer trust in product and 3 factors affect 

customer trust in the seller, these trusts directly influence the buying intention.  

Exploratory factor analysis for customer trust in product 
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There are 5 proposed factors affect customer trust in the product, which is health 

consciousness, quality, organic certification, origin, and packaging. After the first-time 

testing, these 5 factors including 21 items are loaded into 5 different columns, all 

factors are remained except for QUA1. Therefore, this item will be eliminated from 

the model.  

After deleting item QUA1, the KMO index is 0.85, and the Sig. in Bartlett‘s test 

is less than 5%, this statistic shows the good adequacy correlation between variables in 

the dataset. In the next stage, Principal Components Analysis extraction with Varimax 

rotation method are applied for the cumulative total variance explained of 72.051% 

(>0.5). 

Table 4: Exploratory factor analysis result of customer trust in product 

 1 2 3 4 5 

HEA1  .781    

HEA2  .753    

HEA3  .741    

HEA4  .768    

QUA2    .712  

QUA3    .708  

QUA4    .788  

QUA5    .689  

CER1 .697     

CER2 .845     

CER3 .788     

CER4 .828     

CER5 .667     

ORI1   .840   

ORI2   .852   

ORI3   .873   

ORI4   .757   

PAC1     .887 

PAC2     .899 

PAC3     .845 

Exploratory factor analysis for customer trust in seller 
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The KMO measure is 0.91, which also mean the sampling for this variable is 

adequate. The Sig number in Bartlett's Test is less than 5% indicates the good 

adequacy correlation between variables in the dataset. The cumulative total variance 

explained is 69,231% (> 0.5). After applying Principal Components Analysis 

extraction with Varimax rotation method, these 12 items are loaded into 3 columns, 

which indicated that 3 factors are remaining after this step. 

Table 5: Exploratory factor analysis result of customer trust in seller 

 1 2 3 

ENV1 .652   

ENV2 .760   

ENV3 .845   

ENV4 .786   

INF1   .781 

INF2   .673 

INF3   .635 

INF4   .823 

ADV1  .735  

ADV2  .739  

ADV3  .787  

ADV4  .740  

4.4.3. Regression analysis     

Linear regression analysis of customer trust in product 

The value of    = 0.619, which demonstrates that these 5 factors measured more 

than 60% the variability of the response data around its mean. The model can explain 

about 61.9% the correlation of the independent and dependent variables. 
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Table 6: Linear regression analysis of customer trust in product 

Model R R Square 
Adjusted R 

Square 
Std. Error of the Estimate 

1 .787
a
 .619 .609 .330 

 

Significance level t (Sig.) of all variables (HEA, QUA, CER, ORI, PAC) achieve 

Sig. <0.05. This result can be expressed as these variables are significant in the model; 

the coefficient of each variable indicates the degree of effect on customer trust on the 

organic product. The VIF statistics of all 5 variables is less than 2, which mean there is 

no collinearity between these independent variables. 

The ―Organic certification‖ factor has the strongest impact on the dependent 

variable (Beta = 0.299), followed by the ―Health consciousness‖ and ―Quality‖ factors 

influence the customer trust in product (Beta = 0.232 and 0.266 respectively). The 

―Packaging‖ measurement impacts the dependent variable (Beta = 0.175). The 

―Origin‖ scale is the less influencing factor among the 5 factors (Beta = 0.166). This 

result also justifies 5 research hypotheses H1, H2, H3, H4, and H5. All 5 factors health 

consciousness, quality, organic certification, origin, and packaging have positive 

correlations with customer trust in the product. 

The multiple linear regression equation for CTP can be written as: 

CTP = 0.202*HEA + 0.221*QUA + 0.233*CER + 0.155*ORI + 0.134*PAC + 0.264 

Linear regression analysis of customer trust in seller 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B Std. Error Beta Tolerance VIF 

1 (Constant) .264 .248  1.067 .287   

HEA .202 .051 .232 3.951 .000 .572 1.747 

QUA .221 .049 .266 4.527 .000 .571 1.751 

CER .233 .044 .299 5.293 .000 .617 1.622 

ORI .155 .041 .166 3.735 .000 .994 1.006 

PAC .134 .040 .175 3.393 .001 .740 1.351 
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The value of    = 0.556 indicates that the model explains 55.6% the variability 

of the response data around its mean or the model can explain about 55.6% the 

correlation of independent and dependent variables. 

Table 7: Linear regression analysis on customer trust in seller 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .746
a
 .556 .549 .403 

 

Significance level t (Sig.) of all variables (ENV, INF, ADV) achieve Sig. <0.05. 

These variables are significant in the model; the coefficient of each variable illustrates 

the degree of their impact on the dependent variable. The VIF statistic indexes are less 

than 2, which mean there is no collinearity between these independent variables. 

The ―Advertising‖ factor has the strongest impact on customer trust in seller (Beta = 

0.356). The ―Published information‖ measurement impacts the dependent variable with 

Beta = 0.271. The ―Environmental awareness‖ measurement has the less influencing 

factor among the 3 factors (Beta = 0.238). This result also justifies 3 research hypotheses 

H6, H7, and H8. 3 factors environmental awareness, published information, and 

advertising have positive correlations with the customer trust in the seller. 

The multiple linear regression equation for CTS can be written as: 

CTS = 0.231*ENV + 0.282*INF + 0.335*ADV + 0.584 

Linear regression analysis of buying intention 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

Collinearity Statistics 

B 

Std. 

Error Beta Tolerance VIF 

1 (Constant) .584 .202  2.892 .004   

ENV .231 .062 .238 3.726 .000 .557 1.796 

INF .282 .070 .271 4.009 .000 .594 1.683 

ADV .335 .060 .356 5.561 .000 .553 1.809 
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The value of    = 0.776 indicates that these 2 factors explain 77.6% the 

variability of the response around the mean of dependent variable or the model can 

explain about 77.6%% the correlation of independent and dependent variables. 

Table 8: Linear regression analysis on buying intention 

Model R R Square Adjusted R Square Std. Error of the Estimate 

1 .881
a
 .776 .774 .245 

 

The ―Customer trust in product‖ factor has a stronger impact on the dependent 

variable with Beta = 0.753. The ―Customer trust in seller‖ impact on buying intention 

with Beta = 0.205. This result also justifies 2 research hypotheses H9 and H10. 

Customer trust in the product and in seller has a positive impact on buying intention 

towards organic food. 

The multiple linear regression equation for BI can be written as: 

                                 

4.5. Impact of demographic variables on customer trust and buying intention    

The research checked the relationship between demographic variables with the 

customer trust and buying intention towards organic food. Verification of Chi-square 

testing is conducted by SPSS 25 software. The hypothesis of the impact between 

demographic variables and customer trust, buying intention: 

H0: There is difference in customer trust in product, in seller and buying 

intention among customers when there are differences in demographic characteristics 

(gender, age, education, current residence, income per month, and presence of children 

and/or elder). 

Model 

Unstandardized 

Coefficients 

Standardized 

Coefficients t Sig. Collinearity Statistics 

B Std. Error Beta   Tolerance VIF 

1 (Constant) .441 .138  3.207 .002   

CTP .735 .039 .753 18.710 .000 .702 1.424 

CTS .176 .035 .205 5.084 .000 .702 1.424 
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H1: There is no difference in customer trust in product, in seller and buying 

intention among customers when there are differences in demographic characteristics 

(gender, age, education, current residence, income per month, and presence of children 

and/or elder). 

Table 9: Chi-square of demographic variables and buying intention 

 Sig. (p-value) Accept/ Reject 

Gender * Buying intention 0.175 Reject 

Age * Buying intention 0.050 Accept 

Education * Buying intention 0.013 Accept 

Current residence * Buying intention 0.864 Reject 

Income per month * Buying intention 0.993 Reject 

Presence of children * Buying intention 0.019 Accept 

Presence of elder * Buying intention 0.313 Reject 

 

Table 10: Chi-square of demographic variables and customer trust in product 

 Sig. (p-value) Accept/ Reject 

Gender * Customer trust in product 0.164 Reject 

Age * Customer trust in product 0.081 Reject 

Education * Customer trust in product 0.280 Reject 

Current residence * Customer trust in product 0.651 Reject 

Income per month * Customer trust in product 0.955 Reject 

Presence of children * Customer trust in product 0.043 Accept 

Presence of elder * Customer trust in product 0.027 Accept 

 

Table 11: Chi-square of demographic variables and customer trust in seller 

 Sig. (p-value) Accept/ Reject 

Gender * Customer trust in seller 0.194 Reject 

Age * Customer trust in seller 0.041 Accept 

Education * Customer trust in seller 0.623 Reject 

Current residence * Customer trust in seller 0.982 Reject 

Income per month * Customer trust in seller 0.832 Reject 

Presence of children * Customer trust in seller 0.485 Reject 

Presence of elder * Customer trust in seller 0.387 Reject 
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According to the analysis of cross-tabulation, the indexes of Sig. (p-value) are 

greater than 0.05 (95% significance level) leads to the rejection of hypothesis H0. 

This means that the buying intention of Vietnamese customer for organic food is 

subjected to the influence from differences in age, education and presence of 

children. The customer trust in product of is only subjected to the differences in 

presence of children and the elderly. There is a difference in customer trust in seller 

among different age groups. 

5. Conclusions, discussion and implications     

5.1. Conclusions and discussions     

Most organic food buyers are female, in the age group from 26 to 45. Most of the 

organic consumers have a high level of education of university or higher. Organic food 

is consumed in the urban area because it is not available in the rural area. The high-

income group of more than 10 million VND per month takes the majority in organic 

food consumption. The presence of children and elderly also encourage the incentive 

to purchase organic food.  

Customers usually buy organic food monthly or weekly (72%), some of them 

purchase yearly (18%), and few of them buy it daily (9%). Vegetable, fruit, and meat 

are 3 types of food commonly purchased by customers, while milk, grain, and seafood 

are less consumed due to the availability of the food. Most customers buy organic food 

for family daily consumption, especially consume for children and elderly, a small part 

of them uses organic food as a gift. Organic food is bought commonly on supermarket 

and organic store. Local market and organic farm are also source to provide organic 

food, online organic food selling is not popular; however. Most purchasers spend from 

100.000 VND to 500.000 VND for each organic food item (60%). Some of them 

spend less than 100.000 VND (22%) or more than 1 million VND for an organic food 

item (4%). Customers of organic food usually purchase due to health reason. They also 

acknowledge the advantage of its quality and clear information, origin compared to 

conventional food. People have the tendency to protect the environment when 

choosing organic food. A small number of customers choose organic food due to its 

wide-used, attractive packaging and popular advertisements. 

In general, Vietnamese customer trust in organic food. The customer trust in 

product is influenced by health consciousness, quality, organic certification, origin and 

packaging. Organic certification has a strong effect on trust in organic product, 

followed by the health consciousness, quality and origin; while packaging impacts 
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customer trust in the product the less among 5 factors. The advertising factor impact 

customer trust in seller the most, published information has less impact and 

environmental awareness has the least influence on customer trust in seller among 3 

factors. Buying intention towards organic food. All 8 proposed factors have positive 

impacts on customer trust. 

The intention to buy organic food is positively affectedly by the customer trust in 

the product and in the seller. The more consumers believe in organic food, the more 

they intend to buy it. The trust in the product has a stronger impact on buying intention 

compare to the trust in the product.  

5.2. Implications    

The study proposes some recommendations for companies and brands to promote 

organic food. These recommendations could be considered as advice for marketers with 

regard to customer trust and buying intention towards organic food in Vietnam market. 

According to the findings from the research, some recommendations are suggested. 

- Enhancing the health consciousness: (1) publishing articles, researches about 

health, (2) issuing health magazine, report on health and food safety. 

- Increasing organic food‘s quality: (1) publishing domestic Acts, regulations, 

verifications, (2) adding another regulation on existing standards for the Vietnamese 

products, (3) improving the quality. 

- Ensuring the organic certification: (1) attaching organic stamp clearly, (2) 

adding organic certification on the products‘ label, (3) choosing appropriated standards 

to apply, (4) submitting organic certification for seller. 

- Regulating organic food‘s origin: (1) providing transparent information of 

origin, (2) attaching QR code and barcode to manage the product‘s origin 

- Boosting the organic food‘s packaging: (1) adding details information on 

product‘s label, (2) using environmental packaging. 

- Raising the environmental awareness: (1) promoting ecological trend, (2) 

encouraging the use of environment-friendly related product, (3) providing 

environmental benefits of organic agriculture 

- Concentrating on published information (1) providing more information, (2) 

issuing relevant information. 

- Expanding advertisement on organic food: (1) creating more advertisements, 

(2) combining in-store promotion with online advertisement, (3) concentrating on 

health, environment, ecology marketing contents. 
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Abstract: 

This research aims to understand consumer perception on safe food in Vietnam. It uses 

the triangulation method. 15 people in charge of purchasing food for the family were 

interviewed along with 10 store managers and 255 consumers were surveyed. The result 

shows that consumers are willing to buy more safe food. They want to get more information 

related to food safety, since they lack necessary knowledge about food safety. Consumers 

have a positive attitude to safe food with reliable brand, they understand the the important 

role of tracing the orgigin of food. They appreciate the business that ensure environmental 

issues and sustainable development in animal husbandry, cultivation. However, they are very 

much concerned about food safety and worried about the unsafe food situation in Vietnam. 

They believe that the Government should have the mechanism to issue heavy fines on 

individuals or organizations that violate the food safety regulations. Based on these findings, 

there are some recommendations were given to consumers, sellers and government. 

Keywords: Safe food, food safety, consumer perception, food concern, Vietnam. 

 

1. Introduction 

Food has always been one of the most important issues posed for humanity. The 

quality of food in general, and food safety in particular, has a direct impact on people‘s 

health and on the survival of human race and a nation, which is closely linked to the 

development of its economy and culture.  

In the age of integration and globalization, while Vietnam must implement 

AFTA agreement and became an official member of the WTO and the CPTPP 

agreement, the production and processing high quality food, especially ensuring the 

food hygiene is one of the top priority requirements to ensure the development of 

business. 

In fact, unsafe food is still circulated in the market and everyday people get a lot 

of warnings about food poisoning. According to the latest figures from the General 
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Statistics Office, the first half year 2018, in the whole country there had been 44 cases 

of serious food poisoning, as 1200 people were poisoned, of which 7 were dead (Trang 

Thu, 2018). Food safety has become a hot issue because it directly affects the health of 

every person and every family, and consumers are very concerned about it. The 

Vietnam television also have broadcasted a programme ―say No with dirty food‖ since 

2016 that aim to reduce unsafe food situation in Market.  

However, safe foods are not easy to be sold in the market since it is hard to 

recognize the differences between safe food and unsafe foods. In order to be able to 

sell products that are manufactured under good production practices; products that 

meet the requirements of VietGAP with profitable prices, the manufacturers need to 

understand the awareness and behavior of consumers towards safe food and then 

construct a sensible Marketing campaign. On the other hands, the research outcome 

has shown that there has been not many research or articles concerning this issue. 

Therefore, the study of ―Perceptions of Vietnamese consumers about safe food‖ is of 

great importance. The overall objective of this research is to study the perceptions of 

consumer towards safe food. The detail objectives are to: 

- Understand consumer perception about information relating to food safety 

- Know consumer knowledge and understanding of food safety 

- Find out customer attitude about safe food providers 

- Understand customer concern about safe food and their perception about 

government role in ensuring safe food 

- Give recommendations to consumer, seller and government to improve safe 

food situation in Vietnam 

2. Theoretical background    

Concept of Food safety 

There are many different concepts of food safety. Food safety describe the 

activities in the value chain including processing, preparation, food storage to back up 

the food transmitted diseases (Hung, N.V et al., 2013). Food safety is the assurance that 

food will not cause harm to the consumer when it is prepared and/or eaten (WHO, 2004a 

cited by Canan Talas et al., 2000, p. 1117). In order to ensure food safety, consumers 

need to follow certain rules at the stages of keeping/storing, preparing, cooking, and 

servicing food, starting from purchasing it (Canan Talas et al., 2000, p.1118). 
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Food safety can be defined in a broad or in a more narrow way (Ritson and Mai, 

1998). In the narrow sense, food safety can be defined as the opposite of food risk, i.e. 

as the probability of not contracting a disease as a consequence of consuming a certain 

food. In the broad sense, food safety can be viewed as also encompassing nutritional 

qualities of food and more wide- ranging concerns about the properties of unfamiliar 

foods, such as many consumers‘ uneasiness about genetically modified food. 

It can distinguish objective from subjective food safety. Objective food safety is a 

concept based on the assessment of the risk of consuming a certain food by scientists 

and food experts. Subjective food safety is in the mind of the consumer. It is widely 

acknowledged that objective and subjective safety (or risk) deviate in many cases. 

Until recently, such deviations were mostly regarded as a nuisance that has to be 

tackled by better consumer information and education. More recently—and in the light 

of the failure of attempts to educate consumers to become amateur food scientists—

this attitude has given way to a recognition of the necessity to deal with consumers‘ 

perceptions of risk and safety as they are (Frewer et al., 2005). 

Perception of food safety 

This may suggest that perceptions of food safety affect consumer food choice in 

ways that are different from perceptions of the other dimensions of quality we have 

distinguished above. It seems that safety perceptions play a role predominantly in two 

ways. First, in situations where major safety problems are perceived—the so-called 

food scares, such as BSE (Burton and Young, 1996), the dioxin problem in Belgium 

(Verbeke, 2001), or the Alar controversy in the USA (Herrmann et al., 1997)—risk 

perceptions can come to dominate all other considerations in food choice and lead 

consumers to avoid certain categories or brands for some time, until the situation has 

returned to normal. Safety perceptions in this sense act as a ‗sleeping giant‘ that does 

not enter quality perceptions under normal circumstances, but can have sweeping 

effects at times of crisis. Second, consumers apply safety considerations to certain 

production technologies. Major examples are food irradiation and GMOs. In these 

cases, consumers perceive the use of certain production techniques as unsafe, and they 

develop negative attitudes towards the use of these technologies. Such attitudes can be 

powerful forces in the marketplace, which both industry and regulators take seriously, 

and they have resulted in the non-use of irradiation and a considerable delay of the 

adoption of GMOs on European markets. Consumer attitudes to GMOs in food 

production have been widely studied (e.g. Bredahl, 2001; Burton et al., 2001; Grunert 

et al., 2003; Scholderer and Frewer, 2003; Frewer et al., 2004). 
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Consumer risk perception in more general terms has been widely studied as well, 

starting with the well-known work by Slovic and colleagues (Fischhoff et al., 1978; 

Slovic, 1987), and a number of regularities have been observed (Frewer et al., 2005). 

Three phenomena that seem to be rather robust will be mentioned here. First, self-

imposed risk is more acceptable to consumers than technology-based risk. Thus, 

although meal preparation at home is, by objective standards, much riskier than meal 

production in a factory, consumers tend to perceive ready-made meals as more 

dangerous than meals they have cooked themselves, and the perceived risk is 

amplified when new and unknown technologies are used. Second, although consumers 

can usually appreciate the risk associated with their own handling of food in general 

terms, they believe that the probability of being hit themselves by a problem is lower 

than the probability of the average consumer being hit by the same problem, a 

phenomenon also known as ‗optimistic bias‘. Finally, the importance of the 

dimensions of dread and familiarity in risk perception has been amply demonstrated, 

implying that familiar risks are perceived as less severe than unfamiliar ones—a 

phenomenon relevant to the perception of GMOs and other forms of novel foods. 

Food safety is a major topic for public policy. Regulatory responses have been, 

roughly speaking, in two categories (Caswell and Mojduszka, 1999; Ritson and Mai, 

1998). The first refers to the enforcement of common standards for food safety, which 

has no immediate impact on consumer food choice, but is debatable in terms of 

economic efficiency when consumer preferences for safety are assumed to be 

heterogeneous. The second refers to attempts to provide transparency and encourage 

consumers to form their own judgments on food safety, supported by mechanisms of 

public participation, consumer education, and consumer information instruments such 

as labeling. This latter policy, which has been central to the European Commission‘s 

white paper on food safety (Commission of the European Communities, 1999), may, 

however, be based on unrealistic assumptions about consumers‘ willingness and 

ability to process information when making daily purchases (Grunert, 2000). 

Concept of Safe food 

The basic safe food concept is that food will not harm the consumer so long as 

intended use guidelines are followed when it is prepared or eaten (EDES, 2012, p.2). 

According to De Jonge et al. (De Jonge, 2004, p. 841) safe food is food products will 

not cause any harm to their health or to the environment 

Consumer behavior on safe food 
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Safe food consumer behavior is conceptualized as the probability and willingness 

of a person to give preference to safe food over other traditional products in their 

purchase considerations. Nik Abdul Rashid (2009) defined safe food consumer 

behavior as the probability and willingness of an individual to give preference to safe 

product over conventional products in their purchase considerations. However, 

Ramayah, Lee and Mohamad (2010) referred safe food consumer behavior as a 

determination to act in a certain way.  

3. Research methodology    

This research used the triangulation method. ―Triangulation is a technique that is 

also often associated with using mixed methods. The idea behind triangulation is that 

one can be more confident in a result if the use of different methods or sources leads to 

the same results. Method triangulation: using multiple methods of data collection and 

analysis‖ (Sekkaran and Bougie, 2013, page 104). In this research the data was 

collected from secondary and primary data including, in-depth interviews and survey 

in 2017. Interviewees were 15 people in charge of purchasing food for the family; 10 

store managers or food sales managers of stores or supermarkets selling safe food; 

Interview questions concern the cognitive awareness, behavior of consumers about 

safe food; marketing activities of businesses to better understand the survey findings. 

We conducted survey of 300 respondents, after scrutinizing the collected questionnaire 

255 questionnaires were found to be usable for quantitative analysis. Questionnaire 

with five liker scale was use (1 is totally disagree, and 5 is totally agree). The survey 

data was analyzed by using SPSS 18 with the descriptive analyses.   

4. Research results     

4.1. Consumer Perception about information relating to food safety 

The survey result showed that consumer are willing to buy more safe food (Mean 

4.1). They pay more attention to read the product label and they want to get more 

information related to food safety because they know that personal experiences and get 

more information about food borne will help them improve their behavior toward 

food safety (all Mean around 4, see the table below for more detail). 
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Table 1: Consumer perception about information relating to food safety 

Order Statement 

Total 

Number of 

respondent 

Mean SD 

% 

(4 & 

5) 

1 
I am glad to get all information relating to food 

safety 
251 3.9 0.72 69.4 

2 

Personal experiences and get information 

about food borne help me improve my 

behavior toward food safety 

250 3.9 0.64 76.9 

3 

I pay more attention to carefully read the 

product label after receiving more information 

about food safety from the media 

250 4.0 0.63 80.4 

4 
Information on food safety I get will contribute 

to change my behavior on food safety. 
253 4.0 0.60 83.9 

5 I am willing to buy more safe food 249 4.1 0.66 85.9 

 

4.2. Consumer knowledge and understanding of food safety 

As much as respondents are generally interested in this issue, the percentage of 

people who are well-equipped with necessary knowledge about food safety is relatively 

low. Only 34.9% of 247 respondents are confident that they mastered the knowledge of 

how to ensure food safety at home. Around 21% people claimed they fully understand 

food safety issues and they can actually identify safe food while shopping.  

Those figures suggests that most people now are very cautious when it comes to safe 

food since the problem is getting more serious over time, and they are notified by a lot of 

related news every day. However, the knowledge about safe food and how to identify 

them is still very limited, which requires a lot more education and training, if necessary.  

Table 2: Consumer knowledge and understand of food safety 

Order Statement 

Total 

Number of 

respondent 

Mean SD 

% 

(4 & 

5) 

1 
I fell that I do not have enough advice on food 

safety 
246 3.6 0.77 54.9 

2 
I am very confident about my understanding of 

food safety 
251 3.0 0.81 21.2 

3 
I mastered the knowledge to identify safe food 

when buying 
250 2.9 0.80 22.4 

4 
I mastered the knowledge in ensuring food 

safety at home 
247 3.2 0.78 34.9 
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4.3. Customer attitude about safe food providers 

It is very good that consumer have a positive attitude to safe food with reliable 

brand, they understand the the important role of tracing the orgigin of food (Mean 

=3.7). Most of consumer appreciate the business that ensure environmental issues and 

sustainable development in animal husbandry, cultivation (82.4%) 

Table 3: Customer attitude about safe food providers 

Order Statement 

Total 

Number of 

respondent 

Mean SD 

% 

(4 & 

5) 

1 

I have a positive attitude to safe food with 

reliable brand rather than unknown origin in 

the wet market 

248 3.7 0.78 65.1 

2 
Foods bought can be traced the origin, which is 

very important for me 
252 3.7 0.78 62.7 

3 

I appreciate the business that ensure 

environmental issues and sustainable 

development in animal husbandry, cultivation 

249 4.1 0.67 82.4 

 

4.4. Customer concern about safe food and their perception about government role 

in ensuring safe food 

When it comes to the concern about safe food, most of consumer agreed that is 

very difficult to identify unsafe food visually (76.5%). It is similar with conslusion 

recently by (Hoi Quoc Le and Thi Minh Nguyen, 2018), the buyers make their 

decision about buying or not buying vegetables from the shop based on their own 

belief in the information supplied by the sellers. 

Most people claim that they are very much concerned about food safety and safe 

food (83.5%). Due to the high amount of unsafe food being sold around the nation, 83, 

5% respondents also indicated that they are very worried about the increasingly unsafe 

food situation in Vietnam. 89% believe that the Government should have the 

mechanism to issue heavy fines on individuals or organizations that violate the food 

safety regulations (see more detail in table 4). Those numbers prove how much people 

care and worry about the food safety problem in Vietnam, and how much hope and 

expectation they have for the government. 
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Table 4: Customer concern about safe food and their perception about 

government role in ensuring safe food 

Order Statement 

Total 

Number of 

respondent 

Mean SD 

% 

(4 & 

5) 

1 
It‘s very difficult to identify unsafe food 

visually 
252 4.0 0.82 76.5 

2 
Currently I am very wory about unsafe food 

situation 
250 4.3 0.78 83.5 

3 
I am very concern about food safety and safe 

food 
254 4.1 0.83 83.5 

4 
The government have the most important role 

in ensuring the food safety 
247 4.0 0.85 73.3 

5 

The government should have the mechanism to 

make heavy fines for individuals or 

organisations that violate the foodsafety 

251 4.5 0.77 89 

 

The result of in-depth interviews also supports for that conclusion, most 

interviewees (12/15) do not believe in the safety of the food they buy. They show their 

clear doubts about food safety in the market ―At this moment in Hanoi, it is very difficult 

to purchase safe food‖ or ―Sometimes I know that food is not safe, but I still have to buy 

it anyway‖ or ―I do not know what is really happening to the food, the seller tell that it is 

safe food‖. Consumers expressed their thoughts about food as following: ―food 

nowadays lacks transparent origin and it is usually contaminated in chemicals‖ and 

―any product can be swapped and supplied from various unknown sources‖, ―food being 

sold at the market is usually not quarantined and fruit has no clear origin‖. The level of 

trust from consumers is low because they now choose which food to buy ―using their 

naked eyes and experiences‖; however, ―observing only with bare eyes does not help 

them identify infected poultry, or food that is high in preservatives and growth 

stimulating chemicals‖. Meanwhile, the management of food safety from the 

Government is still ineffective, about the state management of food safety ineffective; 

there have been too many cases of food safety violations which were discovered; and the 

punishments were not severe enough to stop them all.  

5. Conclusions and recommendations   

5.1. Conclusions 

The survey result showed that consumer are willing to buy more safe food. They 

want to get more information related to food safety, the percentage of people who are 
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well-equipped with necessary knowledge about food safety is relatively low. They lack 

of the knowledge of how to ensure food safety at home and do not fully understand 

food safety issues.  

It is very good that consumer have a positive attitude to safe food with reliable 

brand, they understand the the important role of tracing the orgigin of food. Most of 

consumer appreciate the business that ensure environmental issues and sustainable 

development in animal husbandry, cultivation. 

Most people claim that they are very much concerned about food safety and 

worried about the unsafe food situation in the in Vietnam. They believe that the 

Government should have the mechanism to issue heavy fines on individuals or 

organizations that violate the food safety regulations. 

5.2. Recommendations 

5.2.1. Recommendations for buyers 

The situation of lacking food safety is happening all around the country, which 

means consumers need to be smarter to protect themselves.  

Consumers should proactively seek information about food safety and the ways 

to recognise safe food apart from low-quality and dirty food in market. They should 

look for information and knowledge from reliable and official sources such as 

Television, print media; besides, they need to justify and check for accuracy the 

information they receive from word of mouth or unofficial sources on the Internet. 

Consumers should buy food from reliable stores or big supermarkets which sell 

food that has been fully certified about production process. Before buying, they should 

check information in packaging about manufacturer, expiry date and traceability. 

Being more careful with the kinds of food that can be counterfeited, imitated, 

unidentified or label swapped is very important as well.  

5.2.2. Recommendations for safe food businesses 

Firms that trade safe food need to have reliable source of food supply which is 

certified with VietGAP quality standards. In stores, there should be certificates of food 

safety so that the buyers can put their trust in stores‘ products. Providing transparent 

origin of the products is very necessary in doing business of safe food nowadays.  

The reasons for buying food in supermarket: safe feeling, clear expiry date, clear 

origin (Le Thi My Linh, 2017), thus, people who sell safe food need to pay more 

attention to building their own brands, investing in designing logo, symbol and slogan 
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and creating brand awareness as well as brand marketing communication. Safe food 

business should make the management system that able to trace origin of safe food 

because it will persuade better customer to buy safe food. 

Store sales assistants should consult buyers about ways to identify safe food, 

provide consumers with information about nutrition in order to improve consumers‘ 

knowledge about health issues related to food. Moreover, sellers can organize visiting 

tours to farms which are the food suppliers of the stores so that consumers can directly 

observe and study about the production process so they might feel more confident 

about the products being sold at the stores. 

In addition, in the age of information technology and the boom of emails and 

Facebook, businesses should do advertisements on the Internet namely on Facebook in 

order to attract more customers. Personal goods shipping are a very helpful tool to 

make it easier and more convenient for the buyers when choosing safe food. When 

selling safe food, stores need to be open very early in the morning to fulfill the needs 

for food shopping of customers (Vinmart‘s opening hour 6:30 AM has been favoured 

and supported by a lot of shoppers). Stores should employ policies and programs to 

take care of the customers so that they feel assured and satisfied about the products 

and services of the stores. Happy customers will introduce and refer the stores to their 

friends and relatives, which is the most important source of information when looking 

for safe food. As a result, stores need to be very careful and strict when providing safe 

food to avoid unsafe food being blended in, which can negatively impact the brand 

image. Stores ought to focus on training their employees about products‘ information, 

origins and improving employees‘ attitudes to serve buyers better. 

5.2.3. Recommendations for the Government: 

Create public awareness about food safety and safe food via publicity:  

Food Safety Law was implemented in 2010 and updated in 2012, however, 

people‘s understanding about Food Safety Law is still limited, so using media to raise 

awareness is essential.   

The Government plays the most important role in ensuring the issue of food 

safety, they needs to boost communication methods in order to make sure that related 

information gets accessed by people, especially the young and factory workers in 

industrial zones because these people lack a lot of knowledge about food safety, food 

production firms and food suppliers. Media channels such as Television, Internet can 

reach a lot of people in the shortest time; however, survey shows that people believe 
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in experts the most. Therefore, the Government should organize live media programs 

about food safety and invite food experts to join and be shown on State official 

channels on Vietnam television. Internet now is a great media channel that many 

people know and use to search for information related to food safety; websites 

namely google.com, dantri.com.vn are the two most popular ones in Vietnam. In 

addition, Vietnam is ranked seventh among the countries with the biggest number of 

Facebook user (33.86 million in 2018) (Statista portal, 2018). Word of mouth is very 

important in communicating safe food, thus, using Facebook for communicating 

food safety is necessary. Beside mainstream media, we should communicate 

information and knowledge about food safety right at made-in-Vietnam goods fairs, 

year-end fairs or food fairs.  

The communication program should cover: Food Safety Law, ways to recognize 

food safety; the level of food residues that can be harmful to health which can only be 

identified by modern devices; the supply chain of food safety; nutrition, food and 

health consulting; Doing publicity and instructing farmers about planting and 

producing food process based on VietGAP in order for them to use suitable fertilizer 

and plant-protection chemicals to fit the food safety objective. In addition, business 

ethics, public health and social responsibilities also need to be communicated to the 

companies, farms, food production companies. 

Penalties for violations of food safety 

There have been many violations of food safety; however, the penalties have not 

been strong enough which leads to the worries of many people about food safety. This 

issue has been addressed and discussed by the parliamentarians in the 13
th

 Parliament 

meeting in Nov 2015: ―It can be said that the road to cemetery from the stomach has 

been never this short and easy!‖ Therefore, the Government needs to perform severe 

penalties for individuals, organizations that violate food safety laws as well as 

businesses distributing unauthorized substances to use in livestock, plants and food 

preservation.  

Thailand is the country that Vietnam can learn from when constructing and 

implementing penalties for food safety violations: ―According to Food Act B.A. 2522 

(1979), people who violate food safety law can be punished financially or imprisoned 

depending on the seriousness of the violation. The maximum financial penalty is 

100.000 Baht and maximum prison time can be 10 years (Ministry of Industry and 

Trade, 2015). 
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Strengthen the management of food market and encourage inspection work and 

constant checking on food safety.  

According to Hoi Quoc Le and Thi Minh Nguyen (2018), in Vietnam, the 

Government inspection system is, unfortunately, not reliable, hence improving it 

should be a priority. Thus, the Government needs to improve education, training and 

enhancing the knowledge of food safety inspectors. They should strengthen the 

inspection work, find out and severely punish cases of food safety violation. This has 

to be done effectively and transparently. 

Also, the Government needs to encourage socializing the food safety inspection, 

allocating rights and responsibilities to all management levels in order to reduce time 

pressure and budget as well as increase the autonomy of the organizations and 

individuals in managing food safety. 
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Abstract: 

This study was conducted to understand the motivations of buying Secondhand Clothes 

for young consumers in Vietnam. Using qualitative research methods by semi-structured in-

depth interviews with businessmen with two or more years of experience and buyers between 

the ages of 18 and 39 in Hanoi. The research results show there are a lot of motivations for 

young Vietnamese consumers to buy secondhand clothes such as economic motivations, 

hedonic motivations, fashion motivations and Critical motivations. Although, they are aware 

of social ethics issues, but they don‘t think this is the main motive, they do not care about this 

reason when buying. 

Keywords: Secondhand clothes, buying motives, intention to buy secondhand clothes, 

young consumers. 

 

1. Introduction 

 Secondhand clothes (SHC) has a long history that can be tracked back to mid-1300 

Europe (Seidel, 1991). At this time, Europe was experiencing a deep economic depression, 

increasing populations, political and social rebellions, and severe famine and mass starvation 

(Smitha, 2015). Due to these deteriorating economic and living situations, SHC become an 

important alternative to fulfil ordinary consumers‘ clothing needs (Lemire, 2006; Barahona & 

Sanchez, 2012). Today, SHC are no longer seen as a low level fashion; instead, they have 

become a global fashion trend and customers from different socio-economic backgrounds 

(Hansen, 2000) and classes (Milgram, 2012), including artists (Apatoff, 2014) and high 

profile individuals (Huffpost, 2013) such as expats, tourists, and royal family members 

(Besnier, 2004) buy and wear SHC comfortably. So, what keeps consumers around the 

world buying and using them?  
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 To answer this question, there have been studies on the motive of buying SHC, 

the quantity is still limited (Na'amneh & Al Huban, 2012) and sporadic (Walter, 2008), 

and the results are mixed and lack of agreement. (Felix et al., 2013). Scientists believe 

that this lack of agreement is due to the informal and unstructured nature of 

transactions (Roux & Guiot, 2008), narrow research topics (Jagel et al., 2012) and The 

study of various methodologies (Beard, 2008). Therefore, to solve this problem Xu et 

al., (2014) suggest that further studies on this issue are necessary. Therefore, research 

on the motivation to buy SHC is still a topic that needs to be explored and especially in 

the context of Asian countries - where there are many emerging countries and 

developing countries (Herjanto et al., 2016). 

 Vietnam - a country in Asia, has also formed SHC consumption trends. 

Infiltrated into Vietnam in the years 1980 - 1990, starting with old clothes packages 

supported by Swedish International Development Cooperation Organization (SIDA). 

Therefore, it was call "si -da" or "si". At this time, Vietnamese consumers believed 

that SHC is suitable for their difficult economic conditions and clothing shortage. 

However, after nearly 40 years of establishment, per capita income increased, fashion 

industry developed, new products were created to meet demand, Vietnamese 

consumers still bought and used SHC. In the context of Vietnam with specific 

characteristics of economy, politics, culture and society, consumers, especially young 

Vietnamese consumers, are considered as the target market of this product (Hansen, 

2004), they have the same views or motives as consumers around the world or they 

have their own reasons. According to the author's research, there is no research on the 

reason or motivation for buying SHC of consumers in Vietnam. Therefore, it is 

necessary to conduct research on the motivation to buy SHC of young consumers in 

Vietnam that will help businessmen to understand their customers, complement and 

gradually hoot the overall picture of the reason or consumer motivation in the world 

2. Theoretical framework of the motivation to buy SHC 

 Consumer buying motives are the first of four basic steps of the psychological 

process (motivation, awareness, learning, and memory) that influence consumer 

reactions. According to Alex Mucchielli (quoted in Nguyen Ngoc Quang, 2008), 

―motivation to identify determinants of a person‘s actions, including wishes, needs, 

emotions, feeling, passions, areas of interests, beliefs, life values, fantasies, imaginary 

representations, personal complexes, conditioning, habits, deep-seated attitudes, 

opinions, and aspirations". Motivation is considered to be the cause of human behavior 
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(Mook, 1996). It is a tendency or a necessary state to motivate individuals toward the 

types of actions that are able to meet those needs (Li and Cai, 2012). 

 Researchers have used a lot of theories to study consumer buying incentives: 

materialism and purchasing theory (Bardhi and Arnould 2005; Guiot and Roux 2010), 

arbitrary behavior and self-expression (Roux and Korchia, 2006), old and sustainable 

shopping behavior (Cervellon et al., 2012; Ferraro et al., 2016; Gullstrand et al., 2016; 

Turunen and Leipämaa-Leskinen 2015) and perceived values (Sihvonen and Turunen 

2016). In the field of fashion research, the topic was explored in relation to modern 

fashion theories (Isla 2013), sustainability and ethical consumption (Reiley and 

DeLong 2011), classical fashion. (Veenstra and Kuipers 2013). However, studies of 

consumers' motivation to buy SHC are still being debated by scientists because there is 

no final agreement. Previous studies have shown that consumers' motivation to buy 

SHC is complex with diverse incentive structures. On that basis, researchers have 

discovered and discovered the following motives for purchasing SHC: 

2.1. Economic motivations 

 The economic motivations emphasized the financial benefits of procuring 

second-hand clothes (Williams and Paddock, 2005). Most studies mention economic 

motivations. There are even numerous studies that argue that economic reasons are the 

main driver of both buying and selling SHC (Gwozdz et al., 2014; Joung and Park, 

2013; Kim and Damhorst, 1998). The economic motivation comes primarily from 

price awareness and price gratification and the search for a fair price of consumers 

(Guiot and Roux, 2010). 

2.2. Hedonic motivation 

 O‘Reilly et al. (1984) pointed out that low price alone was not sufficient to prompt 

the purchase of second-hand clothing. Roux and Guiot (2008) suggested hedonic motives 

as another main drive to second-hand consumption. The consumers feeling interesting, 

happy and excited about the buying SHC. Hedonic Motivation refers to the satisfaction of 

the need for recreational, nostalgia, treasure hunts as well as the need for a unique product, 

retailers or social interaction of consumers (Herjanto et al., 2016). 

2.3. Critical motivations 

 Consumer awareness of social responsibility is increasing. They are 

increasingly conscious of protecting the environment and they consider buying SHC as 

a means to protect the environment (Bardhi and Arnould, 2005; Gullstrand et al., 

2016). In addition, consumers buy SHC as a form of public opposition to their 
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dissatisfaction with the current clothing buying system (Guiot and Roux, 2010). 

Therefore, instead of buying clothes at the manufacturer's official sales channels such 

as retail stores, mail order/Internet, consumers buy SHC from informal channels like 

those from acquaintances, relatives, friends and through personal advertisements of 

sellers, charitable selling points, SHC stores and stalls, etc. (Braze-Govan and Binay, 

2010; Williams and Paddock, 2005) 

2.4. Fashion motivations 

 Fashion motivations are specifically concern attempts to follow a specific 

fashion trend, create a personal and unique fashion style, or avoid mainstream fashion 

(DeLong et al., 2005; Reiley and DeLong, 2011). Sproles and Burns (1994, p.4) refer 

to fashion as ―a style of consumer product … that is temporarily adopted by a 

discernible proportion of members‖. Accordingly, fashion in the context of this 

research is the degree to which shoppers believe second-hand products are fashionable. 

Ferrero et al. (2016) emphasize the importance of fashion as a driving force for old 

consumption. They claim that today the fashion motivations is an important reason for 

consumers to purchase SHC. Consumers can find very fashionable outfits that satisfy 

their desires in used retail stores (Ferrero et al., 2016). 

3. Method 

 Qualitative research is an in-depth study of the quality of social life, placing 

research in specific environments that provide an opportunity to explore all opinions 

and perceptions of participants (Holliday, 2002). Therefore, to understand clearly the 

motivations to buy SHC of young consumers in the context of Vietnam, qualitative 

research method is suitable to carry this research. We use qualitative research methods 

by semi-structured in-depth interview technique based on the principle of information 

saturation. In-depth interviews are conducted until no new information is available. 

There are 12 interviews.  

 The study sample was selected for appraisal, a technique in which respondents 

were selected based on judgments about the appropriate characteristics they will 

present (Hair et al., 2012; Zikmund et al., 2014). With two groups: the consumers have 

purchased and used SHC between the ages of 18 and 39 and businessmen have two or 

more years of experience in Hanoi. Hanoi was chosen because it is the capital and the 

center of culture, economy, society of Vietnam, so the people of the capital city are 

basically always updated and representative of the trend of goods consumption. 

Information about interviewees is summarized in Table 3.1 and Table 3.2 
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Table 3.1. Information about SHC businessman interviewed 

 Businessman Place of business 
Business  

form 
Goods Experience 

1 NKD-01 Kim Lien – Đong Đa  Online High Quality 2 years 

2 NKD-02 Đong Tac -   Đong Đa  Store universal quality 5 years 

3 NKD-03 Mai Dich – Cau Giay  Store, Online High Quality 3 years 

4 NKD-04 Minh Khai – Bac Tu Liem   Store, Online High Quality 6 years 

5 NKD-05 Nguyen Ngoc Vu – Cau Giay  Store, Online High Quality 3 years 

 The interviews are conducted at a coffee shop or at a private home or at a store 

of a businessman, depending on the subject's wishes. The interviewees were 

completely voluntary to participate in the interview and were not paid any fees, the 

average time for an interview is 10 minutes. The data collection time is conducted 

from July 22, 2019 to August 27, 2019. 

 For the convenience of the interview, to get the maximum amount of 

information at each interview. There are 4 topics designed during the interview 

process that are (1) economic motivations; (2) hedonic motivations; (3) Critical 

motivations (4) fashion motivations. All interview content is carefully and completely 

recorded and stored in the tape recorder. Then carefully retype the entire interview 

content within 24 hours after the interview. There are 46 typed pages from interviews. 

Table 3.2. Information about SHC consumers interviewed 

 Consumers Gender Age Job Accommodation Experience 

1 NTD-01 female 39 Lecturers Bac Tu Liem Buy in many stores, buy in 

Dong Tac market 

2 NTD-02 female 39 Expert Cau Giay Only buy at a specialist SHC 

store near work 

3 NTD-03 female 21 Student Cau Giay Buy from a selection of 

boutiques, vintage style 

favorites 

4 NTD-04 female 32 Business Hoai Duc Buy at a selection of boutiques 

5 NTD-05 male 25 Marketer Ba Dinh Buy in a selection of barrel 

shops, specializing in nostalgic 

style furniture 

6 NTD-06 female 36 HR 

specialists 

Hai Ba Trung Buy in many stores, buy in 

Dong Tac market 

7 NTD-07 male 30 Expert Hoan Kiem Buy in Dong Tac market 
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 Data collected from in-depth interviews will be analyzed using qualitative 

content analysis techniques (Belk et al., 2013). Data analysis goes through a three-step 

process: First, encrypt the data. This is done by carefully reading the text pages 

detailing the content of the interviews. Identify the keywords and proceed to encrypt 

the data. Second, aggregate data. The data is aggregated into four topics: economic 

motivation, personal enjoyment motive, fashion motive and social ethical motive. 

Third, Data analysis. Inductive analysis techniques will be used to conduct the 

analysis. Focus on the statements and explanations of the interviewee, more 

specifically on their buying experiences and emotions. From that, identify the motives 

attached to consumers' purchase of SHC. 

4. Results 

4.1. Perceptions of the economic benefits  

 This topic was actively addressed by the interviewees in all of their responses. 

The financial benefits of buying SHC are reflected in product price awareness and 

price satisfaction. The research results are reflected: 

 First: Aware of prices 

Good material and very affordable price. For example, buying a new product 

may cost a few million but when I buy it then only a few hundred of it fits into my 

pocket (NTD-03). 

I am satisfied with the price that comes with quality, not just cheap, I buy them 

by the quality (NTD-06). 

Actually, such an old coat price is not cheap... I see that price is also relatively 

high compared to the new coat (NTD-05). 

Second: Price satisfaction 

In general, I know the price range, so I bargained for the price they sold, so both 

sides feel comfortable (NTD-06). 

This is a bargain market. no one will write the correct price ... This market is 

traditionally so, people are used to it, and people like to bargain more (NKD-02). 

The price is also not high so it is a feeling that you can buy it. I am very satisfied 

with the price, buy a lot, change often (NTD-03). 

4.2. Perceptions of the hedonic 

 This is the topic most interviewed subjects talk about in a proactive and most 

active manner. They feel interesting, happy and excited during the SHC shopping 

process. Respondents showed the reasons for recreational needs, treasure hunting, 
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product uniqueness, visual characteristics of selling points and the need for social 

interaction that motivated them to buy products. Specifically, the results are 

summarized:  

 First, Recreational needs 

I even feel that the older I am, the more I like it, because of the materials, the 

softer it becomes, or the more it looks vintage (NTD-03). 

It's a bit of a waste, but it also feels quite interesting, because finding an item that is 

both satisfied and new, and also cheap, is not easy. It does not take much time, if it is 

compared to how I feel it is normal, does not take time, called it takes time, but it does not 

take too much time, just like a trip. That's right, I'm happy with the trip (NTD-06). 

Consumers who have used old clothes are like that addicted type. They remember 

the market, and even though they didn't intend to buy anything they came to the market 

to see and when they saw something that fit, they would buy (NKD-02). 

Second, treasure hunting 

Because I see that the stores I buy often, the designs are very diverse, it's second-

hand goods from foreign countries, Japan, Korea or Europe and America. ... 

Generally, when I buy those, I really like them (NTD-03). 

Their design is focused on European objects, lines or colors, tones of those 

things, it is completely different from Vietnamese goods. Recently, when I bought 

Vietnamese clothes, I could not find that color. So, I still quite like the tone of old 

clothes (NTD-05). 

Third, Uniqueness of SHC 

Many products are unique that even Vietnam does not have. My first goal is a 

unique product, .... In general, many of the SHC I bought did not see people wearing 

(NTD-01). 

This is a unique item so they must hunt. I see this in the streets, nowadays, in the 

streets, there are designs in Vietnam that I have never dreamed. The fabric, the buttons, 

the hooks are from foreign, so why don't we use it, so people hunt it (NKD-05). 

It only has one, really the one, so people have to find the one that's right for 

them. Its design is also exclusive (NKD-03). 

Fourth: visual characteristics of selling points 

Stores a little tight, hard to find, because too many goods, hard to find. Sellers are 

enthusiastic, but they cannot advise, because there are too many goods (NTD-02). 

I was most impressed with the store on Hang Dau. The goods are beautifully 

presented. The staff there are very impressive, they are dressed in vintage style, the 
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main color is beige, their hair is cut very short while they are the girls, the attitude is 

very friendly, generally all the space there is impressive, it's extremely impressive 

(NTD-03). 

People do not have to dig too much to find the product, easy to see, and every 

product is beautiful. So many people already bought it. Now, there are customers who 

used to come to the store they chose in the past, now they stay at home they choose to 

buy (NKD-03). 

Fifth: social interaction 

Very comfortable to say, I have no problem, I also told the barrel, bought here 

and there, the price is reasonable, cheap, it fits my pocket (NTD-02). 

My friends shared each other about the fashion style and are willing to talk 

about the origin of the outfit. Actually, because I like the style so much, my Facebook 

has so many friends, there is a group (NTD-05). 

Sometimes I say that, sometimes I don't, or I just say: I bought this for a long 

time, I bought it overseas, something like that (NTD-07). 

4.3. Perceptions of Critical  

 Respondents did not proactively mention this issue in the responses. Even they 

are quite surprised when it comes to this motive when buying SHC. Most of the 

interviewees were not excited to mention this issue, and they moved on to another 

topic very quickly and did not repeat the issue. Information collected is shown: 

 First:  Ethical and ecological dimension 

 Clothes after they are not used anymore, they become garbage. They have too 

much nylon, so burning will pollute the environment. The world now has too much 

waste, so buying SHC is a way to protect the environment. But, that's not why I bought 

SHC (NTD-03). 

 Second: Anti-ostentation dimension 

 This is the truth; I have not thought about. (NTD-06) 

 I know about that trend, but I'm not aware that buying SHC is a trend 

influenced by that trend (NTD-07). 

4.4. Perceptions of desired fashion products 

 The interviewees were very excited when talking about this topic, they said that 

this was the main reason why they chose to buy SHC. These products have met their 

desire to own fashionable clothing products.  
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 I was also rated to know how to dress up. If my friend goes to buy clothes, they 

will usually call me, thanks to my product consultant. My main motivation is fashion 

and economics (NTD-03). 

 Actually the gout is my fashion interest, the trend now is that "Si" stores are 

already choosing their style and they will focus on that target and they don't sell other 

clothes either, that's what there are so many things to buy when you go there (NTD-05). 

 People who are addicted to buying SHC are those who know how to dress, who 

are stylish, who mix and match. (NKD-04). 

 Buyers and users of SHC are very knowledgeable about fashion (NKD-01). 

5. Discussion 

5.1. Economic motivations of young consumers in the context of Vietnamese  

 First, the economic motivations of young Vietnamese consumers were formed 

from the perception of the price of SHC. Co-view with previous research of Anderson 

and Ginsburgh (1994) , Isla (2013), Carvellon and Associates (2013), the consumer in 

Vietnam that also said that SHC are cheap products, and this cheap price has 

encouraged consumers to save by buying them.  Despite this, they not only look at the 

price of the product they also compare between the price of the product with their 

quality. In addition, they assume that prices reflect the value of goods, and with SHC, 

they are getting better quality goods than the amount of money they leave. And the 

price of SHC being sold is not cheap, with them the price of these items is also quite 

expensive. Therefore, the idea that SHC is a low-quality product, buyers are customers 

with difficult economic circumstances are gradually not suitable for young consumers 

in Vietnam. They think that SHC is a product that has a reasonable price compared to 

their excellent quality. 

 Besides, price satisfaction is also an economic motivation for young 

Vietnamese consumers to choose to buy SHC. Price satisfaction reflects the ability to 

manage spending (Xu et al., 2014). Consumers feel that shopping for SHC helps them 

spend more economically and reasonably. This way they can buy things for their 

whole family. In addition, consumers believe that it is a smart shopping experience, 

thereby making consumers find their money more valuable (Xu et al., 2014). Take 

advantage of SHC's low prices to enrich their clothing collection. Purchasing SHC 

allows them to have more clothes to meet their physical needs (Roux and Giout, 2008). 

For individuals, SHC's economic value is not only fair, but more importantly, it offers 

the opportunity to reach an agreement that brings satisfaction to prices (Guiot and 
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Roux, 2010). And so, bargaining consumers buy these products well in the hope that 

they will find a reasonable price for the item they choose. Both buyers and sellers of 

SHC in Vietnam do not feel uncomfortable in carrying out these actions, they feel that 

reaching a consensus on prices based on the purchase agreement will be a factor that 

brings humor. 

5.2. Hedonic Motivation of young consumers in the Vietnamese context 

5.2.1. The need for recreational 

 Young Vietnamese consumers believe that Recreational demand is a driving 

force for them to buy SHC. This need is formed by visual stimuli. The beauty of the 

product attracts consumer action. Consumers have the opportunity to experience the 

atmosphere of the stores and interact with the people there. They are able to talk to 

people with similar interests. This is consistent with previous studies of Belk et al. 

(1988), Gregson and Crewe (1997), Sherry (1990), Stone et al. (1996), DeLong et al 

(2005). This stimulation makes them feel interesting and excited, so they urge them to 

take action to satisfy their needs. Besides, it is also the joy of freely finding goods 

from consumers' daily shopping habits. They are excited about the product search and 

selection process, even if they go without buying any product, that won't cause them 

too much trouble. They think that buying SHC is like that, different from buying new 

clothes. This was also mentioned in previous studies by Belk et al. (1988), Guiot and 

Roux (2010), Mathwick et al. (2001). From a business perspective, they call SHC 

buyers an "addict." And it has been considered an "addiction", meaning it becomes an 

indispensable hobby and habit of consumers, and when they do not act to meet this 

need, they will feel "missing", etc. 

5.2.2. Treasure hunt 

 Young Vietnamese consumers think that they will find products from famous 

brands in the world, or goods originating from foreign countries such as Japan, Korea, 

some European countries, and the US. The desire to have well-known brand products 

is the reason they buy SHC, in line with previous studies by Belk et al. (1988), Guiot 

and Roux (2010). Besides, the SHC procurement process is what they call "hunting". 

Show buyers interest during their "hunt" of products. It's the thrill of searching, 

hunting for products and the surprise of finding an item you're interested in, or it's the 

hope of finding something meaningful as a sign of receipt. The form or characteristic 

of the product (tones, patterns, materials) comes from the nostalgia or nostalgia of 
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previous fashion styles. These factors were mentioned in the research of Belk (1988), 

DeLong et al (2005). 

5.2.3. The uniqueness of the product 

 Young Vietnamese consumers see SHC as unique products. For many people 

they think this is the main reason why they choose to buy SHC over new clothes. 

Consumers find that when they wear a unique outfit, it helps them to express their 

personality, stand out from the crowd, thereby asserting their own value. This is 

entirely in line with previous studies on the trend of maintaining individual identities 

by purchasing unique products (Braze-Govan and Binay, 2010; Roux & Giout, 2008) 

or exclusivity (Beard, 2008). and it is found when they wear SHC. 

5.2.4. Visual characteristics of selling points 

  A group of SHC dealers said they could not set up their store space beautifully, 

because they had too many products and each product had only one. SHC stores are 

often not neat, sometimes look sloppy. It is an identifiable feature of SHC selling 

points. However, the consumer expressed another opinion. It is true that they do not 

complain about the showcase of the store, but they also have the psychology that the 

pile items are poor quality products and they tend to choose the products that are 

beautifully exhibited 

 Some consumers tend to choose shops that are beautifully designed, impressify 

in a vintage style or personality. The service style and appearance of the salesmen are 

also factoring that they desire to differ from the purchase of conventional clothes. In 

addition, a trend of SHC shopping through watching Livestream is also loved by 

young Vietnamese consumers. The experience in the store space, those livestream 

makes them feel excited and that's why they have chosen to buy these products.  

5.2.5 Social interaction 

 Consumers think they feel confident and comfortable wearing SHC, and they 

are willing to share the origin of those outfits if asked by people around them. They 

also feel very happy to meet acquaintances when they buy cassava, and they even have 

a group of friends who love that style and often share information about them. And 

whether they become a member of that group is also what they want. They think 

sharing information about a product is a must because it suits them and their friends 

around them. However, there are also consumers who are hesitant to share about the 

origin of those costumes when they are asked. 
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5.3. Critical motivation of young consumers in the context of Vietnam 

 While Western consumers consider SHC consumption to be ethical and ethical 

consumer behavior of consumers (Norris, 2015), Vietnamese consumers do not see 

this as the main motive for them to buy this product. This is appropriate because, 

depending on different cultures, ecological perceptions of consumers will vary (Xu et 

al., 2014). Young Vietnamese consumers are aware of the impact of fashion waste on 

the environment, but they do not think this is the reason for them to buy SHC. 

 Vietnamese young consumers are not interested in the anti-ostentation 

dimension. They were not interested in combating the strong development of modern 

clothing trading systems. They don't know, don't think. If anyone hears about this 

trend, they absolutely don't think buying SHC is because of this trend. So, for them, 

they do not buy SHC for this reason 

5.4. Fashion motivation of young consumers in the Vietnamese context 

 SHC is mentioned in a specific fashion trend, creating individual fashion styles 

(DeLong et al., 2005; Reiley & DeLong, 2011) and young Vietnamese consumers also 

agree with this view. With them SHC has become a fashion trend. Those who buy and 

wear SHC in Vietnam are highly appreciated by their friends for their aesthetic, as 

well as their very fashionable style of dress. They are even considered by their friends 

as a style consultant for them. Therefore, they believe that SHC really fulfills their 

desire to own fashion, and that is also the main motive for them to buy SHC. 

6. Conclusion 

 The results of the study have shown that there are many reasons or motives that 

make the young Vietnamese consumers buy SHC.  

 The motivations mentioned most is the hedonic. This motivation is reflected by 

young Vietnamese consumers through the uniqueness of the product is the main reason 

for them to buy and use SHC. Followed by, the joys of shopping for the entertainment 

needs of themselves. It is the thrill of hunting for treasure – products from famous 

brands. The needs of social interaction are a sense of fun and happy when 

experiencing the atmosphere of the point of sale - with beautiful and impressive ways 

of showcasing goods. However, the current SHC selling point is not really an 

investment entrepreneur exhibiting beautifully, they still attach it to the image 

"untidy". So businessmen need to take note to be able to better meet the needs of 

customers, especially the youth. 
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 The next major motivations are also very interested in when buying SHC, 

which is the fashion motivations. With them SHC are not the outdated goods, 

backward, that it is fashionable products, under the trend. It helps them to show their 

personality, as well as their stylish dress-up. They found themselves confident in 

showing to the crowd. So, SHC becomes items that they desire to possess rather than 

items that meet essential needs. 

 The economic motivation, which is considered the main motives, strongly 

affects the consumption of SHC consumers in the world. But, the young consumers of 

Vietnam just think it's a reason and it's not the most important reason. They also say: 

they buy SHC at a reasonable price compared to the quality of the product, not just the 

cheap price. With them, SHC is not cheap product and low-quality products.  

 Critical motivation. The results of the study have shown that consumers are also 

quite "unexpected" with this engine. They think that the reason for environmental 

protection can be a motivation that makes them shape the intention of buying used 

clothes, but it is not the main reason. However, they are totally uninterested in the anti-

ostentation, they have known it but they do not assume that it is the reason that they 

form the intention of buying SHC. 

 In short, with young Vietnamese consumers the motivations that makes them 

buy SHC is the uniqueness, the fashion and the reasonable price of the product. 

Besides, it is fun to experience the atmosphere of the store, as a demand for exchanges 

and to present themselves in groups of interest. They don't care about the anti-

ostentation issues and environmental. Therefore, businesspeople should focus on those 

main reasons to be able to improve their business more efficiently 
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Abstract: 

The objective of this research is to study the impacts of risk behavior perceptions 

toward economic risks for the Baan Phumsarol People, Kantharalak District,Si Saket 

Province, Thailand from Thailand resulting from the conflict between Thailand and 

Cambodia over the Preah Vihear Temple Area. The data were collected with a questionnaire 

from 224 respondents of a sample group of people who live in the community of Baan 

Phumsarol. Confirmatory Factor Analysis (CFA) with the Mplus 8.3 program was applied in 

the analysis, and it was found that the model of risk behavior perceptions toward the risks of 

the people of Baan Phumsarol conforms to the empirical data. By considering the congruence 

index consisting of 2 = 60.622, df = 47, 2 / df = 1.290, P-value = 0.088, RMSEA = 0.036, 

SRMR = 0.044, CFI = 0.990, and TLI = 0.983, the impact of risk behavior perceptions has a 

positive effect on non-economic risk more than economic risk. Therefore, the related 

organizations should regulate the policies and the agreement in which the two countries 

agreed to make mutual decisions in terms of the disputed borderland. This will help to 

reassure the people and reduce the risks for local people in the area.  

Keywords: Risks; Economic Risk; Country conflict; Preah Vihear Temple, Border 

 

1. Background and Rationality 

Preah Vihear Temple was announced as a UNESCO world heritage site in the 

Kingdom of Cambodia in 2008, but it is situated between the Thailand-Cambodia 

border or between Baan Srai Chrom in the Choam Khsant District of Preah Vihear and 

the Baan Phumsarol people living in the Sao Thong Chai Sub-district, Kantharalak 
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District, Si Saket Province (See Figure 1). Preah Vihear Temple is a Khmer cultural 

heritage site with varied and beautiful architectural styles (National Park Tourism, 

2015). Preah Vihear Temple is a historical and cultural tourism spot which many Thai 

and Cambodian tourists visit to admire the scenery at the temple. It attracts tourists 

who love history and ancient architecture. Due to its location on the border between 

the neighboring countries of Thailand and Cambodia, tourism, commerce and the 

tourism businesses in the surrounding area must follow the rules and regulations of the 

national park unit or the military governance because, apart from the accessible area, it 

is a dangerous area or a red zone where many explosives have been abandoned. In 

general, most people know only about Preah Vihear Temple. In fact, the site is located 

on Mo-Edang Cliff which is the area of the Baan Phumsarol People, Kantharalak 

District in Si Saket Province of Thailand. 

Figure 1. The overlapping claims in the territorial area between Thailand-Cambodia 

 

Source: Ministry of Foreign Affairs, Kingdom of Thailand (2013) 

 

The relationship between Thailand and Cambodia has involved Preah Vihear 

Temple for some time. The conflict between the Cambodia and Thailand started in 1958 

when Cambodia claimed the land ownership of the area north of Preah Vihear Temple, 

which is situated in Kantharalak District, Si Saket Province along Cambodia‘s border. 

Both countries have claimed to have territorial sovereignty by referring to the different 

maps of demarcation along the Phanom Dong Rak watershed, resulting in overlapping 

claims to territory (Chayanan, S. et al., 2018). Both countries consented to the 

International Court of Justice (ICJ) in The Hague, Netherlands in 1959, which judged 

that it belonged to Cambodia on 15
th
 June 1962 as the court ruled 9 to 3. Thailand was 

very angry and felt that the world court was unfair (The Standard, 2019).  
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As a result of this situation, conflict returned. On 4
th
 February 2011, Cambodian 

and Thai soldiers fought against each other and frightening the local people. There was 

gunfire, explosions, and military tanks. People ran away in terror and some hid in 

shelters. Military vehicles came to transfer people out of the village and took them at the 

Kantharalak District Office. Some decided to hide in the air-raid shelters that were like 

cement pipes, before being evacuated to Baan Phumsarol Village.  

The aforementioned conflict resulted in great losses for the Phumsarol people. 

There was disruption to their daily lives, damage to crops, loss of life and property, 

discouragement and worry. They questioned when the conflict between Thailand and 

Cambodia would come to an end. They do not want to see their relatives evacuated to 

other places. They wanted peace and to live happily, and they wanted to go on with their 

lives without worry. In the past, there were many large and small businesses and shops, 

but the number has since decreased owing to the impacts of the unrest. This means the 

local people of Baan Phumsarol Village suffered from economic risks and lived on the 

site in fear. Some risked their lives because they had to train for the evacuation in order 

to escape. Also, special remuneration for teachers and soldiers had to be paid. In 

addition, based on economic theory, the risk was divided into two main types, which 

are pure risk or non-economic risk and economic risk Meenaphan (2003). This implies 

that the risk behavior perceptions may influence economic and non-economic risks. 

Figure 2. The Damage to Households from War 

 

Source: Thairath Online (2015) 
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As previously mentioned, Preah Vihear Temple is a historic tourist attraction and 

an outstanding cultural heritage site because of its temple buildings. However, the area 

of interest overlaps the Thailand border along the Mo-Edang Cliff, which is where the 

viewpoint to see the temple is located. On the other hand, the unrest due to the conflict 

between Thailand and Cambodia since 2011 brought about economic risks for local 

people. In respect to the study of the factors influencing the risk of the people living in 

Baan Phumsarol, Sao Thong Chai Sub-district, Kantharalak District, Si Saket, there 

are limitations in studying the issues and the site. Therefore, the study aims to examine 

the impacts of risk behavior perceptions on the risks to the people in Baan Phumsarol, 

Sao Thong Chai Sub-district, Kantharalak District, Si Saket, as a means to understand 

the risk behavior perceptions and the opinions of people in the village towards the 

risks. Also, the study provides information to related units, business entrepreneurs, and 

investors who may wish to invest in the area of Preah Vihear Temple.  

2. Literature review 

Based on literature review regarding the risks, it is clear that there are risk factors 

that are involved with man-made (Junkhiaw, S. 2003; Untong, A. 2010; Panchai, J. 

2012; Boonyaorana, K. et al., 2015). In other words, there are factors concerning the 

knowledge and comprehension of community leaders, early warning systems, 

community participation, attitudes of the people in the community towards the early 

warning system, safety training affecting the risk, and the risk to archeological sites. 

Pootthong, W. (2006), found that the security system, the location of the security units, 

the signs in the tourist spots, and the surveillance of safety planning reduced the risks. 

Therefore, these factors are presented as risk behavior perceptions that affect the risks. 

In addition, Meenaphan, S.  (2003) divided the risks into two main types, 1) Pure Risk 

and 2) Economic Risk. In addition, Sumetheeprasit, C. (2010) and Chaiyawat (2013) 

divided the personal risks into eight types, 1) Relationship Risks, 2) Liability Risks, 3) 

Safety Risks, 4) Property or Asset Risks, 5) Financial & Investment Risks, 6) Health 

Risks, 7) Employment Risks, and 8) Environmental Risks. Nevertheless, although the 

study specifies the impacts from tourism and the perceptions about political 

information resulting from the situation in 2011, there have been no studies conducted 

on the impacts of risk behavior perceptions on the risks for people living in Baan 

Phumsarol, Sao Thong Chai Sub-district, Kantharalak District, Si Saket. The scope of 

the study is presented by Figure 3. 
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Figure 3. Scope of the Study 

 

3. Methodology 

3.1. Population and Sample  

In this study, the population in Baan Phumsarol, Sao Thong Chai Sub-district, 

Kantharalak District, Si Saket, in Moo 2, Moo 12, and Moo 13, totaling 891 

households is considered (Moo means village). Additionally, in regard to the database 

of civil registration (2018), it was found that on average, one household had five 

family members or a ratio of 1:5. In consequence, the ratio of population in this study 

is 0.2 (P = 0.2), while the reliability is 95% (Z = 1.96) and the error is 5% (E = 0.05). 

Therefore, n = 193. However, in order to obtain credible statistics, the size of the 

sample group was enlarged to more than the minimum size, resulting in higher power 

testing (Gravetter, F. J., & Wallnau, L. B. 2007). The author, therefore, set the size of 

the sample group at 224 samples.  

3.2. Tools for data collection 

A questionnaire was employed as the data collection tool. The questions asked for 

the views of the people in Baan Phumsarol in regard to the risks with a a 5-point Likert   

scale (Malhotra, N. & Peterson, M. 2006). The questions were grouped into three parts. 

Part 1 is general information with 12 questions. Part 2 is about the risk behavior 

perceptions of the people, including a) Knowledge and comprehension of community 

leaders towards the risks, b) Perceptions on the early warning system, c) Participation in 

the early warning system, d) Attitude of community leaders towards the early warning 

system, and e) Safety training. Part 3 includes questions about the opinions towards the 

risks, which are divided into nine aspects as follows: 1) the risks to relationships with 
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others, 2) the risk of debts, 3) the risk to safety, 5) the risk to property, 6) the risk to 

finance or investment, 6) the risk to health, 7) the risk to careers, and 8) the risk to the 

environment. Part 2 and part 3 of the questionnaire included a 5-point Likert scale in 

accordance with Nonthapot, S. (2019). 

3.3. Data Collection  

 The author conducts the survey with representative households of Baan 

Phumsarol village who had been in the village for more than 10 years ago. The 

analysis used the data from 30 samples to test the completeness of the questionnaire 

and to verify its reliability by employing Cronbach‘s alpha, and its validity by finding 

the Index of Item-Objective Congruence (IOC) by five experts in order to assess its 

consistency with the objectives. Every value for IOC was greater than 0.80. After 

testing the reliability by Cronbach‘s alpha, the result was 0.933 (Hair, J. F. et al. 2014). 

As a result, the tool was found to be reliable. The analysis of the data from 224 

samples was then performed. 

 3.4. Data Analysis 

The author employed the Mplus 8.3 program for Confirmatory Factor Analysis to 

examine the construct validity of the latent variable in the model and to analyze the 

consistency of the relationship models of the Baan Phumsarol people‘s opinions, the 

perception of risk behavior towards the economic and non-economic risks for the Baan 

Phumsarol people in Sao Thong Chai Sub-district, Kantharalak District, Si Saket. The 

study considered the consistency between the causal model and the empirical data in 

compliance with the following statistics: 

- Consideration of Bartlett's Test of Sphericity, in which the value must be high 

and different from zero with statistical significance; 

- Consideration of Chi-Square (X2), in which the significance must be a P-value 

> 0.05; 

- Consideration of Chi-Square (X
2
), which, after dividing by the Degree of 

Freedom, the value must be less than 2 (Tabachnick, & Fidell, 2007); 

- Consideration of the Root Mean Square Error of Approximation (RMSEA), 

which should be less than 0.07 (Steiger, 2007); 

- Consideration of the Standardized Root Mean Squared Residual (Standardized 

SRMR), which should be less than 0.08 (Hu & Bentler, 1999); 
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- Consideration of the Comparative Fit Index (CFI), (Tucker-Lewis Index: TLI), 

which should be more than 0.95. 

4. Results  

 The consistency analysis of the relationship models of the opinions of the 

people of Baan Phumsarol in Sao Thong Chai Sub-district, Kantharalak District, Si 

Saket, and the empirical data indicated that the model is consistent with the empirical 

data, for which the Chi-square = 60.22, df = 47, P-value = 0.088, CFI = 0.990, TLI = 

0.983, SRMR = 0.044, and SMSEA = 0.036.   

 When considering the observed variables of the latent variable of Baan 

Phumsarol people‘s opinions in regard to the risk behavior perception (X), it was 

found that the reliability coefficient (R
2
) demonstrated the co-variance of the observed 

variables and the latent variable at a low to medium level (R
2 

= 0.345 - 0.551) with 

statistical significance at 0.01. The highest factor loading is the early warning system 

(X2) (β  = 0.779) followed by the attitude of the community‘s people toward the early 

warning system (X4) (β= 0.731), community participation (X3) (β= 0.725), the 

knowledge and comprehension of community leaders toward the risks (X1) (β= 

0.704), and safety training (X5) (β= 0.681), respectively, as presented in Table 1.  

Table 1. Result of Confirmatory Factor Analysis measurement 

Construct 
Model Results 

b SE t β  R
2 

X 

X1 1.000 0.045 15.819*** 0.704 0.496 

X2 1.146 0.038 20.412*** 0.779 0.607 

X3 1.044 0.041 17.710*** 0.725 0.526 

X4 1.085 0.042 17.349*** 0.731 0.534 

X5 1.120 0.047 14.626*** 0.681 0.464 

E1 

Y1 1.000 0.054 9.264*** 0.499 0.249 

Y3 1.098 0.046 13.524*** 0.629 0.395 

Y6 0.890 0.052 10.179*** 0.526 0.276 

Y8 1.147 0.050 12.751*** 0.634 0.402 

E2 

Y2 1.000 0.050 11.837*** 0.588 0.345 

Y4 1.361 0.040 18.465*** 0.742 0.551 

Y5 1.146 0.043 15.662*** 0.672 0.452 

Y7 1.206 0.038 19.249*** 0.729 0.532 

Source:  From calculation  
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 From Table 1, when considering the observed latent variables of the non-

economic risk (E1), it was found that R
2 

demonstrates the co-variance of the observed 

variables and the latent variables at a medium to high level (R
2
=0.499 - 0.634) with 

statistical significance at 0.01. The highest factor loading is the environmental risk 

(Y8) (β= 0.634), followed by the safety risk (Y3) (β= 0.629), the health risk (Y6) (β= 

0.526), and the relationship risk (Y1) (β= 0.499), respectively.  

 According to the observed latent variables of the economic risk (E2), it was 

found that R
2 

demonstrates the co-variance of the observed variables and the latent 

variables at a medium to the high level (R
2
=0.588 - 0.742) with statistical significance 

at 0.01. The highest factor loading is the property risk (Y4) (β= 0.742), followed by 

the career risk (Y7) (β= 0.729), the financial or the investment risk (Y5) (β= 0.672), 

and the property risk (Y2) (β= 0.588), respectively. 

 With regard to Table 1, when considering the factor loading of the causal model of 

the risk behavior perception of the opinions of the Baan Phumsarol people received from 

the related indicators, it was discovered that the model of risk behavior perception (X) is 

able to confirm the factors that influence the economic and non-economic risks of the Baan 

Phumsarol village people. This can confirm that the risk behavior perception factor 

positively affects the non-economic risks (E1), where the coefficient is 0.648 while the risk 

behavior perception factor also positively affects the economic risks (E2) where the 

coefficient is 0.489 at the 99 percent level of significance, as shown in Figure 4.  

Figure 4.  Estimation Results of Structural Equation Modeling Analysis 

 

X
2
=60.622, df=47, X

2
/df=1.290, P-value=0.088, RMSEA=0.036, SRMR=0.044, 

 CFI=0.990, TLI=0.983 
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5. Conclusion and Discussion 

 The objectives of this research were to study the impacts of risk behavior 

perceptions toward the risks of the people of Baan Phumsarol in Sao Thong Chai Sub-

district, Kantharalak District, Si Saket Province and to analyze the data by 

Confirmatory Factor Analysis (CFA). Based on the findings, the results show that the 

risk behavior perceptions affect the risks of the Baan Phumsarol people and is 

consistent with the empirical data, which affects the non-economic risk the most.  

 By considering the impacts of risk behavior perceptions towards the risks of the 

Baan Phumsarol people in Sao Thong Chai Sub-district, Kantharalak District, Si Saket 

Province, it is evident that the risk behavior perceptions affect the non-economic risk 

the most, which is in accordance with the study of Chedah, B. & Choosuk C. (2015) 

that found that the unrest in the southern-border provinces caused many impacts such 

as those affecting life and property, the economy, and society. Consequently, the 

impacts of risk behavior perceptions towards the risks of the Baan Phumsarol people 

for example, affect the relationship risk, the safety risk, the health risk, and the 

environmental risk. This is probably because the community is located near the border 

and its size is small. The way of life is simple, unlike that of the people in urban 

society. This indicates that the people in the community give priority to safety, health, 

and relationships with others, which is in a social context rather than an economic one. 

Furthermore, the impact of the risk behavior perceptions towards the economic risks of 

the Baan Phumsarol people conforms with the study of Jitpiromsri, S. et al. (2012), 

who found that unrest is a political factor that greatly impacted the economic structure, 

production, and employment in the southern-border provinces.  

 According to the findings of the study, the suggestions for the governmental 

units and other related units for risk prevention from violent situations in the future are 

as follows:  

 5.1. Suggestions from the research 

o The state unit should provide knowledge and understanding to community 

leaders by conducting training on the early warning system in order to prepare for any 

risk.  

o The state unit should plan the prevention of, and preparation to cope with, 

problems related to war in Baan Phumsarol in Sao Thong Chai Sub-district, 

Kantharalak District, Si Saket Province.  
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o The state unit should organize safety training in order to prepare for, and cope 

with, unrest that might occur.  

5.2. Policy implications 

o The related units should initiate policies or mutual agreements involving both 

countries regarding the disputed territory in order to reassure the local people to 

continue their lives.  

o The state unit and the related units should build awareness in the people to 

better understand war situations in order to reduce the losses that might occur.  

o The state unit and the related units should establish an information center to 

provide reliable news and correct information about the risks that might occur, by 

appointing the related units to operate and conduct surveillance for the safety of the 

people.  

o The state unit, private units, and related units should take responsibility for the 

lives and property of the local people in the area of Preah Vihear Temple.  

o The state unit should take a role in providing knowledge and understanding on 

management for the local people with regard to the early warning system as a means to 

allow them to be aware of the current situation and future events.  

o The related units of Thailand and Cambodia must develop their relationship 

and ensure a permanent peace as well as focus their attention on the stability and the 

security of the two countries.  
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Abstract: 

The article studies some personal psychological factors and environmental factors 

affecting the intention to purchase organic foods of consumers in the inner-city of Hanoi. 

Impact factors applied for the study include: three psychological and personal factors (Health 

concern, Environmental concern, Perception of organic foods) and seven external 

environment factors (Family‘s opinion; Friends and colleagues‘ opinion; Influence of 

celebrities; Expert‘s opinion; Social status; Mass media; State‘s encouragement). The study 

is conducted by surveying 440 consumers to measure the impacting level of these factors. 

From the findings through the results of the study, the article also suggests some behaviors 

that promote the behavior of buying and consuming organic agro-products and the 

development of the production and trading of organic agro-products in Hanoi in particular 

and in Vietnam in general. 

Keywords: Organic agro-products (organic foods), purchase intention, psychological 

factors, environmental factors. 

 

1. Introduction about research object 

―According to WHO, organic agro-products (organic foods) are perceived as 

―products that are created from an organic agricultural sector whose production 

process only uses organic fertilizers, removes grasses manually or mechanically, 

prevents pestilent insects by biological methods, creates products meeting foods 

hygiene and safety requirements, at the same time ensures that the production system 

is sustainable in terms of environment, society, economics, habitat protection for both 

the present and future‖. 
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In recent years, organic foods production and trading industries in the world have 

grown rapidly in recent years. In the United States, the growth rate of the organic 

foods market is estimated at around 15.5% per year from 2013 to 2019 (according to 

the Organic Foods and Beverage Market). According to Makatouni (2002), ―the 

organic foods production and trading industry is one of the industries with the fastest 

growth rate in the foods market in Europe, South America, Oceania and Japan‖. The 

points-of-sales of organic foods in markets, supermarkets and retail stores have 

developed extraordinarily, with an average growth rate of 20-50% (according to 

FFDI). Organic foods have become familiar to consumers in many countries and will 

become the world‘s consumer trend in the future. 

In Vietnam, in the context of popular unsafe foods, an increasing number of 

consumers, especially consumers in big cities like Hanoi have sought for safe foods. 

Therefore, the organic foods market in big cities of Vietnam like Hanoi is assessed to 

be potential for fast development. However, in fact, the production and trading 

industry as well as the consumption market of organic agro-products in Vietnam have 

not really developed. The cause is that organic foods trading enterprises still lack 

knowledge about the purchasing behavior as well as factors affecting consumers‘ 

behavior of buying organic foods. Therefore, the study of impact of factors affecting 

the behavior/intention to purchase organic foods is very crucial and important to create 

an accurate source of input information to be the basis for strategic decisions to 

develop the organic foods market in Vietnam. 

There have been numerous studies on the impact of factors on organic purchase 

intention (for example, Chen and Chang, 2012; Shih-Tse Wang, 2013; Waseem Akbar 

et al., 2014; Wilson Kong et al. 2014; Ebru Tümer Kabadayıa et al., 2015). In 

Vietnam, there have also been a number of studies on the factors affecting purchase 

intention toward green or organic foods (Pham Thi Lan Huong, 2014; Nguyen Vu 

Hung et al., 2015; Nguyen Thi Tuyet Mai et al., 2016; Nguyen The Khai and Nguyen 

Thi Lan Anh, 2016). However, no studies have assessed the impact of specific external 

environmental factors on purchase intention toward organic food, including: Family‘s 

opinion; Friends and colleagues‘ opinion; Influence of celebrities; Expert‘s opinion; 

Social status; Mass media; State‘s encouragement. From the mentioned reasons, 

authors decided to investigate the topic of ―some personal psychological factors and 

environmental factors affecting the intention to purchase organic foods of consumers 

in Hanoi, Vietnam‖. 
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2. Literature review of factors affecting the intention to purchaseorganic agro-

products 

2.1. Intention to buy organic agro-products 

According to WHO, ―Organic foods (organic agro-products) are products that are 

produced based on the natural cultivation and husbandry system, do not use chemicals 

as fertilizers, do not use pesticides, herbicide, antibiotics or preserves, etc., but use 

natural products as fertilizers and use biological methods to prevent pestilent insects. 

Therefore, organic agro-productsare also called healthy foods or natural foods.‖ 

Ajzen (2002) defined the purchase intention as ―human‘s attempt to complete the 

behavior under the impact of factors, including behavior, trust in standards and trust in 

the control. The stronger the impact of these factors is, the stronger the human‘s will to 

act is.‖ 

According to Rashid et al. (2009), the intention to buy organic foods is ―the 

ability and intention of consumers themselves in using their preference for organic 

agro-foods rather than ordinary foods in making consideration and assessment when 

purchasing‖. In addition, authors Han et al. (2011), pointed out that the intention to 

purchase organic agro-products is often associated with ―the intention to pay more for 

organic agro-products compared to ordinary products‖ and ―good word-of-mouth 

about products‖. 

2.2. Factors affecting consumers’ intention to purchase organic foods 

The existing studies on factors affecting purchase intention toward organic foods 

like that of Le Thuy Huong (2014) have measured the impact of these factors: health 

concern, perception of quality, environmental concern, subjective code of conduct, 

product availability, product pricing, reference groups, and mass media. The 

researchers applied some of the impact factors used in previous studies to continue the 

survey in the new context of the existing model, while developing a number of new 

impact factor that those previous studies had not mentioned. From qualitative 

interviews, the researchers have identified some more specific factors of some 

reference groups to assess the influence of purchase intention toward organic foods 

such as: Family‘s opinion; Friends and colleagues‘ opinion; Influence of celebrities; 

Expert‘s opinion. Some other environmental factors that are also added to the research 

model including Social status and State‘s encouragement. Because in the context of 

Vietnam, State‘s encouragement is expressed in policies to enact and enforce these 

policies, which may have an impact on consumers‘ purchase intention toward organic 
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foods. The research model did not include business marketing factors such as product 

availability and product pricing to measure the impact of objective factors on 

Hanoians‘ purchase intention toward organic food. 

Appling the factors mentioned in existing studies and through qualitative 

interviews, the researchers identified factors affecting consumers‘ purchase intention 

toward organic foods in the research model, including:  

1. Psychological and personal factors: Health concern (1); Environmental 

concern (2); Perception of organic foods (3); 

2. External environmental factors: Family‘s opinion (4); Friends and colleagues‘ 

opinion (5); Influence of celebrities (6); Expert‘s opinion (7); Social status (8); Mass 

media (9); State‘s encouragement (10). 

2.2.1. Psychological and personal factors 

Health concern: Consumers who are concerned about their health are 

―consumers who thoroughly know their health status and are concerned about their 

health benefits. They are willing to do things to maintain good health and improve 

health and quality of life.‖ (Kraft and Goodell, 1993). These people tend to prevent 

disease by engaging in healthy activities. They are knowledgeable about nutrition and 

participate in sports activities. When the economy develops, the people‘s living 

standards are improved, consumers have paid more and more attention to health issues 

during their selection of products in general and food products in particular. Organic 

foods are assessed as good for the health, so it will affect consumers‘ decision when 

buying foods for their daily meals. Moreover, many previous researches of authors, 

including Dickieson et al. (2009), Kulikovski et al. (2011), Nguyen (2011), (Lê, 2014), 

etc. also proved that health concern is a factor that affects consumers‘ 

intention/behavior to buy organic foods.  

Environmental concern: Kalafatis Pollard, East and Tsogas (1999) describe 

environmental concern as the awakening and perception of consumers of the 

environment being threatened and the natural resources being increasingly depleted. 

Mat Said, Ahmadun, Hj Paim and Masud (2003) define environmental concern as 

beliefs, attitudes, and levels of personal concern for the environment. According to 

Winter and Davis (2006), ―organic foods are foods that help protect the environment 

because the production and trading process does not use chemicals and technologies 

that pollute the environment‖; therefore, environmental concern is considered one of 

the factors that affects consumers‘ use of organic products or not. The study of 
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Magnusson & et al. figured out that up to 89% of the respondents agreed that they paid 

a lot of attention to the consequences of the food product consumption to the 

environment. 

Perception of organic foods: Consumers consume foods when they are aware of the 

quality and benefits of products. In the food consumption, the awareness on the quality is 

the top concerns. This factor is mentioned in the research models of many authors on 

factors affecting consumers‘ intention to purchase organic foods, such as the studies of 

Dickieson et al. (2009), Kulikovski et al. (2011), Nguyen (2011), (Lê, 2014). 

2.2.2. External environmental factors 

The study of Roberts and Rundle-Thiele (2007) pointed out the referential groups 

that affect consumers‘ intention to purchase organic foods, but they have not been able 

to figure out the impacting level and direction of specific reference groups. The 

specific reference groups are identified as follows: 

Family‘s opinion: The family is the group that has the most significant influence 

on an individual‘s purchase intention toward goods, especially food, which is essential, 

used daily and serves the needs of all the members. At the same time, family members 

often use the same budget so the purchase intention will be influenced by the views 

and opinions of other members. 

Friends and colleagues‘ opinion: Friends and colleagues are included in a group 

that each individual regularly contacts in the community, society, and group members 

often have similar characteristics in terms of interests, age, views, attitudes, and 

qualifications, etc. Members of a group of friends and colleagues often have opinions 

on the issues they care about and those opinions affect the perceptions and thoughts of 

other members. 

Expert‘s opinion: Experts are people with extensive knowledge, information and 

thorough understanding of products. Consumers often seek for information from this 

group during the purchase decision-making process. In particular, for organic agro-

products, opinions on nutrition facts, identification, etc. are always of consumers‘ top 

concerns, so the inclusion of this group in the model for consideration under the 

perspective of the research team is completely suitable. 

Influence of celebrities: Celebrities include influential people with broad 

awareness, who are the ideal role model for many consumers in some cases. 

Celebrities are KOLs who influence consumers‘ perceptions, attitudes and behaviors 

toward a particular product or brand. 



  

 

 

1221 

One of the factors in the social environment in Philips Kotler‘s model that has 

impacts and needs to be considered is social status. Consumers often tend to purchase 

products to show and assert their social status. Organic agro-productsare often 

products that have high value and are safe for the environment and the health. The use 

of these products makes consumers perceive that they are at a high social status, broad 

knowledge, so it will affect their purchase intention and decision. 

In the current age when the information technology develops dramatically, 

consumers access information from various directions in which the mass mediate has 

very great impact on consumers. The information from the mass media helps form 

trust and attitude, thus affecting consumers‘ purchase intention.  

2.3. Research framework 

2.3.1. Dependent variable – Intention to purchase organic foods 

The intention to purchase organic agro-products (organic foods) is ―individuals‘ 

ability and will to give their preference for organic foods rather than normal foods 

when considering the purchase‖. 

Table 1. Dependent variable scale in the model 

Variable  Comment 

Intention to 

purchase  

organic foods 

YD1 1. I will certainly buy organic foods in the coming time 

YD2 2. I will actively buy organic products 

YD3 3. I may buy organic products if they are available near 

my residence 

2.3.2. Independent variable – Factors affecting the intention to purchase organic 

foods 

The independent variable scale used in the author‘s study are presented in Table 2. 

Table 2. Independent variable scale in the model 

Variable Code Comment 

Health concern 

SK1 I pay a lot of attention to the health of myself and my family 

SK2 I always want to have a safe dinning regime for my family 

SK3 I give a lot of priority to safe meals for my family 

SK4 
I always try to find the best things in life for myself and my 

family 

SK5 
I am fear of buying agro-products and foods that have unclear 

origin, poor quality and affect the health. 
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Variable Code Comment 

Environmental concern 

MT1 
I care about whether the production of agro-products affects 

the environment or not 

MT2 I want to have natural and safe agro-products 

MT3 I like using environmental-friendly products 

MT4 I believe that organic products are good for the environment 

Awareness of organic 

agro-products 

HC1 I clearly understand organic agro-products  

HC2 I think that organic products are different from clean products 

HC3 
I believe that organic products are completely good for the 

health. 

HC4 I think that it is necessary to turn to use organic products 

HC5 
I think that income is a decisive factor to all people 

purchasing and using organic products 

HC6 
I often find information about organic products and benefits 

from using organic products 

HC7 I often find information about dirty and poor-quality foods 

Family‘s opinion 

GD1 
That my family members are using organic products will 

affect my intention to purchase organic products 

GD2 
My family members‘ advice affects my intention to purchase 

organic products 

GD3 
I am often affected by opinion of other family members when 

buying agro-products. 

Friends and colleague‘ 

opinion 

DN1 
My decision to purchase organic products is affected by 

people to whom I often contact in the society 

DN2 Friends and colleagues often advise me to use organic foods 

DN3 
That friends and colleagues often talk about organic products 

affects my intention to buy organic products 

Influence of celebrities 

NT1 
The celebrities who I admire use organic products affect my 

intention to purchase organic products 

NT2 
I want to be like those who appear in ads about organic 

products 

Nt3 
I choose to purchase organic products because I find that 

celebrities are using organic product brands 

Expert group‘s opinion 

CG1 
I trust in information about organic products provided by 

food experts 

CG2 I will select organic products as advised by food experts 

CG3 I will select organic products based on the certification marks 



  

 

 

1223 

Variable Code Comment 

of food-foodstuff quality testing agencies 

Social status 

XH1 The use of organic products will make me more respected 

XH2 
I think that buyers and consumers of organic products have 

the characteristics that I want to have 

XH3 
I think that I will purchase organic products to improve our 

images to surrounding people 

XH4 
I feel that purchasing organic products will help me build my 

expected personal image 

Mass media 

DC1 
I often find information about organic products on the mass 

media 

DC2 
The mass media help me understand more about organic 

products 

DC3 
I find information about organic foods and benefits of using 

organic foods on the mass media 

DC4 
I often find information about dirty and poor-quality food on 

the mass media 

State‘s encouragement 

NN1 The State disseminates information about organic products. 

NN2 
I find that the State has many activities to encourage the use 

of organic products. 

NN3 
I find that the State has clear legal regulations on organic 

products. 

 

2.4. Research hypotheses 

Based on the concept of each affecting factors and the relation with the intention 

to purchase organic foods, the research team has defined the following hypotheses: 

H1: Health concern has positive impact on the intention to purchase organic 

foods. 

When the life and income are improved, consumers start to pay more attention to 

the health in their daily-used products. Foods are essential consumer goods and the 

main source of nutrients; therefore, they directly affect consumers‘ health. Many 

studies have asserted the proportional relation between health concern and the 

intention to purchase organic foods: study of Nguyen (2011), Truong et al. (2012), etc. 

Health concern is the motivation to buy organic foods, so when consumers pay more 

attention to health, they will have intention to purchase organic foods. 
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H2: Environmental concern has active influence on the intention to purchase 

organic foods. 

The environment is degrading, and the environmental pollution has become very 

severe, so the green consumption has become the consumer trend of the world in 

general and Vietnam in particular. In the world, the study of Howlett et al. (2002)has 

showed that consumers of organic foods have paid a lot of attention to the 

environment. In Vietnam, the study of Nguyen (2011)also asserted the proportional 

relation between environmental concern to the intention to purchase organic foods. As 

a result, consumers who pay more attention to the environment will have a strong 

intention to purchase organic foods. 

H3: Awareness of organic foods will have positive influence on consumers‘ 

intention to purchase organic foods. 

Consumers will consume foods when they are award of the product quality and 

their benefits. In the food consumption, the awareness of quality is one of the top 

concerns. When consumers are aware of the high quality of organic foods and their 

benefits, they will form the intention and turn to consume organic foods. This 

proportional relation has been proved in many previous studies: study of Dickieson et 

al. (2009), study of Magnusson et al. (2001)which are the basis for the research team 

to give out this hypothesis. 

H4: Family‘s opinion that supports organic foods will have positive influence on 

the intention to purchase organic foods. 

In families, members often exchange information and assessment on the selection 

and use of products. The intention of each family member will have direct influence 

on the remaining members in the consensus direction. Many research results have 

proved the proportional relation of the family‘s opinion to the intention to buy many 

types of products and services in which food products are not an exception. Therefore, 

that family members are using organic foods or have the supporting intention to use 

organic foods instead of ordinary foods will encourage consumers to buy and use 

organic foods.  

H5: Friends and colleagues‘ opinion supports the use of organic foods will have 

positive influence on the intention to buy organic foods. 

Friends and colleagues are those who often come into contact after the family. 

Because there are usually similar characteristics in terms of age, interests, opinions, 

attitudes, etc., this referential group presents their opinions and perspective more freely 
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and is more receptive to each other's opinions. According to the research team's 

hypothesis, the frequent exchange and evaluation of organic foods by friends and 

colleagues will first help consumers receive more information about organic foods, 

thereby promoting consumers‘ purchase intention. 

H6: Opinions of celebrities using organic foods will positively impact the 

intention to purchase organic foods of ―consumers‖. 

Celebrities are often the images that fans want to target and want to become. This 

is a relatively influential and well-known group of people. In some cases, this 

referential group is the representative for enterprises and a bridge to consumers. Many 

products and services that consumers choose, and use come from the influence of 

KOLs who celebrities are. Therefore, the research team set out a hypothesis that the 

influence of celebrities will positively impact consumers' intention to purchase organic 

foods. 

H7: Expert group‘s opinion about organic foods will positively impact 

consumers' purchase intention. 

The expert group in the author‘s study is divided into 2 main groups: food 

experts and State's accrediting agencies. This is a referential group with a deep 

understanding of organic foods and often gives information, advice or evidences as a 

basis for identifying and selecting products and brands of consumers. Therefore, the 

research team gave out a hypothesis that positive opinions of the expert group on 

organic foods will stimulate consumers‘ purchase intention. 

H8: The higher the desire to show consumers‘ social status is, the stronger 

consumers‘ intention to purchase organic foods is. 

Consumers often tend to buy and consume products and services that 

demonstrate their social status. Organic foods are foods with a relatively high price 

compared to ordinary foods, the consumption of organic foods will help protect health 

and environment, so they are expected to help enhance the images of consumers in the 

eyes of others. Thus, the author gave out a hypothesis that the higher the desire to 

show consumers‘ social status is, the stronger consumers‘ intention to purchase 

organic foods is. 

H9: Mass media has a positive impact on the intention to purchase organic 

foods. 
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Mass media is a source of information that consumers consider useful and 

reliable while searching for information about products and services. This is a broad 

and profound source of information for consumers. In fact, there have been many 

studies that show the positive relationship of mass media to purchase intention such as 

the study of the author Wray Ricardo et al, the study of the author Inman Khalid, etc. 

Organic foods are also no exceptions, so the research team gave out a hypothesis that 

the mass media would positively impact consumers' purchase intention. 

H10: State‘s encouragement has a positive impact on consumers' intention to 

purchase organic foods. 

The State's legal policies affect not only enterprises but also consumers. All 

people and organizations must operate, work and do business in compliance with the 

law of the State. Therefore, the research team gave out a hypothesis that when the 

State has policies to encourage the development of the organic food industry, it will 

promote the development of production and business activities, thereby positively 

affecting consumers' purchase intention. 

Based on the synthesis of relationships and hypotheses, we have a model to study 

some factors affecting intention to purchase organic foods (Figure 1). 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Research Framework 
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3. Research methodology 

3.1. Sample and sampling methods 

The study was conducted through two steps: preliminary investigation and 

formal investigation. In particular, the preliminary investigation consists of qualitative 

and quantitative surveys, the second step is to carry out formal quantitative surveys. 

Specifically, in the qualitative preliminary investigation, the author conducted in-depth 

interviews with experts and focus group interviews with 15 consumers to improve the 

1 draft scale and create a 2-draft scale. Subsequently, the quantitative survey the 

preliminary study was conducted with 100 samples and 73 results (N = 73), to test the 

reliability coefficients of the scales using the Cronbach Alpha and EFA reliability 

coefficients to exclude subnormal observation items. 

The questionnaire of this study included 42 observational items, the simple size 

estimates maximum likelihood (ML) or at the least 5 (five) times amount of parameters 

within this model includes error (Bentler and Chou, 1987) or question item total is 

multiplied by 5. Thus, the sample size needed in this research is 5n that is 5 multiplied by 

42 (total question item) and 210 as the total of respondent. However, to increase the 

reliability of the study, the author intends to collect 500 respondents (N = 500) and the 

result is 480 (respondents). After screening and removing invalid questionnaires, the 

author uses 440 valid questionnaires for use in official analytical processing. 

Subsequently, the quantitative research data was collected through a survey of a 

sample of 500 consumers in the inner-city of Hanoi by questionnaire (via 2 channels:  

face-to-face and online interviews). The sampling method are a non-probability 

sampling method and convenient sampling method. 

Scales of all variables use Likert 5-point scale ranging from 1 ―strongly disagree‖ 

to 5 ―strongly agree‖. 

3.2. Data analysis technique 

The validity test for this research is done by using the validity analysis to SEM 

which tests t-value ≥ 1.96 and standardized loading factor with the value cut off ≥ 0.5 

(Hair et al., 2006). The same as the reliability test which uses the reliability analysis to 

SEM with the value of construct reliability (CR) cut off ≥ 0.70 and average variance 

extracted (AVE) ≥ 0.5 from standardized loading factor values and error variances. 

The respondent data will be analyzed by descriptive simple statistics. Finally; the data 

is analyzed by using Structural Equation Model method – SEM. This model is a 
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statistic technique that analyzes an indicator variable, a latent variable and 

measurement error (Ghozali, 2008). 

4. Research results 

4.1. Exploratory Factor Analysis (EFA)  

Before conducting CFA to check the quality and reliability of the scale, the 

research team conducted EFA and Cronbach‘s Alpha factor analysis. 

The results of EFA and Cronbach's Alpha analysis in Table 2 show that the total 

reliability coefficient of the scales is greater than 0.6 and the cumulative of variance is 

greater than 50% and satisfactory. This result is aggregated from running Reliability 

Analysis Cronbach Alpha commands and running factor analysis to measure average 

variance extracted. 

Besides, from the EFA analysis results, it shows that 11 factors corresponding to 3 

groups of factors have observed variables that load the same independent factor 

corresponding to a factor loading value satisfying > 0.5. Thus, all factors in the model have 

converged values. Furthermore, also from EFA analysis, the observed variables have factor 

loading factor loading on only one factor, so that the factors in the model all achieve a 

discriminant value. In addition, the correlation coefficients of variables are greater than 0.3, 

which meet the requirements of the scale quality. Therefore, the measurement scales for 

variables in the research model are valuable to use for further analysis. 

Table 2: Summary of reliability and cumulative of variance from the scales 

No. Scale 

Number 

of  

observed  

variables 

Cronbach‟s  

Alpha 

reliability  

coefficient 

Cumulative 

 of variance  
Conclusion 

1.  Health concern 5 0.884 68.477% 

Reliable 

scales 

2.  Environmental concern 4 0.837 67.378% 

3.  
Awareness of organic agro-

products 
7 0.855 53.861% 

4.  Family‘s opinion 3 0.725 64.918% 

5.  Friends and colleagues‘ opinion 3 0.697 62.998% 

6.  Influence of celebrities 3 0.774 69.075% 

7.  Expert group‘s opinion 3 0.728 64.808% 

8.  Social status 4 0.849 68.962% 

9.  Mass media 3 0.791 70.851% 

10.  State‘s encouragement 3 0.883 81.003% 

11.  
Intention to purchase organic 

foods 
3 0.747 66.552%  
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4.2. Confirmatory factor analysis (CFA) 

After preliminary evaluation of the scale, the author continued to use AMOS 

software version 20.0 to conduct CFA (Confirmatory Factor Analysis) of conceptual 

scales, test the suitability of the theoretical model and test the hypotheses. The used 

testing standards include: Chi-square adjustable degrees of freedom (CMIN / df); GFI 

index (Goodness of Fit Index); TLI index (Tucker & Lewis Index); CFI index 

(Comparative Fit Index); RMSEA (Root Mean Square Error Approximation). The 

model is considered suitable when the Chi-square test has a value of P ≤ 0.05. 

However, Chi-Square has the drawback that it depends on the sample size. The larger 

the sample size is, the larger the Chi-square is, thus reducing the fit of the model. 

Therefore, besides P-value, the standard used is CMIN/df, in some practical studies 

people distinguish two cases: ÷ 2 / df <5 (with the sample N> 200); or <3 (when 

sample size N <200), the model is considered to be a good fit (Kettinger and Lee, 

1994) (Kettinger and Lee, 1994). In this study, due to the number of study samples of 

the author N = 273 (N> 200), the research team will use the criteria of Kettinger and 

Lee (1994) Kettinger and Lee (1994)to accept CMIN / df <5; GFI, TLI, CFI ≥ 

0.9(Bentler and Bonett, 1980) (Bentler and Bonett, 1980); RMSEA ≤ 0.8. 

Table 3 shows the GFI, TLI, CFI> 0.9; Chi-quare / df <5 and RMSEA ≤ 0.08 

demonstrate that the model is suitable for the market data. 

Table 3: Results of CFA test of scales 

No. Criteria 

Group of 

psychological and 

personal factors 

Group of 

environmental 

factors 

Intention to 

purchase organic 

foods 

1.  Chi-square/df 3.735 3.421 3.529 

2.  GFI 0.900 0.843 0.888 

3.  TLI 0.909 0.820 0.894 

4.  CFI 0.924 0.854 0.910 

5.  RMSEA 0.079 0.080 0.076 

 

4.3. Testing of theoretical models 

After completing the evaluation of the scales, the author conducted tests of 

theoretical models: 

The results of testing the theoretical model (Figure 2) are shown in the figure: 

Chi-square / df = 3,133; GFI = 0.900; TLI = 0.907; CFI = 0.915; RMSEA = 0.070 

proves that the model is suitable for market data. 
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In addition, the estimated results show that the relationships are statistically 

significant (P <5%); only the relationship between social status and State incentives 

and the intention to purchase organic foods is not statistically significant (P> 5%), see 

Table 4 for details. 

Figure 2: Test results of theoretical research model (normalized) 

 

Table 4: Relation test results (standardized regression coefficients) 

Hypothesis Relation Estimate S.E. C.R. P Significance 

H1 F_YDINHMUA <--- F_SUCKHOE .138 .031 4.409 *** Significant 

H2 F_YDINHMUA <--- F_MOITRUONG .093 .039 2.370 .018 Significant 

H3 F_YDINHMUA <--- F_NT_HUUCO .050 .042 1.185 .036 Significant 

H4 F_YDINHMUA <--- F_GIADINH .235 .057 4.099 *** Significant 

H5 F_YDINHMUA <--- F_DONGNGHIEP .631 .087 7.243 *** Significant 

H6 F_YDINHMUA <--- F_NG_NOITIENG .203 .039 5.240 *** Significant 

H7 F_YDINHMUA <--- F_CHUYENGIA .539 .076 7.107 *** Significant 

H8 F_YDINHMUA <--- F_DIAVIXAHOI .014 .041 .339 .734 Not Significant 

H9 F_YDINHMUA <--- F_TTDAICHUNG .274 .045 6.042 *** Significant 

H10 F_YDINHMUA <--- F_NHANUOC .004 .027 .143 .886 Not Significant 

 

4.4. Testing of research hypotheses 

The estimation results in Table 4 show that the weights of the relation between 

the said factors and individuals are positive and statistically significant (P ≤ 0.05%). It 

shows that: Health concern, environmental concern and awareness of organic foods 

have a positive relation with the intention to purchase organic foods (H1 = 0.138; H2 = 

0.093; H3 = 0.050). Of these, the health concern factor has the largest impact (H1 = 
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0.138), while awareness of organic foods with the highest quality has the lowest 

impact (H3 = 0.050). 

Also from the survey results show that environmental factors, including family 

and celebrity factors, colleagues, experts and the mass media have a positive and 

positive effect with the intention to purchase organic foods and have statistical 

significance (H4 = 0.235; H6=0.203; H5 = 0.631; H7 = 0.539; H9 = 0.274) while the 

factors of social status and State's encouragement are not statistically significant (P ≥ 

0.05%). In summary, the hypotheses H1, H2, H3, H4, H5, H6, H7 and H9 are all 

accepted. 

5. Conclusion and managerial implications 

The contribution of this study is to build a theoretical model, test hypotheses, 

assesses the impacting level of factors to the intention to purchase organic foods of 

consumers in the inner-city of Hanoi. The research results have figured out some 

new findings that all physical and personal factors like health concern, environmental 

concern and awareness of organic foods positive influence on the intention to 

purchase organic foods. Of this, health concern is the most influential factor (H1 = 

0,138). Enterprises that trade organic foods may carry out activities to evoke the 

health concern of consumers through communication programs, consultancy on 

healthy products. In addition, environmental concern is also a factor affecting the 

intention to purchase organic foods. From the research results, enterprises should 

study and use environmental-friendly packages and provide barcodes to manage 

product traceability, etc. 

The environmental factors like Family, Friends and colleagues‘ opinion, 

Celebrities, Experts‘ opinion and mass media are factors that have positive impact on 

the intention to purchase organic foods. Of this, Friends and colleagues‘ opinion has 

the strongest influence (H = 0,631), followed by Experts‘ opinion (H7 = 0,539) and the 

remaining factors. This result shows that consumers often consult the opinion of 

friends, colleagues, experts and the mass media to form information about organic 

foods. They use this information to buy organic foods and the richer the information is, 

the greater consumers‘ intention to purchase organic foods is. This information helps 

raise consumers‘ understanding about safe, healthy and nutritious foods, so they will 

come to organic foods to satisfy their demand for nutrition. 

The research results have suggested managerial implications to promote the 

intention to purchase organic foods of Vietnamese consumers as follows: 
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- Consumers‘ health concern is the factor that evokes the intention to purchase 

organic foods. Therefore, enterprises that trade organic foods can implement 

communication activities that target to consumers who care about health through 

consulting programs on nutrition and raising awareness on food-related health. 

Besides, enterprises should also communicate to consumers about degrading 

environment and severe pollution so that green consumption becomes a trend of the 

world in general and of Vietnam in particular. Besides, at present, consumers have not 

been fully and correctly aware of organic foods, so enterprises that produce and trade 

organic foods should raise awareness on organic foods for consumers through 

consulting and communication programs at points-of-sales and on the mass media so 

that consumers have better awareness on organic foods. When consumers have better 

awareness on organic foods, they will tend to raise the use of organic foods. 

- The research results also asset that referential groups like family, friends and 

colleagues, experts, celebrities as well as the mass media will have positive influence 

on the intention to purchase organic foods. Consequently, enterprises may actively use 

the mass media to communicate about products and use nutrition experts to consult 

and share about organic foods. The use of experts, celebrities and the mass media to 

inform about products not only influence consumers, but also influence their families, 

friends and colleagues to have resonating effects on consumers through their families 

and friends. In order to increase the impact of environmental factors on the intention to 

purchase in the future, enterprises need to convey accurate and truthful information 

that will build trust among consumers and increase their intention to purchase. 

Conclusion: Based on the direct surveyed results from consumers, the article has 

provided some new and more specific findings about factors affecting the intention to 

purchase organic foods of Vietnamese consumers. These findings may help 

enterprises‘ managers find out solutions to promote the intention to purchase organic 

foods of Vietnamese consumers. 
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Abstract: 

This paper is dedicated to examining the effects of some international factors on the current 

account of Vietnam recently. International factors include international prices, interest rates, and 

financial crises. The econometrics method is ARDL. The results show that all factors affect the 

current account (CA) in which prices impact with different signs, interest rate impacts negatively 

and the global financial crisis impacts positively on the CA of Vietnam. 

Keywords: ARDL, current account, financial crisis, interest rate, prices. 

 

1. Introduction 

The current account (CA) of Vietnam has been fluctuated dramatically for recent 20 

years. That situation has expressed through the changes of trade and income accounts. The 

trade account was the main cause for the fluctuation of Vietnam CA. Both CA and trade 

balance were in the same movement trends. The service account balance was a small 

portion of trade account balance. When the CA was improved, the service account 

balance had not been better. The foreign direct investment (FDI) enterprises has 

contributed significant share for the total trade balance. All features of change may be 

influenced strongly by internal and external factors of the economy. 

There have been many researches about determinants of CA. However, almost of 

them focus on domestic economic factors such as income, exchange rate, investment, 

saving, business cycle. The external factors such as international prices and interest rates 

have not been examined adequately. 

Vietnam has been in the aggressive progress of integrating with the global economy. 

The impacts of external factors to the CA may be changed in the new circumstance with 

stronger effects. Both of economists and governors need to be more updated experiments. 
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There were plenty of high appreciated researches about the CA of Vietnam. 

However, the researches have focused on few internal factors and tended to assume that 

prices and interest rate unchanged. 

By studying the effects of international factors to the CA, the study changes the 

assumption that the price and interest rate are fixed and study the CA of Vietnam in the 

circumstance of high integration progress. 

2. Literature reviews 

2.1. Theoretical reviews 

There are variety approaches which commonly applied in studying CA. Practically, 

some researchers combine approaches and others just utilize single one. Commonly, there 

are four main approaches: elasticity, consumption, monetary and inter-temporal 

approaches. 

The elasticity approach has been developed by Alexander (1952) and then some 

more economists. That one supposes that CA is the net export. The international prices are 

the key determinant for the CA change. It assumes that income and other factors are fixed, 

export and import are absolutely elasticity, and relative prices are changed because of 

exchange rate fluctuation. 

The consumption approach has been developed by Marshall, Lerner, Robinson and 

Machlup. In the opinion, the behavior of people is optimized. The devaluation could be a 

good choice if it is along with tightening monetary-financial policies to increase income 

comparison to expenditure. The outside world is assumed that will not react to the 

advantages of devaluation. In case of failed assumption, the policy effect will be less. 

The monetary model started by Whitman (1975), Frenkel and Johnson (1976). In 

their opinion, all of CA adjustment reflex the imbalance of monetary market. It assumes 

that the economy is in long-run full-employment equilibrium, the demand for money is a 

stable function of income, changes in the money supply do not affect real variables. Some 

economists support fixed exchange rate and others prefer float exchange rate regime. The 

approach provides well analysis frame for clarifying effects of devaluations to the balance 

of payment. 

The inter-temporal approach was introduced by Sachs (1981), Buiter (1981) and has 

been developed further by Obstfeld and Rogoff (1994). The CA is defined by the gap of 

saving and investment. It assumes that people make decisions by balancing benefits 

between present and futures. The model uses some fundamental assumptions about 
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international capital flows, household preference changes, discount rate changes, rigid 

prices and international transaction cost. The model has advantage of analyzing multi 

factors at the same time. 

The assumptions about prices, capital flows and interest rate are not consistent 

among approaches. It raises practical request about testing those assumptions to support 

theories. 

2.2. Empirical reviews 

There are plenty of reseaches about determinants of CA. Some of them have tried to 

provide more evidents to support the fundamental models such as Bergin and Sheffrin 

(2000), Nason and Rogers (2006). Others have tried to examine the relationships by 

standard econometrics tools such as Debelle and Faruquee (1996), Chinn and Prasad 

(2003), Gruber and Kamin (2006), Yang (2011). There were some factors are popular in 

researchs as economic development stages, NFA, exchange rate, openness, FDI, financial 

development, CPI. Sometimes, some factors were expanded such as business cycle, 

government budget status, trade volume with specific partners and international financial 

crisis.  

The studies which consider impacts of price and interest rate or international capital 

flows to the CA are rare. There are few studied taken account oil or energy prices and 

found that the signs of impact were positive with Middle East countries (like Aristovnik, 

2007). Regarding to the interest rate, researches have not paid attention enough but the 

controlvery about international capital flows may be very regourous. With capital flows, 

Ghosh (1995) provides evidence to support the flexibility of international capital flows, 

Sarno and Taylor (1998) stated that international capital markets responded slowly. 

The studies about Vietnam CA often focused on causes of deficit and solutions like 

examining effects of exchange rate and financial account (Nguyen et al., 2011; Nguyen et 

al., 2003). Some researches specially focused on current account deficit and to be positive 

about the CA of Vietnam in the future like the role of FDI (Nhat Trung, 2008), the 

government expenditure (Nguyen and Phan, 2013). Taking multi factors into researches 

was applied which eliminated into models were term of trade, REER, GDP growth rate, 

GDP of partners, money supply (M2), international interest rate, saving/GDP, CPI and 

domestic interest rate (Nguyen , 2005). However, data was not long enough to reflex the 

global integration progress of Vietnam. The progress of integration into the world market 

has mentioned in some researches. WTO was a milestone which has taken into account 

(Nguyen and Nguyen, 2012). There were plenty of discussions about FTA effect but 
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being limited in expressing personal point of views. Almost studies have not taken into 

account international prices, interest rate (both internal and exteral one) and capital flows 

to examine their effects to CA. 

As conclusion, both of theory and empirical reseaches have not clarified the effect of 

international prices and interest rate to the CA and Vietnam‘s CA. It is really receaasry to 

examine those effects in the circumstance of Vietnam to support academic studies and 

practical governances. 

3. Methodologies and data 

3.1. Econometric method 

Mathematically, the study uses Auto-Regressive Distributed Lag (ARDL) model to 

examine the relationships among factors. This econometric model is common method, 

which introduced and developed by (Pesaran et al., 2001). This testing approach can be 

applied irrespective of whether the explanatory variables are I(0), I(1) or mutually 

cointegrated. To apply the ARDL model, we need to follow critical steps as following: 

- Examining each variable to ensure that all of them are I(0) or I(1); 

- Determination of the existence of the long run relationship of the variables 

(including and relating to calculate the F-statistic or bound test for cointegration). 

- Choosing the appropriate lag length for the ARDL model (It is necessary to 

determine the optimum lag length by using proper model order selection criteria 

commonly as the Akaike Information Criterion (AIC), Schwarz Bayesian Criterion (SBC) 

or Hannan-Quinn Criterion(HQC)); 

 - Re-parameterization of ARDL model into error correction model (ECM). 

After estimating models, we need to test diagnosis them to ensure that we can 

believe in what we estimate. There is some common diagnosis test as Serial Correlation 

LM, Heteroskedasticity and stability test with standard procedures. For the case of ARDL, 

we need to use Cusum and Cusum square to examine the stability of the models. 

3.2. Empirical frameworks 

The study applies multi approaches to analyze external factors, which influence to 

Vietnam CA, including international price, international interest rate and global financial 

crisis. In order to examine all relationships with panorama views, the study takes account 

REER, FDI, domestic interest rate into the test and analysis. The framework is going to 

present in the Figure 1 with hypothesizes. 
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International prices 

If man believes that the price will increase, they will also increase expenditure so 

that CA will be worst off. The fluctuation of international prices influences to TB and then 

to CA in both of price and quantity sides. The price elasticity of some goods decides 

which trend the increase of price impact on international trade. Normally, the international 

price of good increases will lead to decrease of the domestic expenditure demand and 

increase of export demand. The increase of price makes production cost increase and lead 

to decreases of profit. The higher prices reduce the budget for consumption then 

remittance decrease. 

Figure 1: Framework for analysis 

 

Source: Combining from literature reviews 

International interest rate 

This interest rate is indication of capital price. The mechanism of this one to the CA 

is going to explain more detail in the section mentioning about domestic interest rate (item 

7) below. 

Financial crisis 

The crisis 2008 has influenced strongly to almost countries in the world but not to 

Vietnam because Vietnam economy had not integrated enough into the world market. The 

crisis might decrease export due to the shrinking of the global market and increase import 

due to high pressure from other stuck economies. The crisis might encourage international 

capital inflows because of Vietnam stable economy but force the current investors cutting 

investment to support their home country business. The sign of impacts depended on 

which one dominates. 

REER 
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The increase of domestic currency value makes stronger buying power for imported 

products for both of present and future. This effect makes higher consumption and lower 

investment trends to decrease CA. The devaluation of the domestic currency could 

improve the trade balance as the J curve. The lower value of money of an economy is the 

higher motivation for remittance from aboard because the advantage of higher expenditure 

by converting foreign currency into domestic currency. 

FDI 

The process of FDI takes time. Each investment project has two stages including 

buying and manufacturing. At the buying stage, the flow of investment affects negatively 

to CA. At the stage of manufacturing, that one affects positively because of value added 

outcome. The FDI is the source of income for foreign investors. If that income increases, 

the income of foreign investors will increase leading to the income balance worse off. 

Domestic interest rate 

The higher domestic interest rates make the higher income from investment within 

short term and encourage saving, discourage consumption and investment, CA is worst 

off. With the same machanism, the international interest rates affect to the CA by the 

inverted way of the domestic interest rates. On the other hand, the domestic interest rates 

could also increase the local currency price, encourage import and discourage export, get 

trade balance and the CA worse off. 

3.3. Data 

The research is using eight variables for estimating ARDL model. Only crisis is 

represented by a dummy, all of the others are processed from data in IMF database. The 

crisis dummy is endorsed one value in the crisis time (from 2008 Q3 to 2010 Q2). All of 

data, which are not index or interest rates, were seasonally adjusted by Tramo/Seat 

method. All variables are calculated as description in the table 1. REER is calculated by 

trade volume with 21 countries, who are biggest partners of Vietnam. There are two 

proxies for prices and all of them are indices. One is presenting for agriculture material 

products and the other is for industrial material products. All of them are calculated by 

IMF with its standard. The domestic interest rate is calculated by lending rate of four 

biggest commercial banks of Vietnam. The international interest rate is Libor lending rate 

announcing regularly. 
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Table 1: Variables 

 

4. Test results  

Root test 

Augmented Dickey Fuller (ADF) method is applied for testing unit roots. If t-

statistic is higher than test critical value at significant level the string is stationary. The 

result showed that two string are I(0) and the others are I(1). With those string, we can 

start to use ARDL model. 

Table 2: Unit roots test 

 

ARDL test 

The ARDL model shows that the data explain to the change of CA around 77% (R
2
 

= 0.766373, adjusted R
2
 = 0.653885). With that result, the model is suitable to explain 

about CA changes. 

Bound test 

# Factor Abbr' Description Source

1 Current account CA Ln of Credit/debit*100% Basing on IFS database

2 REER REE Trade volume with 21 biggest partners Basing on IFS database

3 Foreign direct investment FDI Ln of FDI/GDP*100% Basing on IFS database

4 Domestic interest rate I Average lending rate of 4 biggets commercial banks IFS database

5 Price of agriculture products AMI Agriculture material price index IFS database

6 Price of industrial products IMI Raw industrial material price index IFS database

7 International interest rate LIB Libor lending 12 months IFS database

8 Globle financial crisis CRI08 1 in the crisis periods, 0 in normal time The author calculation

T stattistic Test value T stattistic Test value

1 CA -5.448863 -4.069631*** I(0)

2 AMI -3.537145 -3.464198** I(0)

3 IMI -6.128845 -4.071006*** I(1)

4 FDI -6.922261 -4.072415*** I(1)

5 REE -9.941998 -4.071006*** I(1)

7 I -7.272288 -4.072415*** I(1)

8 LIB -7.219299 -4.071006*** I(1)

Note: *, **, *** representing for the significant level of 10%, 5% and 1%

# Variable
Level 1st different

Stationary
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Bounds testing approach to cointegration is employed to determine the presence of 

cointegrating relations. Bounds test result shows that F-statistic is greater than the critical 

upper bound value in 2.5% statistical significance level. We accept cointegration 

relationship between the series. Because a cointegration relationship appears among the 

series, the ARDL model can be created to determine long run and short-run relationships. 

Table 3: Bound test 

 

Long run parameters 

The ARDL model uses the optimal lags of the variables to determine long-run 

relationships among the series according to the Akaike information criterion (AIC). The 

best one is ARDL(1, 2, 2, 3, 2, 4, 4), selected from 62500 different models. The results of 

the estimated ARDL long-run model are presented in Table 4. 

Table 4: Long run coefficients 

 

Short run parameters 

The short-run relationships between the CA and other variables are examined with 

the Error Correction Model (ECM). According to the results given in Table 5, the lagged 

error correction term (CointEq(-1)) is statistically significant at the 1% level with a 

Test Statistic Value k

F-statistic 4.67 6

Critical Value Bounds

Significance I0 Bound I1 Bound

10% 2.53 3.59

5% 2.87 4.00

2.50% 3.19 4.38

1% 3.60 4.90

Variable Coefficient Std. Error t-Statistic Prob.   

AMI 0.0023 0.0023 0.9810 0.331

IMI -0.0031 0.0014 -2.2908 0.026

LIB 0.0175 0.0100 1.7420 0.087

I 0.0402 0.0110 3.6643 0.001

FDI -0.3094 0.0632 -4.8948 0.000

REE -0.0032 0.0021 -1.5295 0.132

CRI08 0.1343 0.0632 2.1251 0.038

C 4.7847 0.4372 10.9449 0.000

@TREND 0.0060 0.0022 2.6510 0.011
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negative coefficient (-0.594). The value of CointEq(-1) is between -1 and 0 and closed to -

1 or it means deviation from the long-term of CA will be correct 59% by the following 

year. The long-term relationship among CA and other variables with their significant lags 

are confirmed. 

Table 5: ECM model and short run coefficients 

 

Model diagnosis test 

The diagnosis tests show that all test statistics have Pvalue, which are higher than 

common value (> 0,1). We can state there are no autocorrelation and heteroskedasticity 

problem in the model, error terms normally distributed and no model specification error 

(Table 6). 

Table 6: Diagnostic tests results 

 

The cumulative sum of recursive residuals test results is qualified that the CUSUM 

and CUSUM-SQ plots against the critical bound of the 5% significance level. It implies 

that the estimated model is stable over time (Figure 2). 
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Figure 2: CUSUM and CUSUM-SQ test results 

  

 

5. Empirical discussions 

According to the model test results for long term and short term relationships of 

the factors and CA, it is obviously that all quoted factors influence CA in both of long 

and short terms. Only two factors (agriculture price and exchange rate) may not 

influence the CA on the long run but they do significantly in the short run. We are 

going to analyze effects of each factor in the next paragraphs. 

The impact of international prices 

The impact of agriculture material price index on CA is positive but the coefficient 

is not significance. The estimate result shows that when that price increase, the CA will 

increase as well. Vietnam has positive export of agriculture products but small volume (no 

impact on the global volume or elasticity of price close to 1). If the price increases, the 

value of net export increases to make CA better.  

The impact of industrial material price index on CA is negative, opposite to the 

impact sign of agriculture material. This relationship can be explained that Vietnam 

import materials for processing and exporting. The added value from processing to export 

is higher than the imported value. 

Both factors, agriculture and industrial have consistent impacts on the CA in the 

short term. We can deduce that those factors influence to the CA immediately. In other 

words, the fluctuation of the international market can make the domestic market change 

simultaneously. 

The impact of international interest rate 
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The international interest rate impact positively on CA significantly (at 5%) in long 

run but not consistently in the short run. The result implies that when international interest 

rate increase, for instance, within three quarters, the CA of Vietnam is fluctuated. When 

the international interest rate increase, foreign investors tend to reduce investment amount 

to aboard because of higher capital price. The lesser investment, the lower expenditure the 

investors do, make CA better. We can explain the situation by mechanism of borrowing 

for commercial and preferable consumption rather than investment. Domestic traders 

could have advantage of borrowing from local bank to import to make more increase of 

import volume. Local citizens tend to consume more and invest less because of relative 

lower local interest rate. Because the lag time of contracts, the influence of interest rates 

are just strong enough in the next quarter. We can examine that mechanism when we take 

FDI and domestic interest rate into account in next paragraphs. 

The impact of international financial crisis 

The international financial crisis in 2008 affects to the CA positively. It may be 

different from other research results. Within the meaning time, the saving increases higher 

than the investment. It also reveals that the import decreased less than the export. The 

positive impact may be resulted from the increase continuously of FDI from 2007 to 2008 

and the WTO integration progress of Vietnam. FDI into Vietnam has increased 

continuously for long time, including 2007-2008. Vietnamese signed WTO agreements in 

2006 but many important articles have been applied 2 year later. 

The impacts of other factors  

According to the estimation results, FDI coefficient is positive in long run 

significantly. In the short run, the effects start with negative sign and then turn to be 

positive. It can be stated that FDI increases make CA worst and then better off. Those 

relationships can explain for the behavior of CA when international interest rate changes. 

It also explains to the movement of export and import to react to the global financial 

crisis. 

REER has not showed the significult impact on the CA in the long run. However, 

the impact of REER to the CA is negative, consistently to common researches. We do not 

need to have concern about this factor when we analyze the effects of external factors to 

the CA. 

The domestic interest rate impacts positively on the CA (1% significant in the long 

run relationship). This relationship is the same direction as the case of international 

interest rate for both of long and short runs. It can be explained by the circumstance of 
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Vietnam. The domestic rate has been higher than international rate long time. The huge 

gaps will make small change of domestic rate less meaningful to foreign investors. The 

domestic rate is just indicators for people who refer to that rate as their own input factors.  

6. Conclusions 

This paper examines the effects of some critical international factors to the CA of 

Vietnam recent years. Quarterly data from 1996 to 2017 has been used and ARDL has 

applied in the study. Given the stationary and non-stationary nature of the data set used in 

this study, this paper analyzes CA and a set of three international determinants of the CA. 

Both of the long and short run analyses show that international prices, interest rate and 

crisis influence to the fluctuation of CA along with FDI, REER and domestic interest rate.  

The main finding of this study summarizes that the effects of external factors to the 

CA are strong and significant with complex mechanisms. Different international prices 

affect to the CA by different signs. The signs depend on which category is import or 

export one. The import category depends further on how the economy uses it for domestic 

production. The international interest rate, in the relationships with FDI and domestic rate, 

affects to the CA positively. The interesting finding is that both of interest rates have some 

sign of impacts on the CA for both of long and short runs. The same mechanism may 

come from the huge gap of two interest rates. Being different from common perceptions 

in Vietnam about effect of global financial crisis, the study reveals the positive impact of 

the crisis on the CA. It can be related to the substantial increase flow of FDI and the 

progress of integrating into WTO. 

 The research results can raise us questions about the roles of FDI and the gap 

between interest rates in the circumstance of Vietnam. FDI has strong roles to the changes 

of CA and the gap of two interest rates can distort the indication roles of interest rates in 

the market. 
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Abstract: 

The purpose of this article is to understand, overview of packaging and its 

impact on the intention to buy for product of FMCG from the perspective of many 

different researchers. Based on the content of the research, the article will classify the 

different attributes of packaging elements that influence the intention to buy fast-

moving consumer products and develop a research framework, suggesting a direction 

to continue researching on packaging in the socio-economic context of Vietnam. 

Keywords: Packaging, purchase intention, FMCG. 

 

1. Introduction 

Like many other developing countries, Vietnamese consumers are increasingly 

stressed by changes in lifestyle. The Fast connectivity, urbanization, and changes in 

households are affecting to buying decisions. Some consumers said that they were 

looking for a product that made their life easier (27%) and convenient to use (26%), 

while the others were looking for The product is suitable for small households (20%)  

(Nielsen, 2017). Vietnam's population is among the youngest in the world, with 56% 

of the population under 30 years old (according to Nielsen), the total spending of 

consumers in Vietnam is expected to double and reach approximately 173 billion USD 

in 2020 (source: Euromonitor, Global Insight, Bain Analysis). Nielsen also announced 

the growth rate of the fast-moving consumer goods (FMCG) in Vietnam as of the third 

quarter of 2018 was 23%, surpassing major markets such as India and China (Grocery 

Report 2018- Nielsen). 

The product of FMCG are often bought quickly and used in a short time. Therefore, 

product packaging becomes important and is a key factor influencing the purchase 

intention of consumers. In this paper, the author reviews the researches on packaging, the 
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influence of packaging elements on purchse intention of FMCG and suggests research 

directions in The future and in the socio-economic context of Vietnam. 

2. Literature review 

In the developed system of packaging theories, the cross-cutting problem in 

research is to consider the concepts of packaging, its role in the marketing (Kotler and 

Keller, 2003), and the impact of packaging on different stages of the consumer buying 

behavior model, especially the purchase intention. 

2.1. Definitions of Packaging 

Packaging is defined as a container for a product including colors, labels, shapes, 

designs and materials used (Arens, 1996). Hawkes (2010) describes packaging as a 

marketing tool that combines 4P in marketing: product, price, public relation and 

promotion. Prendergast and Pitt (1996) consider packaging in two aspects: logistics and 

marketing. The logistic function of the packaging is mainly to protect products during 

transportation through distribution product, while the marketing function considers the 

packaging as an attractive and effective communication method to convey the message 

about product elements for consumers. It is a tool that attracts attention and communication, 

and allows the containment, distribution, linking and protection of products. 

From a marketing perspective, packaging is an external sign (Chung et al., 2006), 

and the consumers will first be exposed to packaging, then experience the product 

(Orth and Marchi, 2007). Therefore, product packaging is a means for manufacturers 

to communicate with consumers (Thalhammer, 2007) to evaluate products (Chung et 

al., 2006), brand differentiation and brand identity (Underwood, 2003). 

 Packaging is defined as a marketing method because it is the main means to convey 

information to consumers at the point of sale about product elements and brand attributes 

(Silayoi and Speece, 2004). Kotler (2008) defined that packaging as all the design and 

manufacture of containers for a product. Packaging is a basic marketing tool (Barber, 

Almanza & Donovan, 2006). Packaging makes it easy to protect products during 

transportation is also very beneficial in minimizing loss and waste. It makes the product 

valuable on domestic and foreign markets (Maiksteniene and Auruskeviciene, 2008). 

Based on the definitions of diferent researchs, it can be said that Packaging is a 

decision, a plan of packaging products to supply in the market. These include deciding 

on basic elements such as size, shape, material, color, content and brand on the 

package and decisions about the information printed on the package such as: 

information on goods, information on the characteristics and quality of goods, 
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information on the origin of goods, information on instructions for use. (Arens, 1996; 

Silayoi and Speece, 2004; Ampuero and Vila, 2006). 

In this paper, the author uses the concept of Rund (2013), in the competitive 

market, packaging is a useful tool to achieve marketing goals and better satisfy 

consumer needs through its elements such as size, type, information printed on 

packaging, color, material and graphic.  

There are many different options for classifying packaging attributes. According 

to Smith & Taylor (2004), there are six variables that must be considered by the 

manufacturer and package designer when creating an effective packaging: form, size, 

color, graphics, material and flavor. Similarly, Kotler (2003) distinguishes six factors 

that must be assessed when making packaging decisions: size, form, material, color, 

information and brand. 

Vila & Ampuero (2007) and Underwood (2003) distinguish two groups of 

packaging attributes: graphic elements (colors, typography, shapes used and images) 

and structural elements (forms, size and materials). These two attribute groups are 

similar to classification of Smith & Taylor (2004), which do not include the 

information printed on packaging. Rettie & Brewer (2000) dividing elements of 

packaging into two groups: Information elements (e.g., brand slogan) and visual 

elements (images, typography, etc.).  

The author has used the classification of two groups of factors in this study for 

independent variables in this research.  In the group of visual elements have color, 

size, image, material. In the information element group, the author also uses only two 

factors: product and brand information to suit the product of FMCG and the 

Vietnamese market context. 

2.2. Role of packaging 

Packaging usually has the main parts: product protection, packaging, names, 

brand logo, brand protection signs and information describing goods on the packaging. 

Since then, the basic functions of the package include storing, preserving, transmitting 

information, and marketing functions (Soroka, 2002; Robertson, 2013). According to 

Ampuero & Vila (2006), packaging in addition to product storage, labeling, protection 

and identification also plays an important role in attracting consumers. 

Today, the role of packaging has changed due to competition and the need for 

changes in the design and manufacture of packaging suitable for the product (Ahmad et al, 

2012). Packaging and brand are the factors that have a great influence on consumer 
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choices. Consumer buying behavior varies with each product they purchase in order to 

better satisfy their needs and desires (Rettie & Brewer, 2000) and the basic purpose of 

considering packaging options is to to analyze those options and their effects on purchase 

intention and how consumers decide to choose in different types of packaged products 

(Erzsebet & Zoltan, 2007). Most enterprise consided packaging and brand as the tool to 

create a first impression for consumers. The good packaging will attract consumers' 

attention to new products (Alice, 2006). Some other author such as: Bonne & France 

(2001), Undewood, Robert L & Klein, (2003), Silayoi & Speece (2004), M. Deliya & J. 

Parmar (2012) also stated that the all products need to use packaging. 

According to Kotler & Keller (2008), packaging is one of the effective tools of 

marketing. Well-designed packaging can add value to the consumer, while for 

manufacturers it is a means of stimulating consumption. Packaging is the fifth P in 

addition to the four Ps of marketing mix: Product, price, place and promotion. 

Packaging play as a means of communication by their elements such as color, 

design, forme and message (Silayoi and Speece, 2004, 2007). In this sense, packaging 

help consumer to brand indentity, different products and create value of brand 

(Underwood, 2003; Ampuero and Vila, 2006). Packaging is particularly important in 

creating value-added for consumer with similar properties or alternative products such 

as milk or water (Schafer, 2013). 

Packaging can be the whole reason for a brand's existence because it 

communicates brand identity, draws attention in the commercial context and locates 

specific products. Packaging has been an integral part of product brand identity, such 

as the famous silhouette of Coca-Cola. From a marketing point of view, some authors 

argue that packaging design is a factor that enhances an organization's image along 

with logos, brochures and commercial advertisements (Bruce and Daly, 2007). 

2.3. The relationship between packaging and product brand 

First, researchs show that consumers buy products not only for the utility and 

functionality of the product, but also for the symbolic meanings of the product (Levy, 

1959; Solomon, 1983; McCracken, 1986; Belk, 1988). Symbol of product are consisting 

of 2 main directions: inward by building corporate culture or brand and external 

associated with social responsibility, social icons (Elliot 1997). Until the early 1990s, in 

some research, advertising was still an important tool in creating and conveying the 

cultural significance of brands to consumers (McCracken, 1986, Mick & Buhl, 1992).  
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Some other marketing methods have been overlooked in formulating the theory 

of brand communication with packaging itself. Packaging acts not only as a means of 

communication to convey the symbol, but also important for its symbolic contribution 

to the overall understanding of the company or its brand (Rapheal & Olsson, 1978). 

These include an increase in FMCG purchase decisions (Rosenfeld, 1987; Prone, 

1993), and a reduction in spending on brand by advertising tradition (Semenik, 2002) 

and making a difference, brand identity through packaging to consumers (Spethmann, 

1994; Markgraf, 1997; Swientek, 2001; Bertrand, 2002). 

Keller (1993) has provided the theoretical basis for the transition from packaging 

as a non-product attribute to an aspect of the product that influences the buying and 

selling process. This theory is built on theories such as symbolic interactionism (Blumer, 

1969; Hirschman, 1980; Solomon, 1983), brand concept management (Park, Jaworski & 

Maclnnis, 1986), brands customer-based (Keller, 1993). These concepts were then 

developed based on the theory of brand-consumer relationships (Fournier, 1998). 

A typical example of the impact of packaging on product brands is the work of 

Underwood et al., 2001. This study provides a theoretical framework that helps shape 

the communication effects of product packaging design with attention to the brand, in 

particular the important effects of incorporating product images or illustrations on the 

packaging of a product. Experimental results from virtual reality simulations show that 

packaging increases attention of consummer to the brand. 

 

Figure 1: Conceptual model of package design 

Source: Underwood et al. (2001) 
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The communication role of product packaging becomes important as managers 

find ways to overcome the confusion of the point of sale or shopping landscape to 

directly influence the attitude and behavior of consummer for brand. 

The limitation of this study is that it has not studied the influence of other 

attributes of packaging outside images to brand identity. While it is possible that other 

attributes such as color, size may have a relative effect on different products and in 

different shopping environments. 

2.4. The relationship between packaging and consumer behavior 

The consummer buying behavior represents the ways of choosing, consuming 

and buying goods and services to satisfy their needs and desires. There are actually 

many different processes involved in consumer buying behavior. Consumers will try to 

find the products and services they want to use, then they choose only products or 

services that give them greater benefits, and after choosing products and services, 

consumers tend to estimate the amount of money they can spend. 

Speece (2004) clearly demonstrates that packaging has a great influence on product 

marketing, acting as a tool to differentiate products, that is, helping consumers to choose 

products from a range of similar products and stimulate customer buying behavior. 

Research by Silayoi, P., & Speece, (2004) uses a focus group discussion method to 

understand how consumer behavior towards products and packaging elements play a role 

affecting to purchase decisions based on two basic groups of packaging attributes: Visual 

elements and informational printed elements. Visual elements play an important role, 

especially when there is time pressure and involvement level. 

 Figure 2: Conceptual model of packaging elements and product choice 

 

Source: Silayoi & Speece (2004) 
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The results show that the visual elements of packaging influence the choice of 

product, and graphics and colors are the biggest influences. Vivid images have the 

most positive impact on products with a lower involvement level. However, 

information elements are becoming increasingly important and affecting choices. 

Participants evaluate the product by reading the label if they have time to review the 

product more carefully. Providing appropriate information about packaging have a 

powerful impact on consumers' purchasing decisions. This information reduces 

uncertainty and creates product reliability 

However, the research is limited in explaining in detail the impact of packaging 

on intermediaries in consumer buying process models such as attitude, motivation, 

perception or purchase intention. Moreover, color is an important attribute but not 

mentioned by the author in research. 

Based on the research of Silayoi & Speece (2004), in 2007, Vila & Ampuero 

proposed a research model on the factors of packaging that influence on consumer 

behavior. Packaging is divided into two groups elements: Graphic elements include 

color, writing, shapes, images and groups of structural elements including: form, 

container size and materials.  

Figure 3: The role of Packaging in positioning an orange juice 

 

Source: Vila & Ampuero (2007) 

The results of this study showed the image element has the strongest impact. 

However, the research has not established the influence of the information elements on 

packaging in the buying behavior of consumers. 
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2.5. The relationship between packaging and consumer emotion 

The variety of products and the shopping environment make packaging an 

important role at the point of purchase. The impact of packaging on consummer 

emotion is assessed through three main points: Consumer attention (Pieters, Rik, 

Rosbergen & Wedel, 1999; Underwood, Klein & Burke, 2001); Recognition 

(Wakefield et al., 2002), and positively influences the buying decision (Nancarrow, 

Wright & Brace, 1998; Underwood, 2003; Silayoi, Pinya & Speece, 2004). From the 

perspective of consumer behavior, these three criteria coincide with three different 

types of responses: emotional, cognitive and behavioral responses. 

Previous studies have shown that emotion can influence human reactions (Mano, 

1991). Lau-gesk and Meyers-Levy (2009) add that consummer's motivation and 

attitude are governed by emotion. In addition, Vuilleumier (2005) has demonstrated 

that emotional evidence increases attention and cognitive control. 

Positive emotions expand the visual attention that comes from the positive 

stimuli of marketing and advertising tools (Wadlinger & Isaacowitz, 2006). Dewitte 

(2008) shows that emotions strongly influence consumers' attention and promote 

passive actions. A recent study by Liao (2012) comprehensively assessed the impact of 

some packaging attributes on consumers' unconscious emotions by using two research 

methods as a research method. electro-mechanical facial (EMG) and self-assessment 

research (SAM) 

Figure 4: The impact of packaging elements on consumer‟s unconscious emotion 

 

Source: Liao (2012) 

 The results show that packaging can evoke emotional responses such as: 

attention, recognition, positive perception through images but not colors and fonts. 

However, the results from the self-assessment measures show that images, colors, and 

fonts have a significant effect on consumers. This study represents one of the first 
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studies to investigate consumer surveys on images, colors, and fonts of packaging 

using facial electrophysiology. 

 The strength of the study is to demonstrate the impact of some packaging 

attributes on the unconscious emotions of consumers. However, the information 

attributes on packages have not been studied, while they are important factors for 

FMCG. 

2.6. The relationship between packaging and purchase intention 

The purchase intention is the ability to buy a product in the future. In other 

words, it also means that consumers are likely to buy the product after evaluation. 

Consumers with a high purchasing intent often lead to behavior buying (Keller, 2001). 

There are several factors that influence purchase intention of consummer. For 

example, brand, packaging and experience of a shopping companion. The purchase 

intentions help company predict consumer behavior in the future and develop 

appropriate marketing strategies. Therefore, the company need to enhance purchase 

intention from which to directly lead to their actual buying behavior (Morwitz, 2004). 

Packaging has a strong impact on purchase intention of consummer, especially at 

point of sale. In fact, packaging has become an essential part of the sales process 

(Rettie & Brewer, 2000). The products of FMCG currently available in supermarkets 

have increased consumer choice. In addition, competition among products FMCG is 

also increasing. Previous studies have shown that consumers view the packaging as a 

shelf salesman (Rettie & Brewer, 2000). Moreover, packaging is considered a major 

means of public relation and branding (Rettie & Brewer, 2000). Quazi (2008) 

demonstrates a positive correlation between purchase intention and packaging. 

Coulson (2000) suggests that consumers are more health conscious and pay more 

attention to packaging. In contrast, purchase intention is also influenced by packaging 

material and packaging design (Deliya & Parmar, 2012). 

Products of FMCG are often purchased without "planning" and two-thirds of 

buying decisions are made at the point of sale (Kollat and Willet 1967). Purchase 

intention of consummer with this product comes quickly based on evaluation, analysis 

of information on the product at the point of sale (Russo, Medvec & Meloy, 1996). 

Packaging is also one of the useful tools to convey information to consumers, helping 

the process of purchase intention to buying decision occur faster.  
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2.7. Research in Vietnam 

 In Vietnam, the package has not been much interested by many researchers. 

Recently, packaging has appeared in some of studies but not as a central element of the 

research 

In the research "Research brand loyalty of Vietnamese consumers in the FMCG 

group" by Ho Chi Dung (2013). Packaging is not a factor in the research model, but 

research results indicate that packaging is a factor that contributes to increased gas 

value for the product. The second is the research by Hoang Thi Bao Thoa (2014) 

"Some factors affecting the green consumption behavior of Vietnamese people", 

Packaging is not the main factor in the research model but the same with the price, 

promotion and in-store advertising elements affecting the sale of enterprise. 

3. Discuss the results 

A review of studies has shown that there is a classification of packaging elements 

that influence consumer purchasing decisions. Some researchers try to test all possible 

packaging elements and their impact on consumer purchasing decisions (Silayoi & 

Speece, 2004; Silayoi & Speece, 2007; Butkeviciene, Stravinskiene & Rutelione, 

2008), while others focus on some of the individual elements of packaging that 

influence consumer purchasing behavior (Vila & Ampuero, 2007; Madden et al., 2000; 

Underwood et al., 2001; Bloch, 1995). 

In addition, some researchers investigate the impact of packaging and its 

attributes on consumer purchasing decisions (e.g., Underwood et al., 2001), while 

others research on a stage of consumer buying decision making process (Butkeviciene 

et al., 2008). 

Moreover, the abundance of research on this issue in the world does not provide 

unanimous answers about the impact of packaging attributes on consumer purchasing 

behavior. The variety of results in this area depends not only on the research models 

developed and the method used, but also in the context of the research. All the above 

mentioned confirm the need to investigate this issue in more detail. The author wants 

to raise the question of how final packaging affects the different stages of the 

consumer purchasing decision (purchase intention is an example). And which attribute 

of the packaging is the strongest influence on the purchase intention of Vietnamese 

consumers to buy FMCG. 

In this study, the author wants to determine the relationship between the 

independent variable which is the packaging (including two groups of attributes: visual 
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element and information printed) and the dependent variable is the purchase intention 

of consumers. 

Visual elements include color, size, material, image. For low involvement, there 

is a strong impact from marketing communications, including image building, on 

consumer decision-making. Evaluation of attributes is of less importance in low 

involvement decisions, so visual elements become critical (Grossman and Wisenblit, 

1999). For many consumers in low involvement, the package is the product, 

particularly because impressions formed during initial contact can have lasting impact. 

As the product attribute which most directly communicates to the target consumer 

(Nancarrow et al, 1998) 

Information printed include: Product information and brand. The behavior of 

consumers toward products characterized by high involvement is less influenced by 

image issues and visual response (Kupiec and Revell, 2001); in such cases consumers 

need more information. Written information on the package can assist consumers in 

making their decisions carefully as they consider product characteristics. However, 

packaging information can create confusion by conveying either too much information 

or misleading and inaccurate information.  

4. Conclusion 

 Although considered an effective marketing tool, packaging is still an 

underdeveloped field both academically and in research theory. The studies mainly use 

two theories, Philip Kotler's consumer behavior model and TRA (theory of reasoned 

action) and TPB (theory of planned behavior) by Ajzen and Fishbein. The use of other 

theoretical reasoning in explaining the effects of packaging on consumer behavior in 

general and purchasing intentions in particular are not yet common. 

 In Vietnam, packaging has not really received the attention of researchers in the 

country. No studies have considered product packaging as a central factor, analyzing 

the effect of packaging attributes on purchase intentions of consumers. 

In the review, the author found that: in the context of research in developed 

countries such as England (Underwood, 2003), Newzeland (Liao, 2012) and Italy 

(Butkeviciene, Stravinskiene & Rutelione, 2008). Packaging is considered only with 

visible attribute groups, the group information elements are not included in their 

research models because in these countries, the transparency of information on the 

packaging of products is high and the law is very clear. However, in the research 

model of Silayoi & Speece- an author from Thailand - a country with an economy 
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quite similar to Vietnam, the group information printed on the packaging becomes 

important. Due to the growing economic situation, environmental pollution, unsanitary 

food safety, unclear regulations on product quality, consumers' trust is not high, 

especially FMCG products. Since then, the author found a heterogeneity in the 

research results in the field of packaging. Therefore, in the next studies, the author 

wants to re-test the relationship between the packaging and the intention to buy of 

consumers, especially the information printed on the packaging in the context of 

Vietnam. 
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Abstract: 

This study examines the impact of brand personality on brand attachment through the 

mediating effect of brand trust. This instrument, which consists of 37 indicators, was drawn 

upon literature. Each indicator was measured on a five-point Likert scale. Data was collected 

using convenient sampling through shop intercept surveys seeking voluntary participation of 

individual respondents, during post-shopping. Data was processed in SPSS, using process 

add on. The findings of this study indicate that there is a positive relationship between brand 

personality, brand attachment and brand trust. Brand personality is linked to brand 

attachment and brand trust individually. Further, brand trust has a mediating role on brand 

attachment. Thus, marketers can create brands with appealing personalities in order to 

generate trust within the customers regarding the brand. This trust in the brand will lead to 

attachment towards the brand resulting in loyalty towards the brand. 

Keywords: Brand personality, brand trust, brand attachment, purchase intention, 

customer loyalty. 

 

1. Introduction 

How do marketers maintain a long-term relationship with their target customers 

in a volatile market situation? What do the marketers do to ensure sustained customer 

loyalty to brands? On what grounds do consumers embrace a specific brand and tend 

to be committed to the same? These are, invariably, questions to eager and anxious 

marketers. Therefore, they humanise the brand to build unique consumer-brand 

relationships (Swaminathan, Stilley & Ahluwalia, 2009), which is called brand 

personality (Aaker, 1996; 1997; Caprara, Barbaranelli, & Guido, 2001). Consumers 

opt for brands that have a personality that is in sync with their self-image (Govers & 

Schoormans, 2005). Using attractive brands affects the way in which consumers view 
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themselves (Park & John, 2010). They use brands in numerous ways to develop an 

identity for themselves (Schembri, Merrilees & Kristiansen 2010). By using a brand 

with a brand personality in sync with their personality, they try to communicate to 

others about who they are or who they want to be. Individuals with low self-esteem, 

look for brands that would put across their ideal self, so as to be accepted by others 

(Swaminathan et al., 2009).  

Brand is a unique identity that is created in the mind of the consumer regarding 

the product. Brands are humanized by developing a suitable personality for them 

which is known as brand personality. They opt for products or brands that have a 

personality which goes hand in hand with their personality and self-image. Also, they 

tend to differentiate brands based on their personalities and believe that by using 

brands with appealing personalities they can enhance themselves. This brand 

personality further affects brand trust and brand attachment. Consumers expect an 

altogether different experience when it comes to brands (Schmitt, 2009). There is a 

difference in the way in which male and female consumers convey their personality 

when brand personality is concerned (Mulyanegara, Tsarenko & Anderson, 2009). The 

younger population focus on brands that are successful, sincere and vivacious as they 

do not want to relate themselves with brands that they believe are competent (Romero 

& Gomez, 2015). Places can also be differentiated on the basis of personality similar 

to products (Kaplan, Yurt, Guneri & Kurtulus, 2010). The country of origin, country of 

manufacture and the site of manufacture of the brand affect consumers‘ perception 

towards the personality of a brand and so they believe that the personality of a car 

manufactured in a developed country is far more superior than the one manufactured 

in a developing country (Fetscherin & Toncar, 2010). The nature and depth of the 

relationship that consumers share with a brand are dependent on the personality of the 

brand (Louis & Lombart, 2010). The choices that consumers make and also their 

preferences are determined by brand personality (Swaminathan et al., 2009). In the 

case of a wine brand, the display on the label of the bottle influences the brand 

personality perception (Boudreaux & Palmer, 2007). Park and John (2017) argue that 

people use brands to display their personal qualities to others. 

The personality trait of extroversion positively influences the brand personality 

dimension of excitement; on a similar note, the personality trait of agreeableness is 

positively connected to personality dimensions of sincerity, excitement and 

competence (Lin, 2010). Attractiveness, distinctiveness and self-expressive value of 

brand personality are positively related with each other (Kim, Han & Park, 2001). 
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Sophistication and excitement brand personality dimensions are strongly related with 

the way in which consumers perceive quality (Ramaseshan & Tsao, 2007). Sincerity 

brand personality are more family-oriented and display high morals, exciting brands 

relate to special occasions, competent brands are more professional in nature, rugged 

brands are masculine and sophisticated brands are feminine (Maehle, Otnes & 

Supphellen, 2011). Consumers use brands in three different ways namely symbolic, 

iconic and indexical (Schembri et al., 2010). Conscientious personality trait 

individuals prioritize brands that are trusted whereas individuals who get along well 

with others prefer sociable brands (Mulyanegara et al., 2009). Lieven (2018) has 

confirmed the role of assigning personality to brands for creating a sustained impact in 

the market. 

Loyalty towards a particular brand is majorly determined by brand personality 

(Guillen, Aleman & Ballester, 2003; Ramaseshan & Stein, 2014). When consumers 

find that the brand is related to a personality trait that they consider significant in order 

to maintain relationships with others, brand attachment and likelihood of purchase 

intensify (Swaminathan et al., 2009). The compatibility between the brand‘s 

personality and the consumer‘s personality has an effective response on the preference 

of the consumer (Govers et al., 2005). In the case of the wine brand, certain brand 

personality traits such as charming, successful, spirited and up-to-date are more 

strongly associated with intent of purchase (Boudreaux et al., 2007). The relationship 

of the consumer with the personality of the brand will determine the commitment of 

the consumer with the brand (Ramaseshan et al, 2014). Brand personality has a 

positive influence on purchase intension (Wang & Yang, 2008). Park and John (2012) 

argue that brand personality is an appealing instrument that can resonate with 

consumers on so many levels for their self-improvement. It appears to be a convincing 

reasoning to buy brands with unique identity and reputation. The more the self-

expressive and distinct personality of a brand is, the higher consumers tend to examine 

the attractiveness of the brand which has a direct effect on positive word of mouth and 

an indirect effect on loyalty (Kim, Han & Park, 2001).  

The style of brand attachment indicates which category of customers are likely to 

be loyal and which category are not (Mende, Bolton & Bitner, 2013). Anxiously 

attached individuals opt for sincere brands and easily get attached to it without getting 

affected by any changes made in the personality of that brand, whereas, individuals 

with avoidant attachment styles, opt for exciting brands, but do not get attached to it 

and react to changes in the brand personality (Tuan, Tat, Shamsuddin, Rasli & Jusoh, 
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2012). Three factors affecting or influencing brand attachment are brand trust, brand 

familiarity and brand experience (Chinomona & Maziriri, 2017). Brand trust is a result 

of close acquaintance with the brand (Ramaseshan et al., 2014). Brand trust along with 

brand satisfaction results in brand attachment which further determines present and 

future purchases (Esch, Langner, Schmitt & Geus, 2006). Trust in the brand will lead 

to positive word of mouth, future purchase intensions and loyalty (Becerra & 

Badrinarayanan, 2013; Filo & Funk, 2008). Brand trust is not made up of one or two 

elements, rather, it is an interrelationship between sophisticated dimensions such as 

brand experiences, brand familiarity and brand satisfaction (Ha, 2004; 2005). Brands 

with a higher score on trust will lead to successful brand expansions (Reast, 2005). For 

low involvement brands, brand familiarity is sufficient to make the purchase decision 

whereas for high involvement brands involving risks, brand trust is a key factor (Elliott 

& Yannopoulou, 2007). Brand trust directly influences community identification (Ho, 

2014). Trust in the brand relieves the consumer of the perceived risks and the relative 

benefits of the product (Hawass, 2013).  

This study investigates what are the different dimensions of brand personality 

and the type of relationship that brand personality shared with brand attachment 

through brand trust. Current research identifies watch as a specific product to 

personify brand. Brand personality is a dimension that is very important to individuals 

when considering a brand of watch. They look up to the watch brand that they wear 

and try to portray to others about who they are or who they want to be. Also, 

individuals tend to judge others based on the brand they use. Attachment towards a 

brand is the strongest when satisfaction derived from the brand is high and also when 

the brand has positive elements of brand personality (Orth, Limon & Rose, 2009). 

Attachment influences the effectiveness and the continuity in the commitment towards 

the brand (Louis & Lombart, 2010; Belaid & Behi, 2011). The more individuals are 

attached to the brand, the more they are willing to make compromises in their time, 

money, energy and reputation in order to have a consistent and ongoing relationship 

with the brand (Park, Maclnnis, Priester, Eisingerich & Lacobucci, 2010). Brand 

personality, attachment and commitment will determine the level of loyalty of the 

individual towards the brand (Ramaseshan et al., 2014). Self-congruence can develop 

an emotional brand attachment (Malar, Krohmer, Hoyer & Nyffenegger, 2011).  

2. Theoretical background and hypotheses development  

The study ascribes its coherent theoretical underpinning to implicit-self theory, 

theory of self-concept and theory of self-congruity. Implicit theory argues that 
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fundamental human attributes are constant and many have profound impacts on 

people, how they relate to others, and what they achieve (Dweck, 2012). Past studies 

(Park & John, 2012; 2018) have explored the potential of implicit-self theory in 

explaining brand personality. Hong, Levy, and Chiu (2001) note that we can interpret, 

explain, and predict human behaviour consumers using implicit theories regarding 

personality traits. Self-concept, which has far flung implications in studying consumer 

behaviour (Sirgy, 1982), explains why people buy a particular brand of product. 

Kressman et al. (2006) find that self-congruity heightens consumers‘ involvement with 

a particular brand. Sirgy (1986), further, notes that consumers‘ urge to express their 

own-self, drive them to purchase goods and services. 

2.1. Brand Personality 

Aaker (1996; 1997) argues that personality is one of the most compelling aspects 

of many popular brands. want brands that can grab their attention and provide them 

with an enriching experience (Schmitt, 2009). The strength of the bond that consumers 

share with the brand is dependent on brand personality (Louis & Lombart, 2010). They 

have a perception that there is a reliable and valid scale of brand personality which has 

the following dimensions: Sincerity, Excitement, Sophistication, Ruggedness and 

Competence (Aaker, 1997). Places can also be differentiated on the basis of 

personality similar to products (Kaplan, Yurt, Guneri & Kurtulus, 2010). Male and 

female respondents differ in the way in which they express their personality when it 

comes to brand personality (Mulyanegara, Tsarenko & Anderson, 2009). Brands with 

masculine brand personality are generally male related and sophisticated brands are 

female-related (Maehle, Otnes & Supphellen, 2011). Individuals who desire to be in 

the company of others, are the ones who are influenced by brand personality in order 

to be accepted by others (Swaminathan, Stilley & Ahluwalia, 2009). Individuals use 

brands in a variety of ways to convey to others about who they are and who they want 

to be (Schembri, Merrilees & Kristiansen 2010). People opt for products that have a 

personality that is in sync with their personality (Govers & Schoormans, 2005). The 

personality of a brand must go hand-in-hand with its positioning and image 

(Ramaseshan & Tsao, 2007). Also the country of origin and the country in which the 

brand is manufactured has an effect on consumers‘ brand personality perceptions 

(Fetscherin & Toncar, 2010). Entity theorists draw their perceptions about people 

based on the brand they use and believe that by using appealing brand personalities, 

they can convey their positive self to others (Park & John, 2017; Park & John, 2010). 

Consumers have a strong perception about brand personality based on the 
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sophistication and excitement dimensions of brand personality (Ramaseshan et al., 

2007). The personality trait of extroversion positively influences the brand personality 

dimension of excitement; on a similar note, the personality trait of agreeableness is 

positively connected to personality dimensions of sincerity, excitement and 

competence (Lin, 2010). Competent brands are related with quality and expertise; 

exciting brands are related to special occasions whereas sincere brands are related to 

high morals (Maehle et al., 2011). Brand personality dimensions such as sincerity and 

sophistication have a positive influence whereas domesticity and professionalism have 

a negative influence on purchase intention respectively (Romero & Gomez, 2015). 

Country of origin of the brand positively moderates the association between the 

personality of a brand and the intension of purchase (Wang & Yang, 2008). 

Experience with the brand, personality of the brand and other variables of brand 

relationship such as brand commitment and brand attachment all determine the loyalty 

level of the consumer with the brand (Ramaseshan & Stein, 2014). The more attractive 

the personality of the brand is, the more it will generate positive word of mouth which 

will indirectly effect loyalty (Kim, Han & Park 2001). 

2.2. Brand attachment 

How committed an individual is towards a brand depends upon the level of 

attachment that they share with the brand (Louis & Lombart, 2010). Depending on the 

attachment style of the consumer, the preference of the consumer to be close to the 

brand or not can be identified (Mende, Bolton & Bitner, 2013). Attachment towards a 

particular brand is more when the brand has a positive dimension of personality (Orth, 

Limon & Rose, 2009). It is mainly triggered by the consumer‘s experience with the 

brand, how familiar the consumer is with the brand and most of all the level of trust 

that the consumer has in the brand (Chinomona & Maziriri, 2017). When the 

consumer‘s ideal self is in harmony with the consumer‘s actual self, emotional brand 

attachment comes into play (Malar, Krohmer, Hoyer & Nyffenegger, 2011). When 

they are highly attached to their brand of preference, they develop a strong feeling that 

their brand is out of the ordinary or stands out compared to other brands within the 

same product category (Belaid & Behi, 2011). Whether or not the consumer decides to 

make present or future purchase intensions will depend upon the level of attachment 

that the consumer has with the brand which in turn depends on the satisfaction quotient 

upon using the brand and the trustworthiness of the brand (Esch, Langner, Schmitt & 

Geus, 2006). Anxiously attached individuals opt for sincere brands and easily get 

attached to it without getting affected by any changes made in the personality of that 
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brand, whereas, individuals with avoidant attachment styles, opt for exciting brands, 

but do not get attached to it and react to changes in the brand personality (Tuan, Tat, 

Shamsuddin, Rasli & Jusoh, 2012). The more consumers are bonded to a brand they 

more they are willing to compromise on their money, time, reputation and energy 

(Park, Maclnnis, Priester, Eisingerich & Lacobucci ,2010). Attachment will determine 

whether or not the customer will remain committed to the brand. (Louis et al., 2010). 

Finally, there is a relationship between the brand personality and the consumer 

personality which helps in developing brand attachment. (Orth et al., 2009). Self-

congruence will give rise to increased emotional brand attachment. (Malar, Krohmer, 

Hoyer & Nyffenegger, 2011). The attachment pattern determines the customer‘s 

priority of proximity towards the brand which in turn helps to generate new customers. 

The level of loyalty, towards the brand among the target group can be studied from the 

attachment styles. The brand personality chosen is determined by the style of 

attachment towards the brand. Anxiously attached customers prefer brand personalities 

that are sincere and are usually seen to be attached to the brand. Hence any alterations 

made in the brand personality will not affect or influence them. Thus, they are likely to 

stick to one particular brand whose personality they prioritize. On the other hand, 

customers with avoidant styles of attachment prefer exciting brands but do not prefer 

sticking to the brands. Also any alterations made in the personality will not influence 

them and thus they do not display attachment towards a specific brand. (Tuan, Tat, 

Shamsuddin, Rasli & Jusoh, 2012; (Mende, Bolton & Bitner, 2013). The stronger the 

attachment of the consumers is with the brand, the more likely they are willing to give 

up their personal resources such as time, energy, money and reputation in order to 

deepen their relationship with the brand. Also, attachment is a better forecaster of 

actual behaviour compared to brand attitude strength. (Park, Maclnnis, Priester, 

Eisingerich & Lacobucci ,2010). The probability of a customer‘s future purchase will 

depend on the strength of the relationship with the brand. Future intensions for highly 

brand related customers are governed by satisfaction whereas trust and commitment 

are the drivers for low brand related customers. (Garbarino & Johnson, 1999; Esch, 

Langner, Schmitt & Geus, 2006). Brand attachment is heavily influenced by the 

familiarity with the brand, brand trust and also the experience with the brand 

(Chinomona & Maziriri, 2017). Consumers who are highly brand attached prefer to 

stick to their routine brand by displaying a behaviour of repetitive purchase. 

Consumers belonging to the group of high attachment believe that their brand stands 

out compared to other brands within the same product category (Belaid & Behi, 2011).  
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2.3. Brand trust 

Consumers who are related to the brand on a high note, are drawn by trust and 

commitment towards the brand (Garbarino & Johnson, 1999). In cases where the brand 

requires a high level of involvement during purchase, trust plays a key role in order to 

generate brand attachment, which is way more than satisfaction (Ballester & Aleman, 

2001). Brand trust plays a mediating role between the loyalty towards the brand and 

the popularity of the brand (Filo & Funk, 2008). However, the brand trust is not 

developed as a result of one or two components, instead it is an interrelationship 

between various complex components such as experience of the consumer with the 

brand, familiarity with the brand and satisfaction experienced by using the brand (Ha, 

2004; Ha, 2005; Ramaseshan et al., 2014). When consumers purchase brands which 

have a high level of risk and are priced quite high, brand trust is a major factor that 

contributes towards the decision of purchase (Elliott & Yannopoulou, 2007). Brand 

trust is generated by two dimensions of brand personality namely sincerity and 

ruggedness (Sung & Kim, 2010). Consumers intend to purchase a particular brand and 

spread positive word of mouth about it if and only if they trust the brand (Becerra & 

Badrinarayanan, 2013). It is easier for marketers to go in for brand extension 

strategies, when the trust profile of the brand is high (Reast, 2005). Brand trust and 

brand loyalty towards the brands are lowered in case of active brands (Molinillo, 

Japutra, Nguyen & Chen, 2017). Brand trust has a positive and important influence in 

the case of identification of a particular community of consumers (Ho, 2014). Brand 

trust plays a mediating role in brand attachment by interacting with one‘s values and 

beliefs (Ballester et al., 2001). By trusting the performance of a particular brand, 

consumers lower the level of perceived risk about that brand and also the relative 

advantages towards that product (Hawass, 2013). 

We hypothesize 

H1: Brand personality endorses brand attachment 

H2: Brand personality leads to brand trust 

H3: Brand trust leads to brand attachment 

H4: Brand personality and brand trust leads to brand attachment 
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Figure 1: Conceptual Diagram 
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3. Methodology 

3.1. Study design 

A cross-sectional design, with quantitative research approach, was used in the 

study.  

3.2. Instrument development 

The questionnaire contained three major items such as Brand personality, Brand 

trust and Brand attachment, which were drawn respectively from Aaker (1997); 

Garbarino and Johnson (1999); Park, Maclnnis, Priester, Eisingerich & Lacobucci 

(2010). 

3.3. Items and measures 

The questionnaire included three different constructs namely brand personality, 

brand trust and brand attachment. Further under brand personality there were five 

major dimensions namely sincerity, excitement, sophistication, ruggedness and 

competence. All the items were measured on a five-point Likert scale from 1 being 

strongly disagree to 1 being strongly agree. The questionnaire consisted of a total of 37 

indicators.  

The reliability analysis was conducted to know the robustness of the constructs. 

Reliability was measured using Cronbach‘s Alpha (Hair et al., 2013). Brand 

personality reported the highest level of internal consistency by registering a reliability 

value of 0.967 (Hair at al., 2013). The other two constructs such as brand trust and 

brand attachment recorded reliability values of 0.780 and 0.951 respectively. 

3.4. Sampling design 

Purposive sampling technique was used to collect relevant data. Only those 

respondents, who were in favour of branded watch, were included in the survey. 

Brand 

trust 

Brand  

personality 

Brand 
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Majority of the respondents possessed Titan watch brand and, not surprisingly, Titan 

itself was their favourite watch brand.  

3.5. Tools of analysis 

The data was analysed in SPSS version 22. Linear regression using process 

analysis was the major analytical tool. 

4. Results and analysis 

Results indicate that all the dimensions of brand personality influence brand 

attachment, but more specifically, competence and ruggedness are the prominent 

drivers of brand attachment. Brand trust and brand attachment are significant with age 

of the respondents. Brand personality and brand attachment are significant with 

educational qualification. When it comes to income of the respondent only brand 

attachment has a significant effect.  

The process test was conducted for all the constructs to understand their 

interrelationship. The model under consideration represents model number 4, where 

brand trust was the mediator, brand personality was focus antecedent and brand 

attachment was focus outcome. 

Figure 2: Statistical diagram with paths 

 

 

 

 

                                                                                                    

 

 

From the process output, in the annexure table, we can infer the following.  

Outcome Variable: Brand trust 

ai = 0.4367 is the coefficient of the path from brand personality to brand trust.  

Brand personality significantly affects brand trust. In other words, brand 

personality leads to brand trust and has a positive impact on it. Therefore, as brand 

Brand Trust 

Brand 

Personality 

Brand 

Attachment 

bi = 

0.6051 
ai = 

0.4367 

c` = 0.3273 
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personality increases, brand trust also increases. Also, brand personality has 24.69% 

impact on brand trust.  

Outcome variable: Brand attachment 

c` = 0.3273; p<0.01 is the coefficient of the path from brand personality to brand 

attachment 

bi = 0.6051 is the coefficient of the path from brand trust to brand attachment. 

We infer that, brand personality significantly affects brand attachment and brand 

trust also significantly affects brand attachment. This implies that brand personality 

has a positive impact on brand attachment and brand trust also has a positive impact on 

brand attachment. Therefore, as brand personality increases, brand attachment also 

increases. Similarly, as brand trust increases, brand attachment also increases. 

Both Brand Personality and Brand Trust have 44.24% effect on brand attachment 

compared to the individual influence of brand personality on brand attachment and 

brand trust on brand attachment.  

Direct effect: There is a positive relationship between brand personality and 

brand attachment and it is significant.  

Indirect effect: The indirect effect between brand personality and brand 

attachment through the mediating brand trust is also significant, indicating that there is 

model fit. 

There is minimal mediational effect of brand trust between brand personality and 

brand attachment. The findings suggest that there is an interrelationship between the 

three constructs. Firstly, brand personality has a positive significance on brand 

attachment. In order words, as the brand personality increases, brand attachment also 

increases. The more consumers are able to differentiate brands based on their 

personality, the more likely they will be attached to their brand of preference. 

Secondly, brand trust positively influences brand attachment. As brand trust increases, 

brand attachment also increases. The more consumers believe that their brand will 

always live up to their expectation and never fail them, the more likely they will be 

attached to the brand. Lastly, brand personality and brand trust together, positively 

influence brand attachment. Thus, brand trust has a minimal mediational role between 

brand personality and brand attachment. This implies that there is a model fit. 
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5. Discussion 

Individuals believe that by using a particular brand with a particular personality, 

they can convey to others about who they are or who they aspire to be. They usually 

opt for brands that have a personality that suits their self-image. Entity theorists 

(Dweck & Leggett, 1988; Dweck, 2000) tend to judge people on the basis of their 

brand choice. Perceptions are formed about individuals based on the brand they use. 

People who long to be accepted by others are the ones who are drawn by brand 

personality. In the light of the present study, we endorse the assertion of Park and John 

(2012) on the ubiquitous nature of brand personality, as an important aspect of why 

brands are so important in the lives of consumers. 

Once consumers find that the personality of their brand goes hand in hand with 

their self-image, they tend to get emotionally attached to the brand (citation). The 

brand becomes a part and parcel of their life. They become emotionally bonded with 

the brand. The more they become attached to the brand, the more they are willing to 

compromise on their personal resources such as time, money, effort and reputation. 

Hence, attachment with the brand leads to loyalty with the brand and also positive 

word of mouth. Consumers think of the brand frequently when confronted with that 

particular product category. Also, there are high chances that consumers will purchase 

the same brand in future as they had purchased in the past. In this study, Results also 

indicated that Titan users were more likely to purchase this same brand of watch in 

future. 

6. Implications and future research scope 

Results of our study confirm that consumers opt for watch brands that have a 

personality that goes hand in hand with their personality. Thus, consumers have a high 

regard for brand personality while considering their brand of watch. Hence, marketers 

must build brand trust in the consumers by working on the brand personality. This 

enables marketers to concentrate on developing the right personality for the right 

brands, so that consumers can relate themselves to the brand which in turn leads to 

purchase intension and loyalty towards the brand. It also focussed on understanding 

how much consumers trusted their brand and the extent to which they are attached to 

their brand. The insight from this finding reminds marketers to concentrate on 

developing the right personality for brands, so that consumers can relate themselves to 

the brand which in turn leads to purchase intension and loyalty towards the brand. 

Eventually, marketers can build brand trust in the consumers by working on the brand 

personality. 
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Brands, these days, are competing in the market like never before. The aim of the 

organizations is to have the consumers think about their brand first when confronted 

with a particular product category. By doing so, they can gain competitive advantages 

and sustain their position in the market. This study helps marketers to understand the 

exact requirements of their target audience. Accordingly, they can design brands with 

unique and appealing personalities that suit the image of the consumer. Marketers 

should focus on the five main dimensions of brand personality namely sincerity, 

excitement, sophistication, ruggedness and competence as these factors lead to 

attachment towards the brand.  

Another aspect that marketers can focus on is enhancing the brand experience of 

the consumer. Consumers want brands that can grab their attention and provide them 

with an enriching experience (Schmitt, 2009). Consumers want something different 

when it comes to brands. Therefore, marketers should direct their actions towards 

understanding what exactly makes their consumers happy. Brand experience along 

with brand satisfaction will eventually lead to brand trust and brand commitment. 

Once the consumer is committed to the brand, then loyalty comes into picture. They go 

about spreading positive word of mouth and always consider the brand when making 

future purchases.  

Cross-sectional design of the study and limited geographical coverage may limit 

its potential to generalise the results in a broader perspective. We also acknowledge 

the drawback of personality scale (Aaker, 1997) used in the study, as aired by Azoulay 

and Kapferer (2003). Lieven (2018) has laid a foundation for building a global brand 

personality inventory. Future research must give emphasise in brand personality 

research. Moderated-mediation studies appear to relevant to comprehend the role of 

various demographic attributes on the items of the current investigation. 

7. Conclusion 

The study has confirmed the brand trust functions as a mediator between brand 

personality and brand attachment. The findings are consistent with the three theoretical 

paradigms such as implicit-self, self-concept, and self-congruity. Consumers make 

explicit choices patronising a particular brand to express themselves in the social 

circles. This study focused on watch. They get emotionally attached to the watch 

brand. In order to possess the particular brand of watch of their choice, they are willing 

to compromise on their resources, time and effort. Hence, consumers have a high 

perception regarding all the three constructs of the brand. 
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Appendix 1: Output of Mediation Analysis 

Run MATRIX procedure: 

 

*************** PROCESS Procedure for SPSS Version 3.3 ***************** 

 

          Written by Andrew F. Hayes, Ph.D.       www.afhayes.com 

    Documentation available in Hayes (2018). www.guilford.com/p/hayes3 

 

********************************************************************* 

Model: 4 

    Y: BR_ATTAC 

    X: BR_PERSO 

    M: BR_TRUST 

 

Sample 

Size:  290 

 

********************************************************************* 

OUTCOME VARIABLE: 

 BR_TRUST 

 

Model Summary 

          R       R-sq        MSE          F        df1        df2          p 

      .4968      .2469      .2870    94.3989     1.0000   288.0000      .0000 

 

Model 

              coeff         se          t          p       LLCI       ULCI 

constant     2.0860      .1846    11.2980      .0000     1.7226     2.4494 

BR_PERSO      .4367      .0449     9.7159      .0000      .3482      .5251 

 

************************************************************************** 

OUTCOME VARIABLE: 

 BR_ATTAC 

 

Model Summary 

          R       R-sq        MSE          F        df1        df2          p 

      .6652      .4424      .3511   113.8710     2.0000   287.0000      .0000 

 

Model 

              coeff         se          t          p       LLCI       ULCI 

constant      .1887      .2454      .7693      .4424     -.2942      .6717 

BR_PERSO      .3273      .0573     5.7127      .0000      .2145      .4400 
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BR_TRUST      .6051      .0652     9.2836      .0000      .4768      .7334 

 

****************** DIRECT AND INDIRECT EFFECTS OF X ON Y ***************** 

 

Direct effect of X on Y 

     Effect         se          t          p       LLCI       ULCI 

      .3273      .0573     5.7127      .0000      .2145      .4400 

 

Indirect effect(s) of X on Y: 

             Effect     BootSE   BootLLCI   BootULCI 

BR_TRUST      .2642      .0492      .1684      .3620 

 

*********************** ANALYSIS NOTES AND ERRORS ************************ 

 

Level of confidence for all confidence intervals in output: 

  95.0000 

 

Number of bootstrap samples for percentile bootstrap confidence intervals: 

  5000 

 

NOTE: Variables names longer than eight characters can produce incorrect output. 

      Shorter variable names are recommended. 

 

------ END MATRIX ----- 
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Appendix 2: Questionnaire used for the study 

Brand Personality (Modified from Aaker, 1997) 

1. My watch is comfortable 

2. My watch is genuine 

3. My watch is reliable 

4. My watch is radiant 

5. My watch is adventurous 

6. My watch is dashing 

7. My watch is out of the ordinary 

8. My watch is trendy 

9. My watch is elegant 

10. My watch is boastful 

11. My watch is appealing 

12. My watch is passionate 

13. My watch unbreakable 

14. My watch is indestructible 

15. My watch is suitable for outdoor exposure 

16. My watch is durable 

17. My watch consistently good in quality 

18. My watch has an obligation to do something 

19. My watch is a trustworthy 

20. My watch is effective 

Brand Trust (Modified from Garbarino & Johnson, 1999) 

 The performance of this watch always meets my expectations 

 I can count on this watch to perform its best 

 I cannot always trust the performance of this watch to be good 

 This watch is a reliable  

 The quality of the production of this watch is consistently high 

 I worry that the performance of this watch will not be up to the mark 

 I am concerned that the performance of this watch will not be worth the money 

Brand Attachment (Park et al., 2010). 

1. To what extent is (brand name) part of you and who you are?  

2. To what extent do you feel personally connected to (brand name)?  

3. To what extent do you feel emotionally bonded to (brand name)?  
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4. To what extent is (brand name) part of you?  

5. To what extent does (brand name) say something to other people about who 

you are?  

6. To what extent are your thoughts and feelings toward (brand name) often 

automatic, coming to mind seemingly on their own? 

7. To what extent do your thoughts and feelings toward (brand name) come to 

your mind naturally and instantly? 

8. To what extent do your thoughts and feelings toward (brand name) come to 

mind so naturally and instantly that you don‘t have much control over them? 

9. To what extent does the word (brand name) automatically evoke many good 

thoughts about the past, present, and future? 

10. To what extent to you have many thoughts about (brand name)? 
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Abstract: 

This research investigates consumer attitudes to promotional activities in building the 

brand of high-class coffee shops in Ho Chi Minh City. Quantitative method is applied in the 

research, number of the sample will be selected in 100 samples. This research is done with 

only four in five parts of critical promotion tools such as advertising (through media), sales 

promotion, public relations, and personal selling. The paper has not focused on components 

that affected brand equity such as 4P.  The results showed that consumer attitude toward PR 

and personal selling have strongest effect in choosing the high-class coffee shop or increasing 

its brand equity. Advertisement such as television advertising had no effects on company 

properties; also, sale promotions had negative effects on the decision of the customer. 

Keywords: Band equity, consumer attitudes, high-class coffee shops, marketing mix, 

promotional activities.  

 

1. Introduction 

Coffee is one of the most attractive industries in Vietnam. This is reflected in the 

struggle to buy coffee beans of FDI enterprises, to compete for the market share of 

Nestlé, Trung Nguyen and more and more high-chain coffee shops. Foreign levels 

appear in Vietnam. Since 2013, the Vietnamese coffee market has really heated up 

when Starbucks started increasing its presence and then the Korean coffee chain 

Coffee Been, the American brand PJ's Coffee and the domestic chain such as The 

Coffee House, Trung Nguyen, Highlands, Phuc Long, Passio, Runam Cafe…Up to 

now, the Highlands system owns the largest number of shops with nearly 150 stores in 

many provinces. Starbucks has about 30 stores, Trung Nguyen with more than 60 
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stores, The Coffee House with 80 stores. No chain has expressed the intention to stop 

at a certain number but continue to have investment plans to expand and develop. 

Buying coffee from Vietnamese consumers is quite easy, they have many choices 

in coffee shops in terms of categories and prices are expected to face strong 

competition from food service stores. Running business the coffee shop is a 

development business type because of the attraction of extremely large customers. The 

need of enjoyment and entertainment become essential for people not only enjoy the 

taste of coffee cups, milk tea, delicious food of the restaurant but also factors such as 

customer service, interior space, architecture are also related the shop's profit.  

The number of coffee shops is constantly increasing because many consumers 

consider it a meeting place for friends and family members and for business meetings. 

Besides, there are many people who choose high-class and luxurious cafes to express 

themselves or follow the check-in trend of younger. The coffee shops owner are 

expected to increase their investment in marketing activities to stimulate demand for 

coffee. In particular, how to build a brand for customers to use, remember and come 

back to being a loyal customer. 

In that background, one of the drawbacks of Vietnam enterprises is building their 

brand, many Vietnam brands were occupied efforts to sentiments of consumers. 

However, there are many struggling businesses in creating their own brand. 

The brand is a set of providing components for targeted customers that they 

required values. According to this viewpoint, the product is only a part of the brand, 

main function of the product provides functional benefits to customers. The dimension 

of the promotional mix such as Advertising, Personal Selling, Sales Promotion, Public 

Relations are also the components of the brand.  

The research will be addressed the following issues: 

- Modify and correct measurement scale of attitudes for advertising, attitudes 

for promotion, attitudes for PR and attitudes for personal selling of high-class 

coffee shops; 

- Determine the impact of consumer behavior through measurement of 

consumer's attitudes for each advertising tool, sale promotion tool, PR tool and 

personal sales to the brand equity of high-class coffee shops, thus it helps managers 

who allocate a reasonable budget in branding process in order to provide high 

efficiency. 
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2. Literature review and hypotheses 

Definitions and concepts 

A coffee shop or cafe or café is a place designed or built primarily to serve 

customers with processed coffee or other hot drinks. The cafe has some of the 

characteristics of a bar combined with some of the characteristics of a restaurant, but 

it's completely different from a cafeteria. The cafe is a place to focus on selling coffee, 

tea, hot drinks, and light snacks, but some cafes in the Middle East or West Asia, the 

cafe is also a place to smoke shisha. A cafe shop is a place of social activities, a place 

for social components to talk, write, read, relax, kill time ... can be individuals or 

groups of 2-3 people upwards, can also be a quiet place of couples (Cowan B, 2005). 

Coffee brand shop (high-class coffee shop (Farm C, 2017) is defined as only 

famous and luxurious cafes for meetings, high-class business desks. The target 

audience of this type of shop is people who have good and high incomes, need space 

to meet and talk with partners or want a relaxing space. Space is designed luxurious, 

professional, modern, quiet. Products used for serving are tea, coffee (coffee machine, 

coffee filter), juices, cakes, snacks, and other dishes that can be ordered for breakfast, 

lunch, and dinner. 

The needs of high level 

According to (Maslow A H, 1943), humans have a tendency towards higher 

needs after lower needs have been satisfied. Humans usually act on need, the very 

satisfaction of needs makes them satisfied and encourage them to act. In other words, 

needs satisfied and satisfied to the utmost are the purpose of the action of humans. 

According to that way of consideration, needs become an important motivation and 

influencing needs will change human behavior. Maslow‘s hierarchy of needs has an 

important implication for administrators. 

Esteem needs: The need for respect (Esteem) is also called the need for 

recognition. In Maslow's demand tower, this is the need to talk about the desire to be 

loved and respected by people in the organization and society. Correspondingly, level 

4 customer service will require giving customers a sense of respect and special 

attention. For example, customer loyalty programs, enabling customers to connect 

with affiliate brands. 

Self-actualization needs, Express yourself level 5 in Maslow's Hierarchy of 

Needs - Self-actualization needs are considered to be the highest needs in the Maslow 

scale. It is the desire to express yourself, to assert yourself in life or in other words, to 
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live, work according to your passions and personal interests, devoting yourself to the 

community. Corresponding at this demand level, customer service will have to help 

customers feel confident in themselves - making customers feel knowledgeable even 

when they are ignorant of the product, making They feel they are making the right 

choice by cheerfully supporting the purchase decision with extra services, making 

them feel important, not only for you but also for others in life or in the community. 

Maslow's Hierarchy of Needs explains why a company can't really meet customer 

service needs without ignoring the most basic needs group or focusing only on the 

high-end needs group. 

Consumer attitudes 

It is said that customer is each person who likes entity, products or thing, service, 

place, and dislikes that. The customer attitude seems to understand as the 

preponderance of persons in a group feel about the product or service ....by one or 

another way and this could affect the marketing in positive or negative ways. One of 

the main reasons businesses want to conduct marketing research is to understand 

customer behavior. The attitude leads to the desired behavior of customers in making 

decisions to buy goods and services. In general, attitude is a very important concept in 

marketing research since it is only after mastering the concept of attitudes, the 

researchers can know the factors affecting the behavior of consumers in the decision-

making process to purchase a product or service. Businesses learn about the attitude 

barriers that occur during the purchase process so that businesses can come up with 

optimal strategies through marketing activities that solve the obstacle problems (Currie 

M, 2019).  

There are many concepts of attitude such as the one from (Athiyaman A, 2002), 

attitudes are related to evaluating results of behavior implementation, and according to 

(Schiffman L G and Kanuk L L, 2000) the attitude is an mental expression that reflects 

the tendency to positively or negatively evaluate a particular object (for example, a 

brand name, a product or a service...) as a process of psychological, attitudes cannot be 

directly observed, but attitudes can be inferred from the words and behaviors of human 

beings. Attitudes as said by (Hayes N, 2000) can also be defined as a human nature 

that is formed from the knowledge to react favorably or aversely to a specific object. 

There have many several models of behavior, in which a three-component model 

of attitudes (tricomponent attitudes model) is accepted widely. This is the CAC model 

suggested by (Schiffman L and Kanuk L, 2004)  
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The above component included three basic components, (1) cognitive component 

(beliefs); (2) affective component (feelings) and (3) conative component (behavior). 

These three components are built-in theory. In reality, many research showed that 

three components are usually grouped into two components, in which affective 

component and conative component grouped together.  

The cognitive component expressed awareness of consumers about certain 

brands. Cognitive component expressed in the form of trust, otherwise, consumers 

believe that brands have certain characteristics that they expected.  

The conative component also reflected in the evaluation. Consumer evaluates 

brand in the form of good and bad, friendly, aversion. And the conative component in 

consumer trends will perform a specific action. 

The affective component is the reaction of emotion such as like or dislikes that 

people have a respondent toward an attitude of the object. The attitude of a person to 

things cannot be judged solely by beliefs because emotions and cognitive processes 

work simultaneously on an object of attitude. The attitude toward brand beliefs has 

judged base on the combine of influence of feelings and emotions (Agarwal J and 

Malhotra N K, 2005). 

Figure 1: Three-component models of attitudes 

 

 

 

 

 

 

 

 

Source: Schiffman LG & Kanuk  LL .(2004) 

In addition, above model, (Fishbein, M., Ajzen and I, 1975) also came up with 

multiattribute attitude theory and it is also commonly used in research of consumer 

behavior. This theory is still considered three basic components of attitudes, although they 

are expressed in different forms. According to theory of multi-attribute of attributes, 

conative component is considered attitude. Attitude towards a certain brand X and the 
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relationship between attitudes and brand X  and consumer bahavior, it is shown in 

Figure 

Figure 2. Attitude Model of attitude - belief for a brand 

 

 

Source: Fishbein, M., Ajzen and I. (1975) 

There have been many types of research that referred to the relationship between 

marketing activities to brand equity accessed to the consumer. (Boonghee Y, Naveen 

D and Sungho L, 2000) have made researches from deployment model of (Aaker D A, 

1991). Their research examines how are their components of brand equity related to 

brand equity. Below is structure-frame that authors had provided for their researches: 

Figure 3: Concept model of brand equity 

 

   

 

 

Source: Boonghee Y, Naveen D and Sungho L, (2000) 

In the book of (Thọ N Đ and Trang N T M, 2007) marketing researches and 

solves effective ways of competing in business through the functions of Marketing: 

segmenting customers, researching, understanding and satisfying their needs through 

four main tools (4Ps-Product, Pricing, Promotion, and Place). The importance of 

marketing as an indispensable function in business: Marketing department in the 

company will perform the role as a bridge between customers and other parts of the 

business, to achieve the goal of satisfying the customer's demand in the best way by 

bringing value to them. By the research in 2015 (Tho N D, Trang N T M and Olsen S 

O, 2015) had indicated that the overall impact of promotional tools for brand equity. 

In-depth research of three authors as find a new way to show the relationship to each 

component of brand equity and interaction between them. The author came up with 

components of brand equity and the impact of attitudes toward promotion in general to 

components of brand equity. 
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Promotional mix 

One of the four-element of the marketing mix ( including product, price, 

promotion, and place ) is promotion which communicates the link between businesses 

and customers with the targets of the influence, information, and persuasion of the 

purchasing decision of customers or potential customers as well as help them realize 

and good impression of company and trademark of company (McCarthy, Jerome E, 

Brogowicz and A A, 1981). The promotion mix is described in marketing as a 

combination of promotional components which the marketers choose to help the 

enterprise achieve their targets. The promotion mix is known as one subset of the 

marketing mix. The challenge in achieving optimal marketing plan results is that 

marketers find the best way to select and allocate budgets for the elements of mixed 

promotion and find out the combination between those factors (Boone L and Kurtz D, 

2010). There are many activities that are considered elements of a promotion mix, but 

typically the following: Advertising, Public Relations, Personal Selling, Sales 

promotion, Direct Marketing (Drives P, 2018). 

Advertising 

There are many viewpoint to share this issue, however, according to (Kotler P, 

2000) an integrated promotion program consists of some main tools below: 

Advertising is most common method are applied, it expressed in many ways in 

order to target a large advertising market on television, radio, newspapers, magazines, 

posters, outdoor posters, leaflets in public places,...Each advertising media give low 

efficiency varies with different costs. Among other advertising medium, television is 

most effective means by a wide range of influences, there is no object selected to 

receive information, there is a lively combination of image and sound, but more 

expenses, short-existed time (Kaser K, 2015). Advertising is an ideas form, brand to 

market target through intermediate media. Advertising is becoming increasingly 

important because growing economy, customers get increasingly high-come consumer 

and advertiser that it has ability to make them more pay attention to product. 

Advertising is important particularly for some markets such as market for final 

consumer good. 

Sales Promotion 

Sales promotion is as stimulating consumption, it is usually short-term if 

advertising give customers‘ reasons for buying so sales promotion give incentive offer 

for customers to purchase goods (Rahmani Z, Mojaveri H S and Allahbakhsh A, 
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2012). Overall purpose of sales promotion is looking for short-term benefit. Most of 

companies are lack of capital profits and sales immediately. Therefore they often 

neglect long-term targets. To build, invest and develop brand in order to long-term 

target. Marketing researchers recommended that in long-term marketing promotions 

can create in mind of customers about brand image of lower value. 

Public relations (PR) 

PR is a promotion tool in order to provide knowledge to the public which 

included purpose to change public perception of an organization or company, PR is an 

important tool in marketing and brand development, it aimed directly at audience 

target, it is not only potential customers but also establish and exploit relationships 

with civil society, media-authorities, intermediaries, distributors, suppliers, commodity 

due to facilitate common brand (Grunig J E, 2008). Building, developing and 

maintaining favorable relationships with customers is always an important issue for 

any company. Using the media and implementing social responsibility rules to build 

the image of the company with the aim of gaining the affection and favor of both local 

authorities and customers. The PR also includes activities, which the company uses to 

improve its image in the community such as support, participation in social and public 

activities (Heath R L and Coombs W T, 2006). 

Personal Selling  

This is the most cost-effective tool, but it is one of the most effective in mixed 

promotion. If It builds a good and long-term relationship between employees and 

customers, customers will keep coming back and using the company's products (Acutt 

M, 2016). This is a form of promotional part in which salespeople interact with 

customers directly or in other words it is the direct connection and interaction between 

customers and company representatives in order to influence customers, advice and 

persuade them to buy a product or service (Weitz B A and Bradford K D, 1999). 

The Proposed Hypothetical Model 

This research had built a theoretical model that had shown relationships between 

consumer attitudes for individual tools of marketing, particularly advertising, sales 

promotion, PR activities, and direct sales place system in order to consider effects to 

each of these factors toward brand equity of high-class of coffee shops.      

Above theoretical model included following hypotheses:   
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Advertising program 

Sales promotions  

PR activities 

 

Customer 

attitude 

H 2 

H1 

H 3 

H 4 

Hypotheses 1: Attitude toward the advertising program of a brand of high-class 

coffee shops directly affect to the brand equity of high-class coffee shops. 

Hypotheses 2: Consumers have good attitudes toward sales promotions program of 

high-class coffee shops brand which increase the brand equity of high-class coffee shops  

Hypotheses 3: The better consumer‘s attitudes to the activity of PR of high-class 

coffee shops, the more value of high-class coffee shops brand. 

Hypotheses 4: Consumers have a positive attitude toward personal selling, the 

customer pays attention brand of high class of coffee increases so brand equity of 

high-class coffee shops will also be increased.  

Figure 4.  The proposed research model 

 

 

 

 

 

 

 

3. Methodology and Data 

3.1. Questionnaire and data collection 

Qualitative research was carried out through collecting questionnaires survey. 

The objective of this research period was explored, adjusted and supplement observed 

variables that were used to measure the concept of research. 

Brand in the research: Brand was selected to conduct researched-data collection 

is high-class coffee shops – Café RuNam 

Determination researched sample: individuals are living and working in Ho Chi 

Minh City with aged 18 to 60 who are using coffee, soft drinks in high-class coffee 

shops. With 100 questionnaires is emitted, after collecting and testing. Data was 

encoded, entry and make cleaning through regression analysis. 
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3.2. Data analysis 

 The Statistical Package for the Social Sciences version 20.0 (SPSS 20) was used 

in this study. The Reliability Test was conducted to check the interrelationship among 

variables and the reliability and validity of them. The Regression was applied to 

confirm the given hypotheses and test the value of the variables. 

3.3. Data reliability 

There are 4 components of independent variables (Ad, Pro, PR, and Per). The 

Cronbach‘s coefficient Alpha according to (Nunnally J C, 1978) with value over 0.60 

is accepted. Table 1 shows The Cronbach‘s Alpha of each factor arrange 0.438, 0.783, 

0.754, 0.921 

Table 1: Summary Reliability Of Independent Variables 

Variables 
No.Items 

Loading 

Cronbach's 

Alpha 

Advertising (Ad) 3 0.438 

Promotion (Pro)  3 0.783 

Public relation (PR) 3 0.754 

Personal Selling (Per) 3 0.921 

Similarly, the factors loadings of dependent variables item in the table 2 is 1 

component (At) with cronbach‘s Alpha values was 0.821 

Table 2: Summary Reliability Of Dependent Variables 

Variables 
No.Items 

Loading 

Cronbach's 

Alpha 

Attitude (At) 15 0.821 

 

4. Research result and discussing    

4.1. Profile information analysis    
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Table 3: Personal Information (N=100) 

Attributes Structure Frequency Percentage 

Gender 
Male 66 66% 

Female 34 34% 

Age group 

18 – 24 3 3% 

25 – 30 19 19% 

30 – 39 51 51% 

40 – 45  19 19% 

45 – 50  6 6% 

>50  2 2% 

Work 

Position 

Employee-specialist 33 33% 

Vice Head - Head 19 19% 

Senior Executive 21 21% 

Others 27 27% 

Monthly 

Income 

<5,000,000 VND 0 0% 

5,000,000     

– 10,000,000 VND 
20 20% 

10,000,000  

– <15,000,000 VND 
41 41% 

> 15,000,000 VND 39 39% 

Time use 

coffee 

1 time/day 21 21% 

2 time/day 78 78% 

3 time/day 1 1% 

> 3 time/day 0 0% 

     

4.2. Regression analysis    

4.2.1. Regression analysis of Attitude toward Advertising    

Table 4: Attitude Toward Advertising Regression Result 

ANOVA 

       df SS MS F Significance F 

Regression 1 0.25048 0.25048 2.6052 0.1097 

Residual 98 9.42223 0.09615 

  Total 99 9.67271       
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Sig = 0.1097 > 0.05 hypothesis is unacceptable.  

Hypotheses 1: Attitude toward advertising program of a brand of high-class 

coffee shops indirectly effect to brand equity of high-class coffee shops. 

The relationship between the Customer‘s attitude (AT) and independent variables 

advertising (Ad):  Results show that the companies‘ advertising (Ad) does not 

influences to customer attitude. They get the negative relationship together. 

4.2.2. Regression analysis of sale promotion    

Table 5: attitude of customer toward sale promotion regression result 

ANOVA 

       df SS MS F Significance F 

Regression 1 0.01776 0.01776 0.1803 0.6720 

Residual 98 9.65495 0.09852 

  Total 99 9.67271       

Sig (Table 3) = 0.6720 > 0.05 this hypothesis is not acceptable 

Hypotheses 2: Consumers have a negative attitudes toward sales promotions 

program of high class coffee shops brand which does not increase brand equity of high 

class coffee shops. The finding show that attitude of customer (AT) toward sale 

promotion (Drives P) does not get positive relationship together.  

4.2.3. Regression analysis of the Public Relatio    

Table 6: Customer Attitude To Public Relation Regression Result 

ANOVA 

 

 

    

  df 

 

SS MS F 

Significance 

F 

Regression 1  0.89979 0.8997 10.051 0.00203 

Residual 98  8.77291 0.0895 

  Total 99  9.67271       

In case of the attitude to Public Relation activities with sig = 0.00203 <0.05 

(table 4), this hypothesis is acceptable. 
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The Public relations activities (PR) effected in positive way to the dependent 

variable Attitude (AT). By the regression analysis, the result indicated AT = 2.1487+ 

0.3802 PR  

Hypotheses 3: The better consumer‘s attitudes to activity of PR of high class 

coffee shops, the more value of high class coffee shops brand. 

4.2.4. Regression analysis of personal selling    

Table 7: Personal Selling Regression Result 

ANOVA 

       df SS MS F Significance F 

Regression 1 6.30933 6.30933 183.837 3.2799E-24 

Residual 98 3.36337 0.03432 

  Total 99 9.67271       
 

The final finding examines the relationship between the independent Personal 

Selling (PS) variable and the attitude (AT) dependent variable: AT = 1.681333+ 0.52 PS. 

It shows that personal selling has a good relationship with the decision of customer. 

Hypotheses 4: Consumers have a positive attitudes toward personal selling, 

customer pay attention brand of high class of coffee increases so brand equity of high 

class coffee shops will also be increased.  Sig= 3.3E-24 <0.05 this hypothesis is 

acceptable. 

4.3. Adjustment Research Model     

The Adjustment Research Model after conducting the Analysis is indicated. 

Figure 5. Adjustment Research Model 
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From tested results showed that compatibility of theoretical models with market 

information, is based on hypotheses made previously of authors, researches had tested 

again 4 hypotheses then there have two hypotheses were accepted and two hypotheses 

were rejected in this research, it had provided some practical significance for 

companies with forms of high-class coffee shops in particular and consume's brand in 

general, especially in shopping goods, companies in marketing industry.    

This research had contributed to the depth-knowledge of consumer attitudes 

toward sales promotion tools and their impacts on brand equity. Results showed that 

four sales promotion tools had suggested into this research, consume attitude toward 

Public Relations (PR) and personal selling had strongly effected to increase brand 

equity of high-class coffee shop, remaining two tools of sales promotion (Pro) and 

advertising (Ad) also had effected to brand equity but it affected negatively so it 

decreased to high-class brand equity.   

5. Conclusion    

The aims of research is to explore consumer attitude toward each individual tool 

of sales promotion, it is consumed attitudes toward advertising, sales promotion, PR 

and personal selling in building brand equity of high-class coffee shops. In this 

research, the fifth element of the promotional mix is direct marketing which is not 

used to evaluate the decision of customers toward choosing the high-class shop. 

Results from measurement models showed that after it was adjusted and 

supplemented to conformity with the research direction of the industry, measurement 

scales always obtained reliability and accepted values. Thus this research achieved the 

following significant results:  

Tested results showed that compatibility of a theoretical model with market 

information, this research had contributed depth-understanding of consumer attitudes 

for each sales promotion tool and its effects on brand equity.  

Beverages, food, and items in high-class coffee shops are quite expensive 

compared to the same category at regular stores. Methods of sales promotion often use 

such as advertising, PR and direct sales by both distribution channels and producers. 

Results showed that four sales promotion tools suggested to this research, consumer 

attitude toward personal selling had effected strongest in increasing brand equity 

because if customers are well served, the company's service attitude towards customers 

is highly appreciated, satisfying customer satisfaction. Then the number of customers 

will increase by creating trust and loyalty of customers. Next is the PR activity. This 
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activity that leaves a deep impression on customers will help the company gain their 

sympathy. And when they had requirements then they have ―association ― again to 

companies. Advertising which has not to effect customer attitude and sales promotion 

also do. 

Some suggestions are as follows: 

Firstly, sales promotions have a negative correlation with attitude. Reducing 

product price does not increase the thinking of customers to brand value but brings the 

opposite result. 

Secondly, the results show a relationship between consumer attitudes towards PR 

activities that positively affect brand equity of the high-class coffee shop. Therefore, 

when businesses implement promotional mix strategies, they need to pay attention to 

proper investment as well as build practical, attractive and socially PR activities to 

enhance the brand value. This tool is considered by many researchers to be the most 

dominant in the near future. 

Thirdly, the research results show that there is no relationship between consumer 

attitudes towards advertising. Advertising can have little effect on customers' choices 

for high-end brands. Advertising can be one of the most effective and important tools 

in the international support strategy. But for some businesses, especially in this case, 

the advertising tool proved ineffective because the purchase process of organizations is 

not much affected by advertising. 

Finally, the results show that the important form of support from business 

employees to current buyers and the potential to play a very important position. The 

salesperson's communication effort is focused on persuading customers to target sales. 

Understanding the needs of buyers, creating products, aiming to satisfy those needs, 

and then persuading customers to buy products is the purpose companies and shops 

want to perform. 
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Abstract: 

Government of India‘s push towards digital financial transactions and demonetization 

has resulted in tremendous surge in the digital mobile wallet transactions in India. Due to 

convenience of usage and faster transactional speeds, there is vast acceptance and growth of 

digital wallet services. However, it has also come up with its own drawbacks. Fraud, 

chargebacks, technical issues, higher costs, slow cross-boundary transactions and security 

issues are some of the problems reported.  As digital wallet is a relatively new phenomenon in 

India, there exists a need to understand the customer satisfaction and their reaction towards 

service failures and service recovery. Unlike other mobile applications, the magnitude of 

reaction to service failure will be much higher since there is a greater risk involved. Using 

238 mobile wallet user‘s data, we investigate the level of satisfaction of mobile wallet service, 

service failures experienced by customers and satisfaction with service recovery. The paper 

also aims to examine the impact of satisfaction with mobile wallet, satisfaction with service 

recovery and switching cost on customer loyalty towards the wallet and positive word of 

mouth intention. The data was analyzed using PLS-SEM and results reveal that customer 

satisfaction and switching cost had an impact on the Loyalty towards the mobile wallet. 

Customer satisfaction and Satisfaction with service recovery strongly influenced Positive 

word of mouth intentions. Service failures in mobile digital wallets were identified. 

Key words: Customer satisfaction, Digital wallet, Loyalty, Service failure, Service 

recovery satisfaction 

 

1. Introduction 

With increasing push towards digital financial transactions and cashless economy 

by Government of India, the market for digital wallet service providers is on the rise. 

Digital wallets are mobile applications that use a prepaid payment method to store and 

authorize payment information from multiple credit and debit accounts. There are 
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more than 30 e-wallet service providers operational in India, such as PayTm and 

PhonePe. Government of India launched indigenously developed BHIM digital wallet 

in the year 2016, to push its digital transactions initiatives. The prepaid service 

provider market is highly competitive space with traditional banks, telecom 

companies, e-commerce companies and fin-tech start-ups offering the prepaid payment 

services. Most of them operate on Unified Payments Interface (UPI) platform. As per 

RBI data, UPI based transactions has increased by 83 percent in 2018-2019, with 

5,353 million worth transactions (Ghosh, 2019). The popularity of UPI is primarily 

due to its interoperability across several bank accounts and networks. 

Digital wallets offer wide variety of convenience to consumers such as faster 

payments, loyalty program benefits, and targeted advertisements. Digital wallets are 

versatile application offering transfer of money and other value-added services such as 

ticketing, shopping, bill payments, recharging and many more (Batra & Kalra, 2016). 

For merchants, digital wallets offer a convenient way to integrate various aspects of 

retail experience in one application or provide multiple modes of payment options to 

the consumers.  Kumar et al. (2019) propose that mobile wallets may be used by 

retailers and merchants to increase customer engagement.  

However, digital wallets bring several risks to merchants and consumers. For 

consumers, risks are fraud, confusion in error resolution, and intrusion of transaction 

privacy (Levitin, 2018). For merchants, risks include security breach risks, increased 

costs of accepting payments, effect on merchant‘s customer relationship management, 

customer leaving for competitor‘s products and fraud (Levitin, 2018).  

Researchers and Governments believe mobile payment would trigger economic 

development, particularly, in developing countries by providing new business 

opportunities (Humbani & Wiese, 2019). Therefore, understanding customer 

satisfaction with mobile wallets and their impact would be important to gain insights 

into key issues that needs to be addressed in mobile wallets. It is more important to 

understand customer reaction to service failure, in a growing market like India, that is 

in its early stages of adoption. Since its money transaction app, the magnitude of 

service failure will be much higher since there is a greater risk involved. 

The current study aims to assess the level of customer satisfaction with digital 

wallets, identify major service failures in digital wallets, assess satisfaction with 

service recovery and switching costs associated with digital wallet services. The study 

examines the effects of customer satisfaction, service recovery satisfaction and 
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switching cost on loyalty and positive word of mouth of users of digital wallet, in a 

service recovery context.   

2. Review of Literature 

Service failure is the inability of an organization to deliver the promised service 

to the customer. Service failures are detrimental to organizations and can lead to 

customer churn (Sousa & Voss, 2009). Customers who face a service failure, may not 

complain due to the complexity in the process. Thus, absence of complaining 

customers does not necessarily mean customers are satisfied (Kansal, 2013). Rajanna 

(2018) found that cyber security, network connectivity, internet cost and lacking 

infrastructure are the main hindrances in adoption as well as failure of cash-less 

transactions including mobile wallet. Investment required, technological support and 

system outages and security seems to the main hindrances and failures faced by the 

digital wallet sector (Udhayaraj & Jocil, 2017). 

 There have been several transaction failures reported by digital wallet customers. 

Most of them include failure in funds transfer in the wallet on time, unauthorized fund 

transfer, failure to refund funds for a failed transaction, and stop-payment instructions 

not complied on time (Kulkarni, 2019). Also there has been concerns regarding 

security of mobile payment as well as feeling of insecurity about losing money while 

using digital wallet (Batra & Kalra, 2016). Most of these failures cannot be resolved 

easily by customers as there are multiple players involved in this process such as 

banks, wallet service provider, ecommerce company and credit card companies. There 

is often confusion among consumers about which party to contact. This leads to delay 

in addressing the failures.  

2.1. Customer Satisfaction with Mobile Wallets 

In marketing literature, customer satisfaction is often referred to as measured as 

extent to which the service meets customer expectations and requirements. de Matos, 

Henrique and de Rosa (2013) posit that there are two levels of customer satisfaction in 

the context of bank: Satisfaction with transaction and overall satisfaction, that is 

cumulative experience of the interactions of the customer with the bank. A study 

conducted in India by Singh, Srivastava and Sinha (2017) found that higher customer 

satisfaction resulted in higher usage rate of mobile wallets. A satisfied customer is 

believed to continue using the service and talk positively about the product. 
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2.2. Service Recovery 

Service recovery is the firm‘s response to any failure in its service delivery 

system. It captures the actions of the organizations to deal with a failure while 

delivering any service (Van Vaerenbergh and Orsingher, 2016). A firm may adopt 

different service recovery mechanisms based on the type of service failure. The service 

recovery strategy can take monetary or non-monetary forms.  

Expectation level of service recovery is proportional to the severity of the service 

failure (Hess, Ganesan and Klein, 2003). Value of service recovery should be at least 

equal or more than the service failure, which will be considered as fair by the 

customers. Communication, acknowledging service failure, conveying the service 

recovery attempt is extremely important from the customers‘ point of view (Ozuem et 

al., 2017). An effective service recovery is very much essential to maintain a 

relationship marketing. Boshoff (1999) developed RECOVSTAT instrument to 

evaluate the performance of service recovery strategies instrument. Different strategies 

are required to be followed by the companies or service provider to effectively recover 

any failed service. It is observed that ―Making an apology‖ is one recovery strategy 

every company follows along with ―Compensation‖ (Sciarelli et al., 2017). (Kuo & 

Wu, 2012) proposed four strategies to recover a failed service: tangible recovery 

strategies, psychological recovery strategies, strategies with neither tangible or 

psychological recovery and strategies with both tangible and psychological recovery. 

Most service failure occurring in an inter-personal service encounter is the direct 

effect of the employees (Bitner, Booms, & Tetreault, 1990). The human interaction 

facilitates easier service recovery. This element of employee interaction or behavior is 

non-existent in case of a digital wallet service. In a technology-based interaction, it is 

very difficult to assess the emotional state and needs of customers for the service 

recovery to be successful.  

2.3. Customer Satisfaction with Service Recovery 

A well-established service recovery process in the firm leads to higher level of 

service recovery satisfaction. Dissatisfied customers may lead to customer churn and a 

poor brand image. Hence the organizations should design online service recovery in 

such a way that it encourages customers physical and mental participation thereby 

improving post-recovery satisfaction (Zhang & Shao, 2018). Customers expecting a 

continued relationship with the firm has a lower service recovery expectation, and thus 

will have a higher satisfaction post service recovery (Hess et al., 2003). Customers 
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who are dissatisfied with complaint handling process will be more dissatisfied than 

those who experienced no recovery attempt. Thus, every service provider should try to 

implement appropriate service recovery strategies the very first time (Buttle, 2002). 

Customer satisfaction post service recovery also depends on the service they chose. 

The financial and credit-oriented service such as banking will have a lower level of 

recovery satisfaction level compared to that of a travel industry (Harris et al., 2006). 

But there are contrasting finding showing that customers who are satisfied post service 

recovery may not exhibit repurchase intentions, being loyal to the service provider, 

and provide positive word of mouth. (de Matos et al., 2007; Sousa & Voss, 2009) And 

also, there are findings that dissatisfied customer might also stay loyal to the company 

(de Matos et al., 2013). 

2.4. Switching Cost 

Switching cost refers to costs incurred in shifting the service from the current 

service provider to the competitor (Burnham et al., 2003). Organizations create 

barriers to avoid losing their market and keeping their customers not to shift to 

alternatives (Kim et al., 2004). Both monetary and non-monetary switching cost with 

high perceived cost has negative effects on word of mouth intentions (Han & Ryu, 

2012). The effect of switching cost on loyalty and positive word of mouth intention is 

sometimes subjective and applicable only when the level of customer satisfaction is 

higher than average (Yang & Peterson, 2004).  

2.5. Loyalty  

Loyalty towards the digital wallet is defined as the customer‘s intention to 

continue to use the digital wallet in future. Past research provides contradicting results 

on influence of customer satisfaction and switching cost on loyalty. Customer 

satisfaction and trust are two antecedents which lead to retention of customers 

(Ranaweera & Prabhu, 2003). Sciarelli et al. (2017) found that customer satisfaction 

has a positive impact on Attitudinal loyalty and Behavioral loyalty. There are 

contradictory findings that dissatisfied customer might also stay loyal to the company 

(de Matos, Henrique and de Rosa, 2013). Higher switching cost tends to make 

customer not to shift to another service (de Matos, Henrique and de Rosa, 2013). An 

effective service recovery has a positive effect on satisfaction level of customer as well 

as post purchase intentions (Harris et al., 2006). But there are contrasting finding 

showing that customers who are satisfied post service recovery, not necessarily show 

repurchase intentions, being loyal to the service provider, and provide positive word of 
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mouth. (de Matos et al., 2007; Sousa & Voss 2009). Dissatisfaction will lead to lack of 

loyalty among the customer and will eventually lead to churn (Buttle, 2002). 

2.6. Positive Word of Mouth Intention 

Positive word of mouth can be influenced by effective service recovery leading 

to customer satisfaction (Sciarelli et al., 2017). The satisfied customer also tends to 

recommend the same service to other customer (de Matos et al., 2013). But there are 

also contrasting findings showing that post recovery satisfaction might not influence 

customers talking positive about the service (Sousa & Voss, 2009). Customer 

satisfaction and trust are two antecedents which lead to positive word of mouth 

(Ranaweera & Prabhu, 2003). The satisfied customer tends to recommend the same 

service to other customer. Along with these variables, commitment and encounter 

performance also have a positive impact on the word of mouth intentions. Also, both 

monetary and non-monetary switching cost with high perceived cost has negative 

effects on word of mouth intentions (Han & Ryu, 2012). 

2.7. Conceptual Model and Research Hypotheses 

Based on the literature review, a conceptual model and research hypotheses is 

developed. The model shows the hypothesized relationships between antecedents and 

behavioral responses of loyalty towards the digital wallet and positive word of mouth 

intention. Figure 1 shows the conceptual model. 
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Figure 1. Conceptual Model 

2.6.1. Customer satisfaction on loyalty and positive word of mouth intentions 

Customer satisfaction is an antecedent for both loyalty and positive word of mouth. 

Also, loyalty in turn can lead to a much positive word of mouth intentions (Casalo et al., 

2008). The satisfied customer also tends to recommend the same service to other customer 

and try to retain with the same service provider for a much longer period.  

Hence the study proposes two hypotheses: 

H1a. Customer satisfaction positively influences the loyalty towards the digital wallet; 

H1b. Customer satisfaction positively influences the positive word of mouth intention. 

2.6.2. Service recovery satisfaction on loyalty and positive word of mouth intentions 

Customers expecting a continued relationship with the firm have a lower service 

recovery expectation, and thus will have a higher satisfaction post service recovery 

(Hess et al., 2003). An effective service recovery has a positive effect on satisfaction 

level of customer as well as post purchase intentions (Harris et.al, 2006). 

Hence the study proposes two hypotheses:  

H2a. Service recovery satisfaction positively influence loyalty towards the digital 

wallet;  

H2b. Service recovery satisfaction positively influences positive word of mouth 

intention. 

2.6.3. Switching cost on loyalty and positive word of mouth intentions 
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de Matos et al. (2013) posited that switching cost tends to make customer not to 

shift to another service, keeping them loyal to the service. Dimension of lost 

performance cost of switching cost plays a vital role in keeping customers loyal to a 

service and retaining them (Jones et al., 2002). Few service providers try to create 

some barriers to keep their customers not to shift to alternatives thereby not losing 

their market (Kim et al., 2004). Monetary and non-monetary switching cost with high 

perceived cost has negative effects on word of mouth intentions (Han & Ryu, 2012). 

Customers that confront high switching costs would likely to spread negative word of 

mouth intention due to the lock-in situations they are in. (de Matos et al., 2013). 

Hence the study proposes two hypotheses:  

H3a. Switching cost has a positive impact on the loyalty towards the digital 

wallet.  

H3b. Switching cost has a negative impact on positive word of mouth intention; 

3. Methodology 

The study is conducted in southern state of Karnataka in India. The data was 

collected from 238 digital wallet users through an online survey form. The respondents 

included diverse users such as students, professionals and entrepreneurs of small 

business establishments accepting digital wallet payments. The table 1 presents the 

sample profile of the respondents. An instrument containing 14 items was used to 

collect data on customer satisfaction on digital wallet, service recovery satisfaction, 

switching cost, loyalty and positive word of mouth intention. 

Table 1. Sample Profile of the respondents 

Demographic Characteristic Frequency 

(Percentage), N=238 

Gender:  

               Male 

               Female 

 

141(59) 

97(41) 

Occupation:  

                Students 

                Employed 

                Self-Employed 

 

153(64) 

68(29) 

17(7) 

Monthly Transactions on Digital 

Wallet: 

                 < Rs. 5000 

 

171(72) 

50(21) 
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                 Rs. 5000 – 20,000 

                 Rs. 20,000-1,00,000 

                 >1,00,000 

12(5) 

5(2) 

Experience using Digital Wallet: 

                 <1 month 

                 <6 months 

                 6-12 months 

                 More than a year      

 

15(6) 

48(20) 

48(20) 

127(54) 

Purpose of Using Digital Wallet 

                 Peer to peer payment 

                 Internet Shopping 

                 Bill Payment 

                 Mobile Recharging 

                 Business transactions 

 

190(80) 

127(53) 

129(54) 

133(56) 

44(18) 

Experience Failure using Digital 

Wallet 

                 Yes 

                  No                           

 

              170(71) 

68(29) 

Complained Failure (Out of 170) 

                 Yes 

                 No 

                 

              74(43) 

              96(57) 

 

All the items in the study were measured using multi-item five-point Likert scale. 

Customer Satisfaction with the digital wallet was measured using a four-item scale and 

captured how satisfied was the customer with digital wallet and features. Satisfaction 

with service recovery was measured using two item scale, based on the literature on 

service recovery. Switching cost was measured using three item scale. Loyalty was 

measured using a two-item scale and defined as the intention of continued use of the 

digital wallet services. Positive word of mouth intention was measured using a three-

item scale and defined as the intention of saying positive things about the digital 

wallets to others. Measures for Customer Satisfaction, Satisfaction with Service 

Recovery, Switching cost, Loyalty and Positive word of mouth intention was adapted 

from (de Matos et al., 2013) and modified to suit the context of digital wallet. 

In addition, the survey form included questions about demographics, digital 

wallet usage and wallet failures faced by the customers. The sample included majority 
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of the wallet users below the age of 40 years. This matched the demographic profile of 

sample reported in previous research, as the digital media consumption is higher 

among young customers in India (Kwan et al., 2015).  

4. Results and Discussion 

The data analysis indicated that 71 per cent of users (170 respondents) had 

experienced service failure with digital wallet. Out of 170 users, 74 (43 percent) raised 

a formal complaint with the service provider. The service failure experienced by the 

users were examined and summarized. Table 2 presents the service failures 

experienced by the users. The most frequent failure being failed transactions, bank 

server error and internet connectivity issues.  

To test the conceptual model, the data was analyzed using Partial Least Squared-

Structural Equation Modelling (PLS-SEM) method. Smart PLS software Version 3 

was used to test the model fit, reliability and validity of the constructs and draw 

inferences on the hypothesis. The multi-collinearity was checked for all the constructs 

used in the study and it was observed that all VIF values were below 2.5, indicating no 

presence of multi-collinearity. The path loadings of the structural model, along with 

composite reliability and average variance extracted were observed to test the reliability 

and validity of the constructs used and is presented in Table 3. For a good reflective 

model, the threshold value of path loadings should be greater than 0.70 (Henseler et al., 

2012). From Table 3, we can observe that all the outer loadings are above 0.7, thus all 

the items were retained.  Composite reliability is used as an alternative for Cronbach‘s 

alpha for measuring reliability or internal consistency. It‘s used as a test for convergent 

validity in a reflective model. For confirmatory purposes, value of composite reliability 

should be greater than or equal to 0.7 (Henseler et al., 2012). 

Table 2. Type of Digital Wallet Failures Experienced 

Type of Failure 
Frequency (Percentage) 

N=170 

Failed transactions 150(63) 

Bank server error 137(57) 

Internet connectivity issues 95(40) 

Crashing of digital wallet app 18(7) 

Non-acceptance of digital payment 25(10.5) 

Privacy issue 4(2) 

Cyber Fraud 3(1) 



  

 

 

1314 

Table 3. Descriptive Statistics, Reliability and Validity results 

Construct Indicators 
Outer 

Loading 

Composite 

Reliability 

Average 

Variance 

Extracted 

(AVE) 

Mean 
Standard 

Deviation 

Customer 

Satisfaction 

CS1 0.828 

0.882 0.653 3.95 0.63 
CS2 0.790 

CS3 0.827 

CS4 0.785 

Service 

Recovery 

Satisfaction 

SSR1 1.0 

1.000 1.000 3.52 0.98 
SSR2 1.0 

Switching 

Cost 

SC1 0.832 

0.908 0.767 3.12 0.96 SC2 0.921 

SC3 0.871 

Loyalty 
LO1 0.881 

0.867 0.765 3.88 0.76 
LO2 0.868 

Positive 

Word of 

Mouth 

Intention 

PWM1 0.878 

0.892 0.734 3.83 0.72 
PWM2 0.852 

PWM3 0.839 

 

Average Variance Extracted is test carried out for both divergent and convergent 

validity which reflects on the average communality for each construct or latent factor 

in a reflective model. The value of AVE should be greater than 0.5 for an adequate 

model (Hock & Ringle, 2006). Based on the acceptable ranges of composite reliability 

and Average variance extracted, we concluded that the constructs are reliability and 

met convergent and divergent validity requirements. 

Discriminant validity is a measure of multi-collinearity among latent variables. It 

is measured using Fornell-Larcker Criterion (Fornell & Larcker, 1981) which says that 

the diagonal value which is the square root of AVE, should be higher than the below 

values of correlations in that column. Fornell-Larcker Criterion is acceptable to 

validate discriminant validity. All the values met the criteria. 

We used Bootstrapping technique in PLS-SEM, to observe the path coefficients 

and corresponding significance levels, to draw inferences on the hypotheses. Overall 

assessment of the model is carried out using the output of bootstrapping technique. 
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SRMR stands for Standardized Root Mean Square Residual gives a measure for the fit 

of the model. Lower SRMR value reflects better fit. A good fit for model is when 

SRMR value is less than 0.08 (Hu & Bentler, 1998). But some researchers use a more 

lenient cut-off of 0.1. Our estimated model has a SRMR value of 0.08 and thus has a 

moderate fit. The Table 4 summarizes the hypothesis testing results and the 

corresponding significance levels are reported.  

Table 4. Results of Hypotheses testing. 

Hypothesis 
Support / Not 

Supported 
P Values 

Customer Satisfaction -> Loyalty Supported 0.000 

Customer Satisfaction -> Positive Word of Mouth Supported 0.000 

Service Recovery Satisfaction -> Loyalty Not Supported 0.103 

Service Recovery Satisfaction -> Positive Word of 

Mouth Intention 
Supported 0.020 

Switching Cost -> Loyalty Supported 0.015 

Switching Cost -> Positive Word of Mouth Not Supported 0.158 

 

The results indicate the customer satisfaction significantly influences both 

Loyalty and positive word of mouth intention. Service recovery satisfaction impacted 

positive word of mouth intention and switching cost influenced loyalty. Service 

recovery satisfaction had no impact on the loyalty of digital wallets. Switching cost 

had no impact on the positive word of mouth intention. 

5. Managerial Implications, Limitations and Conclusions 

The findings of the study have several managerial implications. With increasing 

number of digital wallets and competitive offers from the service providers, 

understanding loyalty and its antecedents is important for service providers. The 

findings indicate that loyalty towards digital wallet is significantly influenced by 

customer satisfaction and switching cost. This finding is consistent with past research, 

in banking services (de Matos et al., 2009; 2013).  Therefore, service providers need to 

ensure that digital wallet meets the customer‘s needs and expectations to ensure 

satisfaction. By increasing cost of switching to competitor products through value 

added services and loyalty programs, service providers may increase loyalty towards 

the digital wallets. 

We found that the positive word of mouth intentions is influenced by customer 

satisfaction and satisfaction post service recovery. The service providers should make 
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sure that there exists an efficient and effective service recovery mechanism to recover 

failed service. Higher service recovery satisfaction would result in customers speaking 

positively about the brand. Service recovery strategies is never static rather industry 

specific. It should be flexible enough to adapt to the customers too (Kansal, 2013). As 

most of the customers do not complain in mobile wallet service failure, it is important 

to continuously monitor the customer transactions in real time using log data and 

initiate recovery of failed transactions. Failed transactions, Bank server errors and 

internet connectivity issues being the common service failure in digital wallets, service 

providers need to have a process for an automated recovery from these failure and 

initiate refunds. Failure to implement this would result in negative word of mouth for 

the digital wallets. Government of India has also initiated Ombudsman service in 19 

cities in India to handle customer complaints and ensure customer concerns are 

addressed (Kulkarni, 2019). 

Contrary to the prior research, we did not find switching cost to negatively 

influence positive word of mouth intention. The probable reason could be lower 

switching costs in mobile wallets. Installing and linking a wallet to a bank account is 

an easy task for many young users. We also found many mobile wallet users using 

multiple digital wallets in their mobiles. We also found service recovery satisfaction to 

have no influence on the loyalty, contradicting the previous findings. One of the 

reasons could be that the users have lesser expectations from the service providers 

when encountered with failures such as Internet connectivity or transaction failure. 

This study has few limitations that may be addressed in future studies on mobile 

wallets and service recovery in digital wallets. Firstly, the study uses the data from 

Indian consumers and digital payments is in a growth stage in India. The findings may 

not be generalized with developed nations and nations that have varying levels of 

switching costs or financial regulations for digital payment systems. Secondly, the 

users were found to use multiple digital wallets simultaneously based on the need. The 

respondents were asked to respond to the questions based on the most frequently used 

and preferred mobile wallet used. Therefore, future studies may design research to take 

this behavior of consumers into account. 
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Appendix1: Measures 

Customer Satisfaction 

CS1: You have high overall satisfaction with the current digital wallet service 

you use. 

CS2: You are satisfied with the convenience and user interface of the digital 

wallet service.  

CS3: You are satisfied with the money transfer and payment option of the digital 

wallet service. 

CS4: You are satisfied with the security features provided by the digital wallet 

services. 

 

Satisfaction with service recovery 

SSR1: You were satisfied with the complaint resolution by the digital wallet 

service provider. 

SSR2: You were satisfied with the process used to handle the failure in the 

digital wallet service. 

 

Switching Cost 

SC1: You feel that in case of switching to another digital wallet service, it would 

be very unpleasant or difficult to get used to or to adopt to the usage of another digital 

wallet service. 

SC2: You think about complicated rules and procedures implied in the change to 

another digital wallet service. 

SC3: You feel it would be difficult in getting used to another digital wallet 

service. 

 

Loyalty 

LO1: There are high chances that you will use more services from your digital 

wallet services 

LO2: There are high chances that you will keep on using the same digital wallet 

service in the coming years 

 

Positive Word of Mouth Intention 

PWM1: There are high chances that you will say positive things about your 

digital wallet service. 

PWM2: There are high chances that you will recommend your digital wallet 

service to someone with your profile. 

PWM3: There are high chances that you will advocate your digital wallet service. 
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Abstract:  

Developing online tourism is an inevitable trend in this age and it is also a challenge 

for Vietnam tourism. Although Vietnam has a lot of potential for developing online tourism, it 

is still in its infancy with much of influential factors. This paper aims at making 

understanding to the behavioral characteristics of customer in online tour booking service in 

Vietnam. The tool in this study is Regression Analysis which is used to evaluate the 

knowledgeable of internet usage for online reservation (1), online reservation customers 

attitude (2), perceived the convenience (3) and the trust of customer (4) toward booking 

online service. We conclude with the implications of these findings for distributor, tour 

operator such as for their segmentation and targeting endeavors. We also propose some 

solutions to building a quality tourist website in Vietnam, including facilities to access target 

customers. 

Keywords: Booking online, customer behavior, e-commerce, reservation service, 

Vietnam tourism.  

 

1. Introduction    

Vietnam has connected to the Internet for 20 years, the great number of people 

who are using Internet increase rapidly time by time. Following the statistical data of 

the Information and Communications Ministry, there were around 52 million Vietnam 

Internet users in 2017, or a 54% Internet accessing rate, this mean is that the average 

percentage of people using internet in Vietnam get higher than the global average 

46.5%. Along with the strong development of information technology (IT) and the 

boom of the Internet, broaden smartphone usage and improved technological 

infrastructure, the outlook of Vietnam commerce has changed dramatically in recent 
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years as more and more companies and individuals have accessed and used e-

commerce services. 

According to the E-Commerce Report of the E-Commerce and Information 

Technology Department - Ministry of Industry and Trade (2015), in Vietnam e-commerce 

sales (B2C) reached about US $ 4.07 billion, up 37% over the year. Previously, 

accounting for about 2.8% of the total retail sales of consumer goods and services 

nationwide. Accommodation and tourism products are also the most traded product group 

on e-commerce exchanges (accounting for 9%). According to a survey of the Vietnam 

National Administration of Tourism (2012) with 52 tourism businesses, 100% of 

enterprises have computers with internet access. The ratio of using Internet to pay online 

is 27% with 49/52 enterprises having websites. E-commerce activities in tourism have 

grown speedily which adds the higher value for Tourism.  

Research results at the end of 2018 by the Asia-Pacific Travel Association 

(PATA) and Oxford Economic sponsored by Google showed that: The percentage of 

households accessing online tourism of 12 countries in the Asia region Asia - Pacific, 

the lowest is India 34%, the highest is Japan 93%, percentage of Vietnam is 66%. In 

this area, travel planning and online booking are already popular with 80% of tours 

using online activities. The 2019 E-Commerce Index Report also shows that e-

commerce growth in 2018 is 30% higher than before and will continue to maintain this 

speed in the coming years. The transaction size is about 8 billion USD.  

According to forecasts of The World Travel & Tourism Council, by 2020, 

tourism will become an "industrial" economic sector accounting for the largest share 

of the exports of goods and services. The rapid development of tourism activities has 

contributed significantly to the application of IT with the explosion of the Internet and 

the growth of e-commerce in many fields. In particular, online retail and online travel 

account for the highest proportion in the entire e-commerce market of Vietnam. The 

Google and Temasek reports also show that Vietnam's online tourism scale in 2018 

reached US $ 3.5 billion (up 15%), which is expected to reach US $ 9 billion by 2025. 

As information of World Tourism Organization, tourists have now entered a new 

phase called connected tourism. In particular, tourists actively find destinations, find 

tours, hotels, flight tickets and related services. Travelers also actively post comments, 

reviews about hotels, tours, and quality of service during the itinerary. This rating is 

more reliable by the follower than the information from professional survey firms, 

ratings, professional travel reviews. 
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Statistics of the Vietnam Tourism Association show that in the past 5 years, the 

demand for searching online travel information in Vietnam has increased by more than 

32 times. In particular, each month more than 5 million searches in Vietnamese for 

tourism products such as domestic tours, foreign countries, hotel reservations, airline 

tickets ... Customers now just need one click, then they able to arrange tour itinerary 

and finish the payment by card via the internet.  

Booking air tickets, hotel rooms, tours and other travel support services on an 

increasingly fast and convenient online environment for consumers. However, the size 

of Vietnam's tourism market is only ranked 5th out of 6 countries ranked in Southeast 

Asia and there is a lot of potential that has not been fully exploited. 

Through the development of online tour booking in Vietnam via the Internet, this 

paper get in-depth look into the factors affecting behavior of tour booking in Vietnam 

via the Internet. There are two particular goals of this examination as following: 

• To determine the magnitude of those factors that can influence the consumer 

behavior in online tour booking in Vietnam. 

• To proposed relevant solutions to improving operations of online travel 

bookings for Vietnamese tourist websites. 

2. Literature review     

2.1. Basic theory     

E-commerce is defined as the online exchange of values between the companies 

and their partners, and, in particular their employees and customers without any limits 

in terms of geography or time (Singh T, Jayashankar J V and Singh J, 2001). E-

commerce activity is the purchase and sale of goods and services, data exchange or 

electronic money transfer, mainly from the internet. E-commerce is classified as 

business-to-business (B2B), business to consumer (B2C), consumer to consumer, or 

consumer to business (Laudon, C. K and Traver C, 2016). 

The Internet is seen as a medium and it is capable of operating in the business 

sector (Eastin M S, 2002). The way business has been changed by the internet and 

conducted. Internet-based businesses include portals, travel sites, e-retailers as well as 

services of information and financial. These businesses endeavor to take advantage of 

internet infrastructure and digital economics with the purpose to achieve the important 

prestige in the marketplace (Grover V and Saeed K A, 2004). Selling products and 

services of enterprises is one of the basic applications of the Internet. On one hand, 
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enterprises have created their own e-commerce websites to provide any products to 

market. In the other hand, they can buy products and services online. With the benefit 

of the internet, shop owners, enterprises can conveniently perform customer care tasks. 

Especially, they can grasp the buying trend and choosing specific services. Business 

owners can connect with customers through social networking sites, fan page of the 

store to touch the thoughts, comments and feedbacks of customers so that they can 

improve their goods and service quality. In addition, through online advertising by 

internet, business owners can quickly and effectively search for new and potential 

customers (Balle L, 2019). 

Characteristics of online customers 

Online purchase is a transaction conducted by the customer to seek, select and 

purchase products via the Internet. Online purchase thereto is supposed to include 5 

steps like traditional purchase behavior as Identifying need and want  Seeking 

information  Weighing various options  Making decision  Realizing purchase 

(Liang T-P and Lai H-J, 2000). 

The online customer‘s ability to gather information gives a huge impact on 

consumer behavior through changes in market dynamics. Conventional EoI theory 

(Economics of Information) says that when customers are not aware of all the changes 

in the market during the decision-making process, their perception of price dispersion 

(variation in price for the same product in different markets) may control their search 

behavior. 

The factors such as lower search costs and greater availability of information 

online can help customers increase the search range and the amount of information to 

be collected. Compared to traditional customers, online customers will have more 

alternatives to consider before making a decision (Biswas and Dipayan, 2004). 

Consumer buying behavior  

Customer behavior is the interaction between the stimuli of the environment and 

human awareness and behavior through which interaction, people change their lives. 

In other words, customer behavior includes the thoughts and feelings people have and 

the actions they perform in the consumption process. Factors such as opinions from 

other consumers, advertising, pricing information, packaging, product appearance can 

all influence customers' perceptions, thoughts and behaviors (Solomon M R). 

The model of buying behavior is used to describe the relationship between three 

factors: stimuli, ―black box‖, and responses to stimuli of the consumer. 
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Figure 1. Model of consumer buying behaviors (Solomon M R) 

Stimuli  “Buyer‟s black box”  Response 

Marketing Environment      

Products 

Price 

Distribution 

Promotion 

Economics 

Technical 

sciences 

Culture 

Politics / 

Law 

Competition 

  Characteristics 

of consumers 

Process 

of 

buying 

decision 

 

Selection of goods 

Brand choice 

Selection of 

suppliers 

Choice of  time and 

place to purchase 

Selection of 

volume to buy 

 

Stimuli: are all the external agents and forces can influence the behavior of 

consumers. They are divided into two main groups. Group 1: The stimuli of 

marketing: product, price, distribution and promotion activities. These agents are in 

control of the enterprise. Group 2: The stimuli agents that are not under the absolute 

control of the enterprise, including: economic environment, competition, politics, 

cultures, society... 

 ―Buyer‘s black box‖: Is the human brain and its mechanism of action in the 

receipt and processing of stimuli and proposal of solutions to respond the 

stimuli. ―Buyer‘s black box‖ is divided into two parts. Part one - Characteristics of the 

consumer. It has a fundamental impact on how the consumer receives the stimuli and 

response to them? Part two - The process of consumer buying decisions. It is the entire 

route consumers will perform activities related to the emergence of desire, seeking 

information, shopping, consuming and feeling they have when consuming the 

product. Shopping results of consumer will depend on how smoothly the steps of this 

route can be done. 

Response of consumers: is the consumers' reactions revealed in the exchange 

process which can be observed. For example, the act of looking for information about 

goods and services; selection of goods, brands and suppliers; choice of time, place, and 

volume to purchase... 
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In the consumer behavior model, the problem attracting attention and an 

important task for marketers is: To understand what happens in the ―buyer‘s black 

box‖ when consumers receive stimuli, especially Marketing stimuli. Once revealing 

the ―secrets‖ in the ―black box‖, it means that marketing will be in the active position 

to achieve the desired responses from its customers. These are also two basic contents 

of researching consumer behaviors. 

Attitude of customer 

Attitude is an overall judgment of a person about something. An overview is 

formed when consumers combine knowledge, meaning, or beliefs about a concept 

(synthesis process). The synthesis process analyzes the individual's relevance of 

concepts; determine whether the concept is liked or not. The evaluation is then stored 

in memory. An attitude that will affect the interpretation or synthesis process depends 

on: accessibility in memory and the ability to activate (Peter P and C.Olson J, 2010). 

Attitude is a combination of motivation, feeling and information. It has a 

personal, secretive personality but decides to conduct (buy or not buy) the individual 

before the item. If we classify attitudes, we see a positive (inquiring, sympathetic) 

attitude, neutral (normal), negative (hate, prejudice), decision (buying action or not) or 

theory Apparel (news) (Dũng Đ H, 2004). 

Customer trust 

Whereas the Internet inaugurate miraculous chances for beginning customer 

relationships, trust is an imperative factor for those relationships to get blossom (Siau 

K and Shen Z, 2018). The trust of customer in the service marketing of service 

enterprises is one of the element effecting to their prospective behaviors. Customer 

satisfaction and trust with the company correspond to each other, if the satisfaction 

increases then trust will increase and vice versa (Khuong M N and Nguyen Hong 

Hanh, 2016 ).  

These favorable conditions and opportunities associated with e-commerce shows 

that customer loyalty can manifest differently in the online environment (Srinivasan et 

al, 2002). For example, the ability to meet customer requirements not only of the 

products or services introduced to customers, but also the payment environment is 

actually a more favorable compared to the ability to meet customer requirements rows 

of traditional shops. Customer loyalty can lead to a characteristic click off the page of 

the opponent, and loyalty to a brand that can protect against the perceived risks (Gupta 

et al., 2004). 
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This will lead to a question of trust: whether the buyer trusts or not depends on 

the result in the past (Shneiderman B, 2000). In this sense, to handle this drawback, it 

is necessary to promote adjustments in order to decreasing unreliable factors (Egger, 

2003), readiness to listen to the partner (Lee et al., 2000), or feeling of trust level 

(Fogg, 2003). Belief plays a significant role in the behavior of online customers, but 

the level of importance should be under consideration. 

Technology Adoption 

The buyer‘s adoption of technology and use of the Internet may affect the 

consumer behavior of the online shoppers. (Eastin M S, 2002) suggested that the 

acceptance of online shopping customers may be best predicted by the efficiency of 

the Internet, then the perceived financial benefits, and the perceived convenience.  

Convenience and Decision Support 

The perceived ease of use refers to a certain level of trust of customers on the use 

of modern technology in generating ease without any effort, emphasizing the aspect of 

the buyer‘s sense of process leading to the final result (D.Davis F, 1993). 

According to (Keen C, Wetzels M, Ruyter K d and Feinberg R, 2004) the only 

difference between traditional shopping and online style is rooted from the expectation 

of convenience and time saving. Srinivasan (2002) claimed that this convenience was 

not an important element of loyalty to a company online, but this is a command on the 

side of online customers. Compared with the traditional retail environment, the 

extensive information available on the Internet could better meet the demand of the 

target customer and this helps make a decision. 

2.2. Research models on the behavior of the customers 

According to (Priyanka Surendran 2012) a commonly used theory to explain the 

personal acceptance of an information system is The technology acceptance model 

(TAM). Davis (1989) developed the Technology Acceptance Model which becomes 

one of the most well-known research. It has been used to forecast the way of personal 

customer in applying and acceptance of information systems and technology.  

The TAM which was extended from theory of reasoned action (TRA) focusing 

on the two 2 groups of basically factors affecting behavioral trend in using 

technological advance: the perceived usefulness and the perceived ease of use. TAM 

has been used by many researchers to predict the acceptance and use of the online 

sales channel, because e-commerce is inclined to the use of technology (Pavlou P A, 
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2003). In addition, TAM model has been preferred in researches on behavioral trend as 

well as behavior toward purchase and use of hi-tech products. 

The theoretical assumptions of this model are that behavior would use the system 

decided by the buyer‘s behavioral trend with an effect of attitude in using the system. 

The attitude of the consumer could be affected by his/ her own belief concerning the 

perceived usefulness and the perceived convenience of that system. 

The perceived usefulness refers to the level of belief of the user of modern 

technology in improving efficiency and performance. The perceived usefulness 

emphasizes efficiency of a purchase experience. 

The perceived ease of use refers to a certain level of trust in a customer on the 

use of modern technique in giving him/ her comfort without any effort whatsoever. 

The perceived ease of use emphasizes the process leading to the final result. 

Figure 2. TAM model  

 

 

 

 

 

 

 

Source: Davis et al.(1989) 

2.3. Proposed Assumptions     

One of the main motivations of using the web to shop is looking for information 

(Alba J, Lynch J, Weitz B, Janiszewski C, et al, 1997). Those customers who have a 

lot of knowledge of this will find online shopping more convenient and lower costs of 

finding information related to the needed product on the face of higher efficiency from 

using the Internet. Many researchers have confirmed that there is a positive 

relationship between experience and knowledge of the Internet with the number of 

online purchases (Goldsmith R E, 2001). Attitude reflects the customer‘s feeling and 

personal assessment of result from a behavior (Athiyaman A, 2002). If such a 

technological application seems to be difficult to master, the buyer will make another 
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choice easier to use. Convenience according to the buyer‘s sense really gives an 

impact upon the acceptable use of information technology system and subjective 

assessment based on easy use, website design, process to place an order, response 

length of time (Lackana L, 2004). The customer conducting transactions via the 

Internet is much concerned about reliability, risks in the transaction process. 

Therefore, it is necessary to add to the proposed model the variable ―belief‖ of the 

customer as a factor affecting behavior of tour bookings in Vietnam via the Internet. 

Hypothesis set for the research 

Hypothesis H1: The customer‘s knowledge toward Internet has a positive 

relationship with behavior of online tour booking service. 

Hypothesis H2: The attitude of customer ready for using online bookings service 

has a positive relationship with behavior of online tour bookings. 

Hypothesis H3: The sense of convenience has positive relationship with 

behavior of online tour bookings in Vietnam. 

Hypothesis H4: The buyer‘s belief to system of online tour bookings has 

positive relationship with behavior of tour bookings via the Internet. 

The proposed research model is expected to deal with the factors affecting 

customer behavior toward travel booking online service in Viet Nam via the Internet 

consist of 4 interdependent variables and 4 hypotheses as indicated:  

Figure 3. The proposed research model 

 

3. Methodology and Data 

3.1. Questionnaire Design and Data Collection 

For the purpose of constructing a suitable research model and facilitating 

complete findings of the factors affecting the online tour bookings in Vietnam via the 

Internet, the author developed an open questionnaire based on the model as mentioned 
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above for interviewing. Due to time limitation, sampling used in this study is quota 

non-probability type. Data is collected by means of questionnaire interview whereby 

questionnaires are emailed and sent to the respondents who are much experienced in 

the field of online tourist businesses, and especially tour booking in Vietnam via the 

Internet. In particular, the sample is structured as follows: 

• 50 respondents for email interview are packed up from the tourists who have 

bought tours along with hotel rooms via the Internet from Zan Homestay. 

• 50 respondents for email interview are packed up from the tourists who have 

bought tours along with hotel rooms via the Internet from Coconut Homestay Phu Yen.  

• 50 respondents for email interview are the tourists who get more interaction and 

interested in fan page Du lịch giá rẻ - Alêhấp.  

The quantitative method was handled in this study to analyze the collected data 

by assembling the reply of respondent throughout the questionnaire survey. A five-

point Likert scale which ranging from ―1 – Fully Disagree‖ to ―5 – Fully Agree was 

chosen the measure. 

3.2. Data Analysis 

The study used Reliability test to measure of reliability of variables and 

Regression analysis to estimate the equation best suited to the observed result sets of 

dependent and independent variables, the relationships among variables, and then 

confirm the research hypotheses. 

3.3. Reliability of Factors 

Cronbach‘s alpha measures the reliability of components and estimates the 

relation of a set of elements in a group. The Cronbach‘s coefficient alpha value from 

0.60 to 0.70 are accepted and if the values arranged from 0.70 to 0.90 is considered 

satisfactory (Nunnally J C and Bernstein I H, 1994). Table 1 showed the result of 

variables in which independent variables including four (4) elements (INT, CON, AT, 

and TR) were 0.944, 0.943, 0.926, 0.905 respectively. The dependent variable is only 

one component (BEV) with the value costly 0.848. The total of variables was 0.962. 
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Table 1: Sumary Reliability Coefficients of Variables 

Variables No.Items Loading Cronbach's Alpha 

Independent 
  

Internet Knowledge (INT) 5 0.944 

Convenience (CON) 7 0.943 

Attitude (AT) 6 0.926 

Trust (TR) 5 0.905 

Dependent 
  

Behavior (BEV) 12 0.848 

Total  35 0.962 

 

4. Research Findings and Discussion    

4.1. The sample profile    

Table 2: Personal Information (N=150) 

Attributes Structure Frequency Percentage 

Gender 
Male 59 39.3% 

Female 91 60.7% 

Education 

Background 

High School   1 0.7% 

Vocational school/ College 11 7.3% 

Undergraduate 132 88.0% 

Post graduate    6 4.0% 

Work Position 

Employee-specialist 99 66.0% 

Vice Head - Head 12 8.0% 

Senior Executive 0 0.0% 

Others 39 26.0% 

Monthly 

Income 

<5,000,000 VND 45 30.0% 

5,000,000 – 10,000,000 VND 28 18.7% 

10,000,000 – <15,000,000 VND 47 31.3% 

> 15,000,000 VND 30 20.0% 

Time use 

Internet 

< 4 hours 45 30.0% 

4 – <  8 hours 33 22.0% 

8  – 12 hours 70 46.7% 

> 12 hours 2 1.3% 

Nationality 
Vietnamese 146 97.3% 

Others 4 2.7% 



  

 

 

1333 

4.2. Regression analysis     

4.2.1. Regression analysis of Understanding of the Internet    

Table 3: Understanding Internet Regression Result 

ANOVA 

       df SS MS F Significance F 

Regression 1 12.3853 12.385307 52.54443 2.16218E-11 

Residual 148 34.8852 0.2357111 

  Total 149 47.2705       

             

 
Coefficients 

Standard 

Error 
t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 2.0484 0.197 10.355 3.071E-19 1.6575 2.4393 1.6575 2.4393 

AVE-

INT 0.3364 0.046 7.2487 2.162E-11 0.2447 0.4281 0.2447 0.4281 
 

The Regression Results as indicated in Table 3 demonstrate the relationship 

between the Reservation Behavior (BEV) and independent variables Knowledge of the 

Internet (INT). Results show that the knowledge of Internet (INT) influences 

Reservation Behavior. They get the positive relationship together. 

Hypothesis H1: The customer‘s knowledge toward Internet has a positive 

relationship with behavior of online tour booking service => the more knowledge of 

the Internet, the more Reservation Behavior. In case of Understanding of the Internet 

with beta = 0.336, t = 7.2487 and P value = 2.162E-11this hypothesis is acceptable.  

4.2.2. Regression analysis of Attitude toward Online Tour Reservation in Vietnam   

Table 4: Attitude of Customer Regression Result 

ANOVA 

       df SS MS F Significance F 

Regression 1 23.1928 23.1928 142.560 1.9390E-23 

Residual 148 24.0777 0.16268 

  Total 149 47.2705       

      

  Coefficients 

Standard 

Error t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 1.4478 0.1711 8.4592 2.39E-14 1.1096 1.7861 1.1096 1.7861 

AVE-

AT 0.5827 0.0488 11.9398 1.939E-23 0.4863 0.6792 0.4863 0.6792 
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The Regression Results as indicated in Table 4 demonstrate the relationship 

between the Reservation Behavior (BEV) and independent variables Attitude toward 

Online Tour Reservation in Vietnam (AT). The finding show that the attitude of 

customer toward booking tour online (AT) get the strong effects to Behavior of using 

online tour service. They get the positive relationship together.  

Hypothesis H2: The better Attitude which get the readiness for using Online 

Reservation, the higher Reservation Behavior. In case of Attitude toward Online 

Reservation with beta = 0.58279, t = 11.9399, P value = 1.939E-23 this hypothesis is 

acceptable. 

4.2.3. Regression analysis of the Perceived Convenience    

Table 5: Customer Perceived of Convenience Regression Result 

ANOVA 

       df SS MS F Significance F 

Regression 1 13.7767 13.7767 60.8758 1.0108E-12 

Residual 148 33.4937 0.2263 

  Total 149 47.2705       

 

 
Coefficients 

Standard 

Error 
t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 2.1487 0.1716 12.5181 5.6268E-25 1.8096 2.4879 1.8095 2.48799 

AVE-

CON 0.3802 0.0487 7.8022 1.0108E-12 0.284 0.4766 0.2839 0.4766 

 

Similar to the result of the above 2 independent variables, the perceiving of 

convenience (CON) effected to the dependent variable Behavior (BEV) in table 4. If 

the awareness of convenience increases, the behavior of customers on online booking 

services also increases and vice versa.   

Hypothesis H3: The sense of convenience has positive relationship with 

behavior of online tour bookings in Vietnam. In case of the convenience of online 

reservation service with beta = 0.3802, t = 7.8022, P value = 1.011E-12, this 

hypothesis is acceptable. 
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4.2.4. Regression Analysis Of Customer Trust    

Table 6: Belief of Customer Regression Result 

ANOVA 

       df SS MS F Significance F 

Regression 1 26.3836 26.3836 186.9481 4.9143E-28 

Residual 148 20.8869 0.14112 

  Total 149 47.2705       

 

 
Coefficients 

Standard 

Error 
t Stat P-value 

Lower 

95% 

Upper 

95% 

Lower 

95.0% 

Upper 

95.0% 

Intercept 1.49768 0.1462 10.2383 6.228E-19 1.2086 1.7867 1.2086 1.7867 

AVE-TR 0.60161 0.0440 13.6729 4.914E-28 0.5146 0.6885 0.5146 0.6885 

 

The end result (table 6) examines the relationship between the independent trust 

variable and the behavioral dependent variable and the finding shows that trust 

positively affects the use of online services. 

Hypothesis H4: The customer‘s belief to system of online tour bookings has 

positive relationship with behavior of tour bookings via the Internet. The higher the 

belief of customer toward online booking service, the more reservation behavior 

service will be chosen. Customers ‗belief of Online Reservation with beta = 0.6016, t 

= 13.67, P value= 4.914E-28, this hypothesis is acceptable. 

4.3. Discussion    

Based on the TAM theory research and combined with qualitative research, 

quantitative sample included 150 interviews through the questionnaire and processing 

research data collected to analyze the data results which included testing the scale of 

Cronbach‘s Alpha analysis of regression, hypothesis testing. 

The results from analyses covering these contents: Assessing the reliability of 

measurement scales via the coefficient, factor analyses after evaluate variables, there 

are 4 effected factors should be revealed and a model including 4 factors: Knowledge 

of the Internet (INT), Attitude toward Online Reservation (AT), Perceived 

Convenience (CON), and Customer‘s trust (TR) and the impact of these factors in 

decreasing intensity as follows: 
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 The trust of customer the most important influence on behavior book (TR) 

(partial = 0.601) 

 Attitude toward online reservation (AT) (partial = 0.582) 

 Perceived Convenience (CON) (partial = 0.380) 

 Understanding of the Internet (INT) (partial = 0.336) 

5. Conclusion 

The author has carried out research to find out such above factors that influence 

behavior customers in booking online tours in Vietnam. After research on the factors 

that affect the behavior of booking tour, hotel rooms in Vietnam over the Internet by 

the regression analysis and the hypothesis checking of the model confirm this finding 

the results showed that Reservation Behavior is affected by such 4 factors as 

Understanding of the Internet (INT), Attitude toward online booking service (AT), 

Perceived Convenience (CON), Customer's belief (TR). 

To provide solutions to improve online performance tour in Vietnam, the author 

suggest some solution to help tourism businesses attract more customers. 

Build customers' trust 

For businesses, customers' trust represents competitive power, is almost 

impossible to imitate, it is easy to lose and it is very difficult to rebuild. Therefore, the 

leading factor for all development is building trust. Each type of product service has its 

own group of customers, so the business that needs to be done is personal 

communication. 

By offering products and services to specific groups of customers, such as family 

tours, adventure tours for young people, luxury resort tours, ... you can find customer's 

demand, thereby improving their professionalism and attitude towards the business. 

The level of success or failure of online travel businesses depends greatly on 

whether they already know how to cultivate credibility with their customers. Today's 

customers are very easy to check the reliability of a company by searching on Google 

and deciding on book tours and services depending on website rankings or reviews of 

other customers. Therefore, focus on investing more time and effort in increasing 

search results rankings as well as trying to create customer feedback on social 

networking sites as well as the business website itself. 

The most important thing here is loyalty. By giving old customers many benefits 

and powers, they will change their businesses and influence the people around them. 
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Always being transparent, building reputation is a prerequisite to promote long-term 

trust in customers. However, once faith has formed, do not forget to cultivate it every 

day to become solid, forming a fulcrum for your business career. 

Customers are often strongly influenced by other people's experiences in making 

purchasing decisions. By fostering feedback, interacting with customers, and acting on 

feedback, business will have the opportunity to build the strongest brand message in 

marketing is the truth. 

Understand the customer attitude 

Who is the target of your marketing campaigns? Draw a picture of the key 

customers. Think of their day. Think about their needs. For them, what is most 

important? How old are they? They have booked tours, business services in the past 

and why? 

What kind of tours do customers want such as adventure trips to climb 

mountains, cross waterfalls, explore the sea? Enterprises should specify each type of 

customer and divide them into different groups. Since then, businesses can easily build 

marketing content suitable for each customer group to achieve the highest efficiency. 

By understanding the customer and their attitude. Businesses can conduct 

surveys to learn about their customers' interests, needs, travel trends on a regular and 

regular basis. 

Website optimization to create convenience for customers 

For a travel company, the website will have a very important role in providing 

information about its services as well as performing its online sales transactions. 

The website needs to be effective in terms of: 

Content: Must build a system of articles sharing experiences, destinations of 

quality and useful. The information on prices, tour itinerary, and hotel room service 

needs to be updated clearly and transparently when there is a change. Images should 

be carefully selected, beautiful, sharp and suitable for the subject. 

Message: Must be clear, and concise so that customers can understand the 

meaning as quickly as possible. Use the right words, create a compelling message. The 

message must clearly show what the business has done, what the benefits are, and 

what the customer wants. 
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Function. Make sure all components and navigation on the website are stable and 

not broken, especially the booking system. Customer operations are performed quickly 

and conveniently. Especially those who do not regularly use online booking, lack of 

internet knowledge can also learn and manipulate. 
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Abstract: 

This document is based on the Push-Pull-Mooring (PPM) framework and the theory of 

habit in order to build a research model on the intention to switch from offline to online 

purchase in terms of B2C e-commerce in Vietnam. Besides the advantages of the online 

buying, there are still inherent shortcomings of this method that affects the intention to buy. 

Habit also play an important role in consumers' behavioral intention. A model is developed to 

assess the impact of specific variables affecting this intention. By referring to previous studies 

on switching, e-commerce, and habit, propose an empirical model. 

Keywords: Switching, intention, behavior, online, offline, B2C, PPM. 

 

1. Introduction 

B2C online retail is thriving. The explosion of online retail e-commerce and 

consumer shopping behavior has gradually shifted from traditional in-store to online 

purchase, which is noticeable in Vietnam. In a research report of CBRE Vietnam 

(Tran, 2018) conducted by taking survey of 1,000 people in Ho Chi Minh City and 

Hanoi, show that: 25% of consumers surveyed intends to reduce the frequency of 

buying shop at physical stores, while 45 - 50% of respondents think they will shop 

online more often in the future. According to the forecast of the E-commerce 

Development Plan for the period of 2016-2020 (Minh, 2016), the Government aims 

that by 2020, the enterprise-consumer e-commerce sales will increase by 20%/year, 

reaching USD 10 billion, accounting for 5% of the total retail sales of consumer goods 

and services. It is estimated that each Vietnamese will spend about 350 USD on online 

shopping, more than 2 times in 2015 and in the next 5 years, about 30% of Vietnam's 
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population will adopt online transactions via internet and businesses e-commerce will 

reach 10 billion USD by 2020. 

The 2005 statistics of the Department of E-commerce and Information 

Technology, according to Vui (2016), also show that the most purchased items on B2C 

e-commerce sites are: clothes, shoes, cosmetics (64). %), followed by technology, 

electronics (56%), and household appliances (49%). Figures of research organization 

(Nielsen, 2017) show that Mobile and Information Technology ranked 6th (accounting 

for 40%) of the top 10 most purchased items in Vietnam. According to websolution 

(2019), electronics and technology products ranked 5th among 10 best online selling 

product types. Beside pure electronic trading platforms such as Tiki.vn, Shopee.vn, 

Sendo.vn, Lazada, Nhommua.com. supermarkets and offline stores also took the 

initiative to invest in e-commerce, such as The Gioi Di Dong system, Nguyen Kim, 

Pico, Dien May Xanh. In addition, these stores also launch websites for customers to 

find product information and completely can buy online. 

However, the problem posed for this study is from a fact based on Nielsen 

statistics Nielsen (2017): For high-value products, the buying cycle that is infrequent 

and requires experience of interacting with the product physically, online channels are 

not the dominant shopping channel. Among those who have purchased consumer 

electronics online, about 37% said they often buy this type of product online more; 32% 

say they buy offline more often, and 31% say they buy online and offline with equal 

frequency. These figures are more or less related to the general statements of some 

relevant market analysis such as Renfrow (2017), Skrovan (2017), Lesonsky (2014), 

Forbes (2016), emarketer (2018) in the markets of countries like USA, Canada, and 

Europe. In addition, the content of habit, switching costs, experiences, customer service, 

perceived risks, etc. are also things that buyers consider when considering switching. 

Therefore, it is necessary to research and explain this mechanism, which clearly 

shows the consideration and assessment of consumers when switching from offline to 

online purchases under the influence of many relevant factors. The results of this 

research are also implications for practical activities of e-commerce business, helping 

retailers understand the key point that makes consumers consider their intention to 

switch to buying online in the context that E-commerce is growing very fast. 

The research model applied Push-Pull-Mooring effect analysis (PPM) that is 

suitable for the problem posed. For ―Push‖, it is that whether the weaknesses of the 

traditional shopping have enough influence to motivate buyers to switch their 

purchasing intention; as well as in parallel with ―Pull‖ as the advantages of online 
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shopping and the minimized limitations thanks for online buying having strong impact 

to foster customers‘ intention to  shop online; and finally, ―Mooring‖ related to the 

environment and the negative influences of online buying to customers directly 

affecting the intention to switch to online buying and moderate the effects of "push" 

and "pull" to the intention. 

Along with that, studies of Chen and Keng (2019), Cheng, Lee et al. (2019), Lai 

and Wang (2015) put the habit variable into the PPM framework to assess the impact 

on the intention to switch in different service fields, to name out, cloud applications 

(health care, personal storage) and online English learning with real people  that are 

very new types of services. The research results show that habit has negative effect on 

the intention to switch from traditional services to modern method of services. This 

variable can be accounted for when considering the influence on the intention to 

switch to buying online in the original PPM framework. Habit is likely to impede the 

intention to switch to buy. 

Research Objectives: to build a model illustrating the intention to switch from 

offline to online B2C and the antecedents affecting the switching intention, to analyses 

the moderating effects of the mooring variables and the inhibitive effect of habit on a 

consumers‘ switching intention to reflect the actual consumer electronics buying 

behavior. Finally, on the basis of results, discuss and recommend improving the 

research and practice of attracting online shopping customers in consumer electronics. 

2. Research Methodology 

To collect secondary and primary data according to research objectives and 

missions, use the following major methods: 

2.1. Qualitative research methods  

Referring documents (EmeraldInsight, ScienceDirect, ResearchGate, proquest) 

related to the title of the topic / research direction. 

The interviewing method is used to check the suitability of the scales related to 

the potential variables to be studied and in-depth study about the "push", "pull" and 

"mooring" variables. Interviewees can be managers, experts of typical online retail 

businesses (Shopee, Tiki, Lazada, etc.) or administrative managers (Market 

Management Department, Electronic Trade and Digital Economy Department). 

Delivery staffs and urban consumer belonging to different demographic groups can 

also be counted in. 
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2.2. Quantitative research method 

The item of variables is synthesized from many related studies and will later revised 

through qualitative interviews, experimental studies to adjust the item. The scale used is 

Likert 7 of strongly disagree - strongly agree with the item included in the survey. 

The number of people interviewed and surveyed depends on the number of items 

and the complexity of the model. Tabachnick's sample size and statistical power 

principles, Fidell et al. (2007), F. Hair Jr, Sarstedt et al. (2014), the statistical 

consultancy website danielsoper.com should be considered. Through the synthesis and 

experience of authors, about 600 observations is sufficient to run the model. 

According to the plan, quantitative research will be conducted in three cities in 

Vietnam: Hanoi, Da Nang and Ho Chi Minh City. To ensure the quality of the survey, 

the author conducted a survey with the proportional numbers of populations in three 

cities. For each district within each city, the author lists the locations that match the 

criteria of selecting the research sample element to ensure proper sample distribution 

and minimize bias when estimating. Random sample selection and partly snowball will 

be conducted. 

The pilot survey collected about 50-100 observation (half is in person, half is 

online) to adjust the items for the official survey. 

Survey data are then analyzed using software‘s including smartPLS 3.0, SPSS, 

AMOS, eViews, and Stata. The recent proliferation of multi-dimensional, multi-layer 

statistical tools and systematic model structures has also been suggested. 

Finally, based on the results, the authors draw conclusions and propose 

recommendation and discussion. 

3. Research overview 

3.1. General contents 

3.1.1. Related research model approaches 

There are many theories that explain human behavior in general and consumer 

behavior in particular. Among them, there is a rational theory of behavior (TRA) 

mentioned in Fishbein and Ajzen (1975) ) and the theory of planned behavior (TPB) of 

Ajzen (1991). These two theories are widely used in explaining the intention to 

implement human behavior. There have been many studies applying these two models 

in analyzing consumers' buying intention in many areas, including online shopping. 
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TRA and TPB are widely applied. However, within the scope of studies on 

switching, there is only one study of Pookulangara, Hawley et al. (2011) learning 

about the behavior of buying among 3 channels (real stores, catalogs, and online). 

Specifically, from one current channel, then customers switch to one of the other two 

channels. In the case of switching to internet shopping, attitude towards switching 

behavior is influenced by hedonic variables, subjective norm is influenced by beliefs 

about norms, and perceived behavioral control is affected by their implementation self-

efficacy, information, product type. However, the use of a single model, TPB, to apply 

to a combination of three types of switching potentially overlap the conceptual 

measurement of variables, causing difficulties in the context of empirical surveys in 

Vietnam. 

Bansal and Taylor (1999) combine TPB variables with several antecedent 

variables (service quality, perceived relevance and satisfaction, switching costs) to 

build research model in field of land mortgage. 

Combining variables in TPB with variables in another widely recognized model 

such as  TAM adoption model of Davis, Bagozzi et al. (1989), it is only one study 

available applied to intention to transit in public transport (Chen and Chao 2011). The 

TAM theory focuses on the technological aspect (perceived ease of use, perceived 

usefulness), rather than emphasizing the potential ―risky‖ factors and characteristics of 

the goods that require undergoing experience when shopping online like consumer 

electronics, which traditionally are bought at physical stores. 

In addition, Croome (2006) studies the perspective of customer value model from 

the search stage to the buying stage to study switching behavior by each scenario (find 

information and buying online completely, find information and buy offline 

completely, find information online and buy offline, find information offline and buy 

online) between offline and online. This study uses customer value variables in a 

logical sequence that continues the process such as differentiation, tangibility, price, 

content, trust, enjoyment. The author construct four questionnaires following the same 

model framework for the four scenarios mentioned above. As for the scenario of 

switching from buying offline to online, the research results show that: 

+ Regarding the differentiation: if the goods are too different, customers will not 

switch to buy online, they will only buy when the goods are "standardized"; 

+ In terms of tangibility: customers focus on delivery when they are at home; 
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+ Regarding content: customers are interested in clear information (when 

checking out), latest and timely product information; 

+ About price: cheap price, considerable discount, transparent and competitive 

price are focused. Fixed prices should be avoided; 

+ About trust: customers feel comfortable, helpfully supported and not under 

pressure like shopping in presence of sales staff at the real store; 

+ About enjoyment: customers rated at the average for enjoyment when buying 

online. 

Authors focuses on the antecedent that directly influence the switching intention 

by using the PPM model, rather than the behavioral process across various buying 

scenarios in line of Croome (2006). The construction of questionnaire that is 

somewhat ―mechanically repeated‖ based on the same theoretical framework and 

conducting survey of the purchasing process for all four scenarios are very difficult 

and likely bias-causing for the Vietnamese context. The current context of the study is 

also different when utilities, information accessibility and infrastructure conditions 

have been improved a lot. 

These research issues do not overlap with other research subjects so far, as well 

as focusing on consumer electronics. Authors emphasize individual perspective of 

having the consideration and assessment of the properties of each buying method from 

the current one (offline) to another one (online). Approaching by the specific PPM 

model for this is suitable to analyses. 

3.1.2. The PPM model 

The synthesis of Chang, Liu et al. (2014) introduces the Push-Pull-Mooring 

(PPM) theory developed by Lee (1966) and Moon (1995), then later developed by 

Bansal, Taylor et al. (2005). The basic assumption of this theory is that the negative 

factors from the origin state "push" people away, while the positive factors towards the 

destination "pull" people come to. These factors do not work separately but are linked 

by "mooring" variables - which act as moderators and either encourage or impede 

human switching behavior from the original status quo to the new one. Mooring 

factors can be personal values, social, cultural, etc. 
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Figure 1: Push-Pull-Mooring model  

 

 

 

 

 

 

 

 

Source: Bansal, Taylor et al. (2005) 

Bansal, Taylor et al. (2005), Nimako and Ntim (2013) and many researchers 

stated that PPM is a very effective theoretical framework when forecasting switching 

intentions and behavior in the social and economic context. This is suggestion for 

research related to business. 

There are typical materials relating to PPM, such as Zengyan, Yinping et al. 

(2009), Chiu, Hsieh et al. (2011), Sun, Liu et al. (2017), Lai, Debbarma et al. (2012), 

Chang, Wong et al. (2017), Ye and Potter (2011), Chen and Keng (2019), Cheng, Lee 

et al. (2019), Lai and Wang (2015) focus on the online context: social networks , 

cross-channel buying behavior, mobile commerce, instant chat application, online 

English learning, cloud services, etc. However, there has been no studies mentioning 

the intention to switch from offline to online buying for consumer electronics with the 

PPM approach. 

3.2. Typical studies on switching intention (and switching behaviour) 

The studies related to the application of PPM effect, and the factors are 

summarized in Table 1. 

Switching 

behaviour 

 

Push 

Pull 

Mooring 
Switching 

intention 
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Table 1: Summary of studies on switching intentions (and switching behavior) of customers  

Authors Topic Push Pull Mooring Moderation 
Switching 

type 

Analysis 

tools 

Zengyan, 

Yinping et 

al. (2009) 

Discuss the 

intention of cyber 

migration 

behavior of 

netizens on social 

networking sites 

+* Dissatisfaction 

with technical 

quality, 

information 

quality, community 

support, member 

policy 

+* Attractiveness of 

alternatives, peer 

influence 

- Switching cost 

(setup, continuity)  

 Intention PLS-

SEM 

Chiu, 

Hsieh et al. 

(2011) 

Examine 

antecedents of 

customer 

conversion 

behavior to free 

ride out of service 

in cross-channel 

service 

+* Internet 

experience, 

vicarious 

experience  

+* Perceived 

service quality of 

competitor‘s offline 

store, perceived risk 

of purchasing 

online 

 

-* Within-firm 

lock-in (Switching 

cost, perceived 

integration)  

Note: focused on 

searching for a 

certain retailer 

online and 

shopping offline 

that product at 

another retailer. 

 Intention CB-SEM 

Ye and Interpreting the +* Satisfaction +* Relative -* Subjective - *. Habit as Behavior PLS-
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Potter 

(2011) 

content of post-

adoption 

switching of 

personal 

information 

technologies 

advantage, 

perceived relative 

ease of use, 

perceived relative 

security 

 

norm, perceived 

switching costs, 

habit  

moderator 

between 

behavioral 

intention and 

behavior 

SEM 

Lai, 

Debbarma 

et al. 

(2012) 

Learn about 

customer 

switching 

behavior of 

mobile purchases 

+* Inconvenience 

 

+* Peer influence, 

alternative 

attractiveness 

 

-* High switching 

cost, low trust, low 

security and 

privacy 

+* Behavior CB-SEM 

Sun, Liu et 

al. (2017) 

Research intent to 

switch instant 

chat application 

on mobile 

+* Fatigue and 

dissatisfaction with 

incumbent  

application 

+* Alternative 

attractiveness, 

subjective norm 

 

-* Affective 

commitment, 

switching costs, 

habit 

 Intention PLS-

SEM 

Chang, 

Wong et al. 

(2017) 

Study switching 

behavior from 

tradition e-buying 

to mobile 

purchases 

+* Information 

searching behavior, 

perceived value 

+* Attractiveness of 

M-store 

 

-* M-shopping 

self-efficacy, 

switching cost 

+*  Intention CB-SEM 

Chen and 

Keng 

Study intention to 

switch to a real-

+* Learning 

convenience, 

+* E-learning 

motivation, 

-* Learning 

engagement, 

-* 

 

Intention PLS-

SEM 
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(2019) people English 

learning platform 

Habit directly affect 

- * to switching 

intention 

service quality, 

perceived price 

 

perceived 

usefulness 

 

switching costs, 

social presences  

 

Cheng, Lee 

et al. 

(2019) 

Research 

intention to 

switch to personal 

cloud storage 

services 

+* Security and 

privacy risk 

 

+* Network effect, 

innovation attribute, 

enjoyment 

 

-* Habit, 

switching cost  

 

 Intention PLS-

SEM 

Lai and 

Wang 

(2015) 

Research 

intention to 

switch to health 

care cloud  

Habit directly affect 

- * to switching 

intention 

+* Low 

satisfaction, low 

commitment 

 

+* Ubiquitous care, 

responsiveness, 

personalized care 

-* Low privacy, 

high switching 

costs, low trust, 

low government 

support 

 

-* 

 

Intention PLS-

SEM 

(*): statistically significant 

Source: authors ‗synthesis 
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These studies suggest ideas that the authors propose appropriate variables and 

models related to the research topic. Besides, the characteristics of "push", "pull" and 

"mooring" of the intention to switching from offline to online purchase should be 

considered appropriately. 

According to the authors‘ latest updates (September 2019), no research in 

Vietnam has been applied to PPM for switching from traditional store to B2C online, 

and so well with the consumer electronics. This is also expected to be a new point for 

e-commerce research in Vietnam. 

In the theoretical basis and the hypothesis proposal, study will continue to 

explore the content of habit variables in terms of traditional offline purchase, resulting 

in a PPM-H (Push-Pull-Mooring-Habit) variation that is updated. 

4. Theoretical basis 

4.1. Switching intention and switching behavior 

Switching intention, according to Dekimpe, Steenkamp et al. (1997) ) is the 

probability that a customer will switch transactions from current firm to another 

competitor. Synthesis study by Wirtz, Xiao et al. (2014), distinguishes switching 

intention and switching behavior. 

Switching behavior is a certain behavior that individuals / groups of people 

perform from a mode of implementation to another, or change or replace a certain 

service provider to another provider according to Keaveney (1995), Bansal, Taylor et 

al. (2005), Njite, Kim et al. (2008).  

Sharma (2018) state the view that switching behavior is level of customer ability 

to switch from one product / service provider to another in a given industry context 

and buying context. 

According to Bejou and Palmer (1998), switching behavior represents a 

motivational process as it develops over a certain period of time, and ends with 

quitting the relationship with the supplier. 

Switching behavior can be considered as contrary to customer loyalty (Wieringa 

and Verhoef 2007). Switching behavior can be whole or partial (Colgate and Hedge 

2001). Njite, Kim et al. (2008) identified this as an important factor for businesses to 

re-evaluate their business strengths and weaknesses, as well as attract new customers. 
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Distinguishing switching intention and switching behavior, according to Wirtz, 

Xiao et al. (2014), the switching intention demonstrates a client's ability to self-report 

on the termination of an existing service relationship, while the actual switching is an 

objectively observed act of switching to another provider. The importance of 

examining the determinants of intention versus actual behavior is further emphasized 

by recent research has been shown that customers are not good at predicting repeated 

purchases and therefore repurchasing intention are often not sufficient to predict actual 

repurchasing behavior (Gupta and Zeithaml 2006). Intention-based inference can be 

incorrect if there is a significant difference between intention and the consequence as 

behavioral change. Therefore, Wirtz, Xiao et al. (2014) suggests that it is important to 

clearly examine the degree of convergent results when using switching intention 

versus actual switching behavior as a dependent variable (Seiders, Voss et al. 2005).  

Literatures highlight a number of potential reasons for the difference between 

intention and actual behavior. They include methodological reasons, such as high 

common method variance, same response bias (Mittal and Kamakura 2001) and self-

generating validity issues (self-generated validity issues) (Chandon, Morwitz et al. 

2005), changes in intention actually over time caused by changes in decisive related 

variables (Sun and Lin 2010), differences such as income, education and other 

demographics (Morwitz and Schmittlein 1992), product involvement, interest and the 

ability to make accurate predictions about behavior and qualitative differences. which 

consumers are viewed poor in cognition, who lack the motivation and cognitive ability 

to accurately integrate contingency situations into their purchasing prediction process, 

according to Seiders, Voss et al. (2005).  

A potentially relevant theory that goes beyond past empirical work and that has 

not been applied to the intention to switch compared to the difference in switching 

behavior is the construal level theory. An important difference between the intention to 

switch and the real switching is that the intention reflect a response to a hypothetical 

situation, while then a real action is taken. Recent research on this theory (Liberman, 

Trope et al. 2007) shows that when people feel an event is psychologically distant (for 

example, when the event is a hypothetical), they tend to focus is on the central aspects 

of the event as desirability of the event or its outcome (e.g., better prices or better 

service). Conversely, when people feel that a psychological event is near (for example, 

when it will happen in the immediate future), they tend to focus on the procedure 

involved in taking action (for example, time and effort involved in achieving results). 

These effects have been presented in different contexts (Zhao, Hoeffler et al. 2007), 
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but not on consumer switching. Extending this theory to the switching context, it can 

be assumed that customers will focus more on the central aspects of switching (for 

example, price, quality and monetary switching costs ...) when expressing switching 

intention. 

According to the synthesis of Chen and Keng (2019), the switching intention is 

derived from customer evaluation after using a product or service. When there is a 

negative assessment result, they tend to carry out switching behavior (Han, Kim et al. 

(2011); Lin and Huang (2014)). Previous studies have discussed switching behavior 

according to market rules and identified many factors that influence behavioral 

intention (Hsieh, Hsieh et al. 2012). Due to the increasing number of online service 

activities, research on behavioral change in IT / information systems has increased in 

recent years (Peng, Zhao et al. 2016). Studies of channel switching issues in multi-

channel environments have focused on understanding switching behavior. According 

to the application context, the PPM model provides a clear structure for researchers to 

understand behavioral change in the very three typical measures (Peng, Zhao et al., 

2016; Jung, Han et al., 2017; Wu, Vassileva et al., 2017). 

Based on a review of the appropriate literature, three types of switching‘s are 

introduced as follows. The first type is from offline to offline, for example, moving 

from traditional "physical" services to other competitors (Bansal, Taylor et al. (2005); 

Wieringa and Verhoef (2007); Lehto, Park et al. (2015)); which are often caused by 

physical service factors (e.g. low service quality, dissatisfaction and high price). The 

second type is online to online, for example, switching between two homogeneous 

services (Hou, Chern et al. (2011); Hou, Shang et al. (2014);Chang, Liu et al. 

(2014);Sun, Liu et al. (2017); Lin, Wang et al. (2017); Wu, Vassileva et al. (2017)). 

Such switching is often caused by dissatisfaction with current services or the 

attractiveness of alternatives. Besides, switching services varies from one blog service 

to another SNS (Hsieh, Hsieh et al. 2012); and from e-commerce to social commerce 

(Li and Ku 2018). Factors are switching costs, past experience, usefulness, and ease of 

use. The third type is from offline to online, previous studies rarely considered the 

intention of users‘ switching from offline to online. For example, moving from a 

physical channel to a virtual channel (Lai and Wang (2015); Chang, Wong et al. 

(2017)). The switching intention is influenced by new technology applications, 

featuring innovative service experiences with added benefits. Therefore, this study 

identifies the intention to switch from the original traditional offline purchase method 

to the online purchase method. 
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In the next section, author begins to construct antecedent variables for the 

research model. Variables belong to the "push" variables related to shopping in 

traditional stores. If these factors are negative, they will become a group driving 

customers away from shopping in traditional stores to switch to other ways of 

shopping. Similarly, "pull" variables are shown in the positive points of online 

shopping. The "mooring" variables are popular content in marketing research on 

subjective norms, switching costs, past experience, perceived risks ... that have a direct 

impact on the switching intention, and moderate the impact of the "push" and "pull" 

variables on this intention positively, or negatively (summarized from Table 1, and 

from the synthesis reference of Hsieh, Hsieh et al., 2012).  

4.2. Pros and cons of buying offline versus online and constructing variables 

Referring to the research documents on e-commerce, as well as summarizing 

referred studies in the thesis of Hà Ngọc Thắng (2015), it can show the strengths of 

online buying compared to offline buying as follows:  

1) First, price advantages according to Chang (2003), Rahman, Islam et al. 

(2018), Santana and Loureiro (2010), Sultan and Uddin (2011), Jain, Tadvi et al. 

(2017)). Customers can access and compare prices on many websites, and this is what 

if going to ask prices directly, it cannot be advantageous (Lester, Forman et al., 2006).  

2) The second point that online shopping has strength is convenience (Campo 

and Breugelmans, 2015; Gupta, 2015; Ferreira, 2015; Chang, 2003; Uzan, 2014).  

In terms of time, with the development of current technology, customers can use 

computers and smartphones to shop whenever needed instead of facing inconvenience 

of time and travel for tradition shopping (Ho and Chen (2014), Hà Ngọc Thắng 

(2015)). The buying process have been standardized throughout searching, purchasing 

decisions, checking out invoices and waiting for goods to be delivered (Chang (2003), 

Yang, Zhao et al. (2010)). The time frame is completely flexible, with no restrictions 

when consumers need access to purchase (Rahman, Islam et al. 2018). In addition, 

consumers often expect to know the status of the order immediately after placing an 

order on a retailer's website, which has a significant impact on the repurchasing 

intention (Rao, Griffis et al. 2011). Therefore, the system and means to proactively 

notify, contacting customers or letting customers monitor themselves on order 

fulfillment that are essential for satisfying the needs of online consumers. Customers 

expect online retailers to notify them via email and SMS about the status of their order 

(from order confirmation to delivery). Such a notice will also have a positive impact 
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on the awareness of the professionalism of e-retailers, positively affecting customer 

trust. 

Buyers save time to shop (Yang, Zhao et al. 2010). Customers do not need to 

spend time in the store, find products, wait for payment and then go home (Rahman, 

Islam et al. 2018). The product information is shown in full detail on the website, 

mobile apps, information sources and a variety of choices can be accessed at the same 

time from many virtual stores to help shoppers at minimum cost of research and time 

(Santana and Loureiro (2010), Hà Ngọc Thắng (2015). Regarding delivery time, Duffy 

and Dale (2002) pointed out that many consumers need to be delivered at home after 

work. This requires retailers instead of shipping between ―nine to five‖ hours in the 

traditional retail fashion, so online retailers should be concerned with letting customers 

choose delivery times. 

Regarding information, customers have a greater choice of goods (Gupta, 2015; 

Santana and Loureiro, 2010; Delafrooz, Paim et al., 2011; Perea y Monsuwé, Dellaert 

et al., 2004). This advantage also comes from the ability to access multiple stores at 

the same time. Therefore, during the information search stage of the buying process, 

customers can find many alternatives to meet their needs best (Hà Ngọc Thắng, 2015). 

Consumers can carefully consider the feedback and reviews of others about the 

products that they are interested in (Gupta, 2015; Lepkowska-White, 2013), these are 

also important bases before consumers decide to buy online. 

3) About vicarious experience, according to Chiu, Hsieh et al. (2011) even when 

customers lack significant prior transaction success, their expectation of efficiency 

may increase as a result of other people's results, or indirect experience. If people with 

different characteristics can succeed, observers have a reasonable basis for increasing 

their sense of self-efficacy. Learning by observation, or behavioral model, also 

provides a powerful means for acquisition behavior. Learning by observing allows 

people to avoid unnecessary errors and often costly mistakes, helping them learn faster 

than the actual work of the job can be. Research also shows that when other people in 

the reference group use their technology more, his or her ability to use the technology 

(such as computers) increases. So, if consumers realize that their reference teams use 

technology to complete a transaction and achieve maximum utility, they will have 

more confidence to apply the same behavior. 

Thus, these advantages are suggested for the group of "pulling" variables in the 

research model, and also the basis for the content with the opposite meaning about the 

limitations of offline buying for the "push" variable group. 
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At this point, discuss the limitations of online shopping (Hà Ngọc Thắng 2015): 

1) Buying online is limited when customers cannot directly touch or try the 

product (Rahman, Islam et al. 2018). Customers who search for products on the web 

only receive descriptive information, photos or videos (Kolesar and Wayne Galbraith 

(2000); Lohse and Spiller (1998)). This is the strength of shopping in traditional stores 

(Cho and Workman (2011), Peck and Childers (2003). For consumer electronics, this 

is really a problem because these are required to try. 

2) Social communication issues (Santana and Loureiro (2010), Yang, Zhao et al. 

(2010)). In online shopping, all communication between buyer and seller/sale staff 

take place at the store (Gené Albesa 2007). Assessing the quality of customer service 

depends on service factors in many aspects, including attitude, quality of information, 

feedback of consultants.  

3) The third is shipping charges (Lester, Forman et al. 2006). Customers usually 

have to pay for shipping costs. However, this obstacle is insignificant, due to the 

purchase value of electronic goods, free shipping policies, the ability to find 

information about shipping preferences of customers nowadays. 

4) The fourth is order fulfillment (Lester, Forman et al. (2006)). Customers who 

buy in real stores can receive the product immediately, while buying online often have 

to wait for a certain period of time. Accordingly, there are potential risks and damages 

when the goods are transported, which can be crushed, damaged, misplaced, 

inadequately delivered, mistakenly delivered, even deliberately fraudulent or not 

delivered, socially complicated contact with the shipper. Policies and practices of 

service promises, refund, etc. also cause concern to customers (Gupta (2015), Yang, 

Zhao et al. (2010), Lester, Forman et al. (2006)). In addition, reverse logistics in 

Vietnam is still limited. 

Through considering the above contents, along with referring Ye and Potter 

(2011), Hou, Chern et al. (2011), Zhang, Cheung et al. (2012), Hsieh, Hsieh et al. 

(2012), Zhang, Lu et al. (2014), Jung, Han et al. (2017), Sun, Liu et al. (2017), Chang, 

Wong et al. (2017), Ghasrodashti (2018), can consider some influential variables of 

the "mooring" group such as:  

1) Subjective norms: According to Ajzen Ajzen (1991) subjective norms is 

people's awareness about how to behave in accordance with the requirements of 

society. Subjective norms are influenced by the "standard" beliefs of people around 

them (friends, relatives, colleagues ... who can support or not support this person's 
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behavior) who intend to act and by the motivation that this person follow the standards 

from the perspective of those around him. Shopping for consumer electronics at 

traditional stores is still common.  Lian and Yen (2013) introduced the traditional 

barrier, that is, when innovation changes the existing shopping culture, it leads to 

conflict, in particular, the purchase of consumer electronics in stores versus online. In 

Vietnam, this tradition also originates from market characteristics, historical factors, 

and social psychology of consumers when buying electronics. 

2) Switching costs: Fornell (1992) describes switching costs as all costs 

(financial, psychological, academic, etc.) associated with abandoning a current 

benefiting supplier to other offers. He argued that switching costs could include search 

costs, transaction costs, learning costs, cognitive efforts, emotional costs, loyalty 

discounts, customer habits and financial risks, social and psychological risks for 

customers when deciding to change suppliers. These costs can be practical or cognitive 

and monetary or non-monetary. Also according to Fornell (1992), perceived switching 

costs are complex and therefore need to vary depending on the study topic.  

3) Past experience: Studies show that past behavior affects future behavior, 

because people recall their past experiences when making decisions (Ouellette and 

Wood (1998)). Those with previous successful switching experiences are more likely 

to move again than those without such experience. Conversely, a failed previous 

attempt to convert online behavior may hinder switching decisions. Hsieh, Hsieh et al. 

(2012) suggest that prior switching experience is an individual variable that affects 

switching, since users without previous experience tend to remain in the current state.  

Research results of  Wang and Yang (2010) are similar, saying that those who 

have experience in buying online electronics before intend to buy online more strongly 

than those who have no experience of online buying this product type. 

4) The perceived risk: buying online is risky (Rahman, Islam et al. 2018), Chang 

(2008), Campo and Breugelmans (2015), Gupta (2015), Santana and Loureiro (2010), 

Yang, Zhao et al. (2010)). Anum Tariq (2016) pointed out some specific contents of 

the risks related to buying online: 

a) Risk of non-delivery may be due to incorrect delivery to the address or 

situations where the delivery is delayed, or the delivery process damages the goods; 

b) Product risk can be defined as product failure to meet buyers‘ 

requirements. Product risks include physical testing or product attributes. The main 

reason is that it is not a quality product, or the product is not as the brand authentically 

expected or the product origin is false. Some products do not have after sales service; 
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c) Risks when buyers do not identify and know who the seller of the 

product is, especially if they do not have a physical store (Lester, Forman et al. 2006); 

d) The risk of return policy manifests itself in the fact that consumers may 

lose time for the procedure and return process when they are not satisfied with the 

order received; 

e) Financial risks that may occur during the process of making online 

orders when shipping charges or other unexpected expenses incurred at the buyer; 

f) Convenient risks may occur during order fulfillment when consumers are 

delayed in delivery compared to the time they place orders; 

g) Risk of personal information (Lester, Forman et al. 2006).    

In summary, it is possible to construct groups of push, pull and mooring 

including component variables as follows:  

Table 2: Component variables chosen in the “push”, “pull” and “mooring” 

Push Pull Mooring 

- Inconvenience 

- Information searching 

(online) 

- Vicarious experience 

- Online price 

- Convenience 

 

- Subjective norms 

- Switching cost 

- Past experience 

- Perceived risk 

Source: authors‘ synthesis 

4.3. The habit variable and expansion from PPM to PPMH (Push-Pull-Mooring-

Habit) 

In reference to the study of Ye and Potter (2011), the definition of habit was introduced 

in psychology (James, Burkhardt et al. (1890);Hull (1943)). Currently, habit is defined as the 

sequence of learned behaviors that has become an automatic response to specific signals, and 

is functional in achieving certain goals or ending (Aarts, Verplanken et al. 1998, Verplanken 

2006). Following this definition, there are two important characteristics of a habit: its 

automatic execution without any conscious control and triggered by a stimulating cues in the 

environment. A large number of studies in social psychology and other areas have assessed 

the importance of habit through its interaction with intention and behavior, in a variety of 

other social contexts (Limayem, Hirt et al. 2007).  

Chiu, Hsu et al. (2010) suggest that developing a habit requires a certain amount 

of repetition or practice (Aarts, Verplanken et al. 1998). If a reaction generated in the 

interaction is rated as satisfactory, it will tend to be copied under the next equivalent 
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situation from habit rather than thinking, according to Thorngate (1976). Habits can be 

understood as an automatic behavioral response triggered by a situational stimulus that 

is not preceded by cognitive analysis (Aarts, Verplanken et al. 1998). ). When a habit 

is established, this behavior is done automatically when contextual or stimulating 

situations are encountered (Verplanken (2006); Wood and Neal (2007)); that is, its 

work requires little (if any) conscious attention and minimal mental effort (Wood, 

Quinn et al. 2002). When more often one performs a behavior, the more likely it 

becomes habit. Forming habit requires behavior that is done continuously and often, in 

a stable environment and enough time. The context of stability facilitates this trend for 

repeated behavioral conduct with minimal cognitive monitoring (Wood, Quinn et al. 

2002). A stable context means that individual contextual signals and related goals are 

similar or the same in successive situations (Limayem, Hirt et al. 2007). The change in 

context would probably disrupt the automatic signal of the action (for example, the 

activation of the learned reaction pattern) and thus release it from the stimulation 

control. People may not act according to their habits when circumstances change 

because new contexts require intentional reevaluation, and people are acting according 

to their new intentions (Wood, Tam et al. 2005).  

Lai and Wang (2015) developed a PPMH extension model to investigate the 

significant impact on the attitude of switching to cloud health care. In the line of this, 

Sun et al. (2017) used the PPM model used to explain consumer switching behavior 

with mobile instant messaging (MIM), and the results showed inertia (inertia) - a very 

close concept with habit, negatively influencing intention to convert. 

Based on the above contents, Chen and Keng (2019) argues that it was very 

useful to consider the role of the habit in switching intention, and incorporate them 

into the PPM model. The expanded PPMH framework will be helpful in discovering 

and explaining the switching intentions of online electronic product buyers. To guide 

current studies of user switching behavior, the purpose of this study is to explore the 

intention to switch in both the context of online and offline electronics purchases. The 

PPMH model is as follows: ―Push‖ variable group, ―Pull‖ variable group, ―Mooring‖ 

effect variable group, and habit variable of offline electronic buying, to analyses the 

interaction of these variables with the intention to switch buying. 

4.4. Proposing hypotheses and research model 

According to the contents of the studies using PPM mentioned above, and in 

combination with many other studies on online shopping, the authors propose the 

following variables and hypotheses within the scope of a topic. 
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4.4.1. Hypotheses of ―push‖ group 

The ―push‖ group is formed from the work of Bansal, Taylor et al. (2005), Lai, 

Debbarma et al. (2012), Chang, Wong et al. (2017), Ghasrodashti (2018), Hà Ngọc 

Thắng (2015) in different fields and research contents. The reference to research on e-

commerce is to adjust the variables of the ―push‖ group. Traditional buying reveals 

limitations on inconvenience (in terms of information accessibility, difficulty in 

making comparisons to choose from, wasting time, lack of flexibility when buying, 

crowds, buying pressure). In addition, information searching (online) is added in 

according to Chiu, Hsieh et al. (2011), Chang, Wong et al. (2017) discussing the 

possibility of finding information about online retailers and making decision; and 

vicarious experience referred from Chiu, Hsieh et al. (2011) when customers observe, 

learn, refer to groups and perform other customers' behaviors that have performed the 

switching purchase behavior in the context of the current thriving e-commerce. The 

hypotheses proposed here are: 

H1 (+): The "push" group has positive impact on the intention to switch buying; 

H2 (+): Inconvenience positively affects the "push" group; 

H3 (+): Information searching (online) positively affects the "push" group; 

H4 (+): Vicarious experience positively affects the "push" group. 

4.4.2. Hypotheses of ―pull‖ group 

Based on the arguments above, as well as the synthesis of PPM ideas from 

Bansal et al. (2006), Zengyan, Yinping et al. (2009), Ye and Potter (2011), Zhang, 

Cheung et al. (2012), Hsieh, Hsieh et al. (2012), Chang and Fang (2013), Chang, 

Wong et al. (2017), Ghasrodashti (2018), Hà Ngọc Thắng (2015)  show the positive 

points of the object that the redirect behavior towards, in particular here is the 

advantage of buying online compared to buying in stores traditionally. Variables are: 

online purchase price, convenience (advantages in searching information, online 

consulting, easy to compare and choose, saving time, flexibility when buying, payment 

utility, easy to use, the delivery service, user manual and installation support) when 

purchasing online belong to the relevant "pull" group that is included with the 

hypothesis in this study: 

H5 (+): The "pulling" group has positive impact on the intention to switch 

buying; 

H6 (+): Online price positively affects the ―pull‖ group; 
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H7 (+): Convenience positively affects the ―pull‖ group; 

4.4.3. Hypotheses of "mooring" group 

The studies of Bansal et al. (2006), Zengyan, Yinping et al. (2009), Ye and Potter 

(2011), Hou, Chern et al. (2011), Zhang, Cheung et al. (2012), Hsieh, Hsieh et al. 

(2012), Zhang, Lu et al. (2014), Jung, Han et al. (2017), Sun, Liu et al. (2017), Chang, 

Wong et al. (2017), Ghasrodashti (2018), Hà Ngọc Thắng (2015) are summarized 

about the "mooring" group. The variables in this group that are not positive for the 

intention to switch from offline to online can be considered here: subjective norms, 

switching costs, previous experience, perceived risks (when buying consumers 

electronics online). Accordingly, there are the following hypotheses: 

H8 (-): The "mooring" group has negative impact on the intention to switch 

buying; 

H9 (+): Subjective norms positively affects the "mooring" group; 

H10 (+): Switching costs positively affects the "mooring " groups; 

H11 (+): Previous experience (buying electronics online) positively affects the 

―mooring‖ group; 

H12 (+): Perceived risk (buying electronics online) positively affects the 

"mooring" group. 

4.4.4. Moderation hypothesis: 

H13 (-): The "mooring" group negatively moderate the impact of the "push" 

group on the intention to switch buying; 

H14 (-): The "mooring" group negatively moderate the impact of the "pull" group 

on the intention to switch buying. 

4.4.5. Hypothesis of habit  

Lin, Wang et al. (2017) summarizes previous studies and suggests that habits 

reflect an individual's automatic behavioral tendencies that develop and accumulate. 

Limayem, Hirt et al. (2007) stated that individuals unconsciously practice certain 

behaviors because of repetitive learning. In other words, habitual behavior occurs 

without conscious thinking. A strong habit reduces the likelihood that customers will 

consider other options than the existing service / product; This will thus lead to a weak 

switching intention (Hsu, Chang et al., 2015; Lai and Wang, 2015). 
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According Cheng, Lee et al. (2019) most habitual behaviors arise and proceed 

efficiently, easily and unconsciously (Aarts, Verplanken et al., 1998), and habits can 

increase continuity of the existing behavior. When users are accustomed to using a 

certain service, they will be less likely to carefully compare the relative advantages 

between different alternatives but tend to simply follow the existing routine in their 

behavior model (Sun, Liu et al. 2017). Furthermore, users who seek to avoid the stress 

of change will find it more comfortable to engage in behavioral habits that require less 

cognitive resources and continue with the current state (Wood and Quinn, 2004). 

H15 (-): Habit of negatively impacts the intention of buying switching. 

4.4.6. Hypothesis of the demographic content 

Previous studies have shown that there are many factors that influence 

consumers' intention to shop online such as demographic characteristics (Goldsmith 

and Flynn, 2005; Gong, Stump et al., 2013; Jayawardhena, Tiu Wright et al., 2007), 

customer personality, online service quality, website quality, brand, shopping 

orientation, shopping motivation, beliefs and perceived risk, internet use experience, 

online shopping experience and product category (Cheung, Chan et al., 2005; Perea y 

Monsuwé, Dellaert et al., 2004; Zhou, Dai et al., 2007). However, these are contents 

related to online shopping intention. 

The identification of specific demographic variables for the intention to switch 

from traditional store to B2C online shopping is still in the process of finding 

documents. Authors considered several demographic characteristics such as gender, 

age, income, work, city, living place, type of equipment used for online shopping, type 

of electronic product purchased online, online retailers selected to buy, through which 

online channels, the times of electronic purchases per year, the amount of electronic 

purchases per year .... Currently, we have not yet reach research documents ultimately 

exploring in this regard. It is very likely that the author will have to interview experts 

and clients to build these demographic variables. 

H16: demographic characteristics influence switching intention 

4.4.7. Proposing research model 

Based on the above contents, propose a research model as follows: 
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Figure 2: Proposed research model  

 

Source: authors (09/2019) 

The direction of the arrow of indicators to the latent variables is expected 

according to the Confirmatory Tetrad Analysis test (Hair Jr, Sarstedt et al. 2017). The 

theoretical analysis of ―variable construct‖ is found in Nimako and Ntim (2013), Hair 

Jr, Sarstedt et al. (2017). 

 

5. Limitations 

No study can completely solve all problems. There are a number of studies that 

approach from other perspective, which require a lot of analysis of very complex 

behaviors according to the process of pre-purchasing, buying and after-buying by 

customers according to Frambach, Roest et al. (2007) and some theories about free-

riding cross-channel by Chiu, Hsieh et al. (2011), online search behavior and offline 

purchase (webrooming) by Arora and Sahney (2019), the probability of choosing a 

buying channel depends on the situation variable (Chocarro, Cortiñas et al. 2013), 

choosing certain channel stage by stage influenced by channel experience and 

spillover effect (Gensler, Verhoef et al. 2012).  
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The above studies were introduced for discussion, after authors had carefully 

considered the research gap requirements, the topic overlap, the context and conditions 

that allow the possibility to conduct research in Vietnam. Changing habits can be 

found in Gardner and Rebar (2019), Saine, Nguyen et al. (2018), Kwasnicka, 

Dombrowski et al. (2016), Nilsen, Roback et al. (2012), Neal, Wood et al. (2009). 
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Abstract: 

Thank to online food delivery service, customers can stay at home and order food from 

a large variety of restaurants quickly, easily and conveniently anywhere, anytime via 

smartphones or tablets with some clicks. This service is considered as a new channel to raise 

sales revenue by providing convenient and high-quality services. This study aims to explore 

the key determinants that influence the acceptance of online food delivery services in 

Vietnam. To this end, the research model was developed by combining the technology 

acceptance model (TAM) and Technology, Personal and Environment (TPE) framework that 

consists three technical factors, three personal factors, and two environmental factors. The 

results show that price value has the most impact on technology context, followed by 

convenience and information quality. Regarding the personal context, compatibility has the 

greatest influence, whereas, the effects of prior online purchase experience and perceived 

innovativeness are not confirmed. Finally, in the environmental context, eWOM has a 

significant impact on perceived usefulness, perceived ease of use as well as intention to use, 

followed by subjective norm. 

Keywords: Intention to Use; Online Food Delivery Services; Technology Acceptance 

Model (TAM); Technology, Personal and Environment (TPE) framework. 

 

1. Introduction 

The explosive development of the Internet, computer and smart devices has 

brought a convenient and easy life for customer. In the context of a restaurant, instead 

of going out to buy food or spending a lot of time for cooking, with online food 

delivery services, customers can stay at home and order the food from their favorite 

restaurants with just a few clicks via their smartphones or computer (Imbordino, 

2007). In Vietnam, online food delivery services have become a rapid developing 
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trend with lead providers such as Vietnammm, Eat.vn, Foody.vn, Now.vn, Grab 

Food... The number of people who order their meals through online food delivery 

services is also increasing. The number of registered online food delivery customers in 

Vietnam is significantly increased, which is expected to reach an amount of 3,7 

million by 2023 (Figure 2). Moreover, the revenue of the Vietnam online food delivery 

market amounts 148 million USD in 2018 and forecasted to 459 million USD in 2023 

(Figure 3). 

 

Sources: The Statista Global Consumer Survey (2019) 

Figure 1. Total revenue of global online food delivery market from 2017 to 

2023 (in million U.S. dollars) 

In Vietnam, online food delivery services have become a rapid developing trend 

with lead providers such as Vietnammm, Eat.vn, Foody.vn, Now.vn, Grab Food, etc. 

The number of people who order their meals through online food delivery services is 

also increasing. The number of registered online food delivery customers in Vietnam 

is significantly increased, which is expected to reach an amount of 3,7 million by 2023 

(Figure 2). Moreover, the revenue of the Vietnam online food delivery market amounts 

148 million USD in 2018 and forecasted to 459 million USD in 2023 (Figure 3). 
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Figure 2. The number of online food delivery users from 2017 to 2023 in Vietnam  

(in million VND) 

Sources: The Statista (2019) 

 

Figure 3. The revenue of Vietnam online food delivery market from 2017  

to 2023 (in million U.S. dollars) 

Sources: The Statista (2019) 

This study aims to understand the factors that influence the acceptance of online 

food delivery services in Vietnam in three aspects Technology, Personal, and 

Environment. The combination of TAM model and TPE framework were employed to 

build the research model and demographic factors were added in the model as 

moderators. 

2. Literature review  

2.1. Online Food Delivery 

Online food delivery refers as the act of customer using apps or websites to 

search for their favorite restaurant or identify the nearby restaurants, view food menus, 



  

 

 

1376 

order the food and waits for the food being brought to their registered location (Pigatto 

et al., 2017). The ordering process can be made anywhere, anytime via smartphones or 

tablets with a few clicks. Online food delivery brings huge benefits to both customers 

and restaurants. Customers can easily and effectively search for various products, 

compare the costs from a large range of restaurants as ordering food via online food 

delivery services (Lee et al., 2017). Moreover, customers can be beneficial from online 

food delivery services to have a good meal without traffic and effort to cook and clean 

(Candel, 2001). In addition, customers can save money by comparing across different 

prices and using a price discount. For restaurants, online food delivery is an efficient 

sales and marketing tool for small-scale restaurants to attract customers and promote 

their products (Jeon et al., 2017). The previous studies on online food delivery were 

reviewed and summarized in Table 1. 

Table 1. Summary previous study about online food delivery 

Author Context Dependent factors Independent factors 

Alagoz et al. 

(2012) 

OFD perceived ease of use, perceived 

usefulness, trust, innovativeness, external 

influence. 

Attitudes toward online 

food ordering. 

Daim et al. 

(2013) 

OFD Compatibility, Image, Health concern, 

Response time, Social, Responsiveness, 

Reliability/Accuracy, Information, 

Response time, Complementary 

relationship, Reliability/Accuracy, Design 

Ease of use, Usefulness, 

Attitude acceptance for 

online food services 

Okumus et 

al. (2014) 

FDA Perceived enjoyment, Perceived Ease of 

use, Perceived Usefulness, Self-efficacy, 

Social norms 

intention to use smart 

applications when ordering 

food in restaurants 

Lee et al. 

(2017) 

FDA User-generated information, Firm-

generated information, System quality, 

Design quality, Perceived usefulness, 

Perceived ease of use, Attitude. 

intention to use food 

delivery apps 

Yeo et al. 

(2017) 

OFD Hedonic motivations, Prior online 

purchase experience, Time-saving 

orientation, Price saving orientation, 

Convenience motivation and post-usage 

usefulness 

Attitude towards OFD 

services. 

Intention towards OFD 

services. 

Cho et al. 

(2018) 

FDA Convenience, Design, Trustworthiness 

quality, Price, Various food choices, 

Perceived value 

Attitudes towards food 

delivery applications and 

Intention to continuously use 
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Author Context Dependent factors Independent factors 

Ilham 

(2018) 

OFD E-service quality, E-Satisfaction e-loyalty in online food 

delivery services 

Suhartanto 

et al. (2018) 

OFD Perceived Value, E-Service Quality, Food 

Quality, Customer Satisfaction 

loyalty toward online food 

delivery service 

Kapoor et 

al. (2018) 

FDA Performance Expectancy, Effort 

Expectancy, Social Influence, Facilitating 

Conditions, Personal Innovativeness 

Intentions to Use ordering 

food online through mobile 

apps 

Ray et al. 

(2019) 

FDA Societal Pressure, Delivery Experience, 

Customer Experience, Ease-of-Use, 

Quality Control, Convenience, Listing, 

Search of Restaurants 

Intention to use food 

delivery apps 

Roh and 

Park (2019) 

O2O 

food 

convenience orientation, compatibility, 

subjective norm, ease of use, usefulness 

Intention to use O2O food 

delivery services. 

Lee et al. 

(2019) 

O2O 

food; 

FDA 

information quality, performance 

expectancy, effort expectancy, social 

influence, facilitating conditions, hedonic 

motivation, price value, habit 

Continuous Intention on 

Food Delivery Apps 

Wang et al. 

(2019) 

FDA information quality, system quality, service 

quality, product quality, perceived 

promotions, perceived price, perceived 

value, user satisfaction 

Intention to reuse mobile 

catering app and eWOM. 

Alalwan 

(2020) 

FDA Performance Expectancy, Effort 

Expectancy, Social Influences, Facilitating 

Conditions, Hedonic Motivation, Price 

Value, Habit, Online Review, Online 

Rating, Online Tracking 

e-satisfaction and continued 

intention to reuse in mobile 

food ordering apps. 

Online Food Delivery (OFD), Food Delivery Apps (FDA), Online-to-Offline (O2O) 

The limited number of studies about online food delivery services are the 

motivation for this study. Moreover, while other works only studied the impact of 

online food delivery technology and customers characteristic, the influence of the 

environment has not been fully considered. To fill that gap, the research model is 

combined from TAM model and TPE framework to determine and examine the key 

factors that affect the adoption online food delivery services in three aspects: 

Technology, Personal, and Environment. 
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2.2. The technology acceptance model (TAM) 

Davis (1989) developed TAM to determine the factors that influence consumers' 

intention to use new technology and explain users' behaviors. Two key factors were 

proposed in TAM model namely perceived ease of use and perceived usefulness. 

While perceived ease of use is "the degree to which a person believes that using a 

particular system would be free of effort‖, perceived usefulness refers to ―the degree to 

which a person believes that using a particular system would enhance his or her job 

performance‖ (Davis, 1989). 

2.3. Technology, Personal, Environment (TPE) Framework 

In order to study the innovation adoption at the organization level perspective, 

Tornatzky et al. (1990) and Scott (2007) developed Technology, Organization, 

Environment (TOE) framework. TOE framework explains the acceptance of 

technology in an organizational context base on three main facets includes technology, 

organization, and environments. The organizational context can also reflect a 

descriptive assessment upon the organization, particularly related to the resources, 

level of centralization and communication processes (Oliveira et al., 2014). The 

environmental context deals with the business scope of corporate, the external 

environment of an organization including competitive pressure, market forces as well 

as regulatory forces (Zhu et al., 2010).  

However, TEO cannot apply in the individual context. The Technology, 

Personal, and Environment (TPE) framework was modified from TOE framework by 

Jiang et al. (2010) to evaluate the personal technology acceptance by private level. To 

do so, the variables of TPE framework was corrected to comfortable with personal 

context. The technological context is adapted from TOE to test the internal and 

external technology, but it was modified to relevant for the individual level (Jiang et 

al., 2010). The environmental context consists of social circumstances and some social 

variables such as imitation and institutional factors (Jiang et al., 2010). The personal 

context deals with the individual's characteristics and other individual's behaviors 

(Jiang et al., 2010). 

3. Research Model and Hypotheses 

Although the TAM model is recognized as an effective tool for predicting 

consumer behavior, it not enough to explain the acceptance of technology for an 

individual level. Therefore, a theoretical model was proposed by combining TPE 
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framework and TAM model to study customers adoption' online food delivery on three 

aspects, e.g. technology, personal, environment. 

3.1. Technological Context 

The technological context illustrates internal and external technology that greatly 

influences the acceptance of online food delivery services. The factors are price value, 

information quality, convenience. 

3.1.1. Price Value 

Trying to get the maximum benefit by finding the lowest cost is the trend of 

customers when making decisions (Ollila, 2011). Customers tend to compare the 

benefits and the financial cost if using a new service (Dodds et al., 1991; Venkatesh et 

al., 2012). Therefore, the cost and pricing play an important role in consumers using 

new technology. Compared to traditional retail, online consumers can easily compare 

the prices, hence, they can buy products or services at a lower cost. In the food 

segment, online food delivery services can help customers make price comparisons 

easily, quickly and conveniently via relevant websites or apps (Shankar et al., 2010). 

Moreover, the effort to visit restaurants is unnecessary because customers can stay at 

home and received the food. The incurred charges for delivery have a negative impact 

on the intention to use online food delivery services. However, many online food 

delivery providers and restaurants offer sales promotions such as discounts, coupons, 

and free delivery (Solja et al., 2016) to stimulate sales, build and strengthen customer 

relationships. Therefore, customers can receive huge benefits in terms of financial and 

nonfinancial costs when ordering food via online food delivery services. The above 

arguments reflect the positive relationship between perceived valued and perceived 

ease of use and perceived usefulness. Therefore, we propose the hypothesis as follows. 

H1a: Price value positively impacts the perceived ease of use. 

H1b: Price value positively impacts the perceived usefulness. 

3.1.2. Information Quality 

Information quality is the quality of output of an information system that is 

measured by the value, truthfulness, and usability of that information (Negash et al., 

2003). Information quality relates to the level to which persons consider the message 

as contemporary, accurate, good, and useful (Rieh, 2002). In the context of online 

retailers, information quality is the key determinant because the purchase decision of 

customers is significantly influenced by the available and sufficiency of necessary 

information and the ability to search and access easily (Kapoor et al., 2018). In 
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contrast, low-quality information increases customers' dissatisfied and irritated feeling 

by their waste of cost, time, and effort for useless information processing (Gu et al., 

2007). Therefore, high-quality information that helps customers have better decisions 

and performance, is considered useful (Saeed et al., 2008). Moreover, customers can 

get advice and useful information from the list of online reviews and online rating of 

previous customers (Zheng et al., 2013). In addition, Li (2013) suggests that users will 

consider the system as useful and easy to use when receiving high-quality information. 

Hence, this study hypothesized: 

H2a: Information quality positively impacts the perceived ease of use. 

H2b: Information quality positively impacts the perceived usefulness. 

3.1.3. Convenicence 

Convenience refers to the ability to use something without any difficulty in time 

and place (Clarke, 2001). The convenience of a mobile app is defined through its 

understandability, ease of use, usefulness for users (Yang et al., 2004) and ability 

access and use anytime, anywhere (Liu et al., 2017a). The convenience of online food 

delivery is the degree of saving time and reducing the effort to cook a meal (Candel, 

2001), comparing prices from different restaurants via websites or apps, and ordering 

the food easily and comfortably. Moreover, the troubles from waiting at restaurants 

and traffic-related situations are removed (Ray et al., 2019). The most convenient 

property of online food delivery is that customers can use their smartphone or 

computer to access and order food simply and effectively from a broad range of coffee 

shops or restaurants at any convenient time and place. The positive influence of 

convenience on acceptance online food delivery is confirmed in prior studies (Pigatto 

et al., 2017; Roh and Park, 2019; Yeo et al., 2017). Hence, we hypothesize that: 

H3a: Convenience positively impacts the perceived ease of use. 

H3b: Convenience positively impacts the perceived usefulness. 

3.2. Personal Context 

The personal context relates to the individual‘s personality properties that are 

measured by personal innovativeness, prior online purchase experience and 

compatibility in this study. 

3.2.1. Personal Innovativeness 

Prior studies on innovation diffusion research suggest that high innovative person 

likes to find new information system and have positive feedback on new ideas 
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(Agarwal and Prasad, 1998). In addition, high innovativeness individuals can deal with 

highly uncertain results. They are willing to take risks in exploring new technology 

and have positive intentions toward adoption (Rogers, 1983). Thus, personal 

innovativeness will play an important role in the intentions toward the acceptance of 

new technology (Kim, 2009). In view of these findings, we hypothesize the following: 

H4a: Personal innovativeness positively impacts the perceived ease of use. 

H4b: Personal innovativeness positively impacts the perceived usefulness. 

3.2.2. Prior Online Purchase Experience 

The virtual economic transactions are still considered to be riskier than the 

traditional method because the customers can not actually interact with products (Laroche 

et al., 2005). Customers who had prior online purchase experience will reduce the 

uncertainties and risk, leading to an expansion in purchase intention (Kwek et al., 2010). 

Furthermore, concerning about the obscurity of websites or apps in the transaction process 

and without real interaction with the product will decrease if customers have prior online 

purchase experience (Shim et al., 2001). Hence, prior experience plays an important role 

to predict customers behaviors in an online shopping context. The past online purchase 

experience helps users become confident and past satisfactory is the motivation for 

repurchase in the future (Shim et al., 2001). In addition, customers with prior online 

shopping experience will need lesser effort to do so again, thus be perceived as easier to 

use and more usefulness (Yeo et al., 2017). Thus, we have: 

H5a: Prior online purchase experience positively impacts the perceived ease of use. 

H5b: Prior online purchase experience positively impacts the perceived usefulness. 

3.2.3. Compatibility 

Compatibility is explained as the alignment, consistency and effective operation 

of new technology with a user‘s, current lifestyle and existing traditional values 

(Mostafa et al., 2013). Compatibility also pertains to the customers' expectation for the 

new technology that could be useful, convenience, and bring many benefits, fit with 

one‘s needs or previous experiences (Xiaojun et al., 2004). Thus, innovative 

technology will be easy to use and usefulness. On the other hand, if the compatibility 

of new technology is low, users must take more both mental and physical efforts to 

study how to use it (Kapoor et al., 2014). The following hypothesis is proposed: 

H6a: Compatibility positively impacts the perceived ease of use. 

H6b: Compatibility positively impacts the perceived usefulness. 
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3.3. Environment Context 

The environmental context shows the impact of social circumstances that are 

studied through subjective norm and electronic word of mouth (eWOM) 

3.3.1. Subjective Norm 

Subjective norm refers to ―the person‘s perception that most people who are 

important to him think he should or should not perform the behavior in question‖ 

(Ajzen, 1991). Users' behavior is significantly affected by subjective norm because the 

extent to which an individual performs a behavior is higher if his or her important 

reference encourages them to do so (Venkatesh and Davis, 2000). These observations 

lead to the following hypotheses: 

H7a: Subjective norm positively impacts the perceived ease of use. 

H7b: Subjective norm positively impacts the perceived usefulness. 

3.2.2. eWOM 

The rapid growth of the Internet and smart devices have changed the way 

consumers seek information about products or companies. The advantage of Internet 

technology and huge numbet of Internet users are the key reason for the transformation 

from traditional face to word of mouth (WOM) to electronic word of mouth (eWOM) 

(Cheung and Lee, 2012). Electronic word-of-mouth (eWOM) is defined that positive 

or negative information is generated by online customers or potential customers 

sharing their knowledge, experiences, and opinions about a product or company 

through the Internet for individuals and organizations (Hennig-Thurau et al. 2004). 

eWOM is written and posted by potential, actual, or previous customers on the internet 

such as email, online discussion forums, user groups, review sites, retail websites, and 

social networking sites (Cheung and Lee, 2012) that impact on potential users‘ 

behavioral actions (Abubakar and Ilkan, 2013). When the interaction on the Internet 

becomes easier and more widespread, eWOM is an important reference source for 

online shoppers. Although eWOM has both positive and negative impact on online 

purchase decisions, it helps customer reduce risks and uncertainty and provide quality 

information about products and providers (Chevalier and Mayzlin, 2006). In other 

words, eWOM is online reviews of prior users as a means to help other online 

shoppers make good decisions (Bronner et al., 2011). In this study, we consider that 

eWOM has a positive influence on customers‘ adoption use online food delivery. 

Hence, we proposed the following hypotheses. 

H8a: eWOM positively impacts the perceived ease of use. 
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H8b: eWOM positively impacts the perceived usefulness. 

3.4. Perceived Ease of Use, Perceived Usefulness, Intention to Use 

The user's behavioral intentions in the TAM model are determined by perceived 

ease of use and perceived usefulness (David, 1989). The perceived ease of use 

describes a clear and understandable perception when a customer uses the new service 

(Ndubisi and Jantan, 2003). While perceive usefulness is explained that customers 

believe that using the new service will bring many benefits for them as well as to 

develop their task performance (Mathwick et al., 2001). Customers tend to use new 

technology when it brings more advantages than traditional technology system (Awamieh 

and Fernandes, 2005). Previous studies about adopting innovative technology have 

pointed out the role of both these factors on intention to use. Thus, we have: 

H9: Perceived ease of use positively impacts the perceived usefulness. 

H10: Perceived ease of use positively impacts the intention to use online food 

delivery services in Vietnam 

H11: Perceived usefulness positively impacts the intention to use online food 

delivery services in Vietnam. 

A conceptual framework for the paper is developed including 19 hypotheses are 

formulated to address the research problems and objectives as shown in Figure 1. 

Figure 4. Research Model 
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4. Empirical Analysis 

4.1. Data Collection and Population Statistics.  

Measure items for the study were developed based on select from prior studies 

and were modified to match the online food delivery context. All constructs were 

measured on a seven-point Likert scale from 1 to 7 corresponding to strongly disagree 

to strongly agree. Table 2 shows the source of measurement items. 

After developing the questionnaire, the data was collected on randomly 

Vietnamese from May to August 2019. A final analysis was conducted using a total of 

328 questionnaires out of a total of 350 questionnaires, excluding 22 negative 

questionnaires. Table 3 gives the demographic details of the sample after conducting a 

frequency analysis. 

Table 2. Source of Measurement Items 

Constructs name Items Variable Sources 

Price value 5 PV Venkatesh et al. (2012) and Escobar et al. (2013) 

Convenience 5 CV Ray, et al. (2019), Yang et al. (2004) 

Information quality 5 IQ Barnes et al (2002), Peter (2016) 

Prior online purchase 

experience 
3 EX Thamizhvanan and Xavier (2013) 

Personal innovativeness 4 PI Goldsmith (1991); Agarwal and Prasad (1998) 

Compatibility 5 CP Chen, 2008; Teo and Pok, 2003 

Subjective norm 5 SN 
Verkasalo et al. (2010), Venkatesh et al. (2012), 

Taylor and Todd (1995) 

eWOM 5 EW Bambauer-Sachse et al. (2011) 

Perceived usefulness 5 UF Davis (1989), Gefen et al. (2003), Hu et al., 1999 

Perceived ease of use 5 EU Davis (1989), Gefen et al. (2003), Hu et al., 1999 

Intention to use 5 IU Davis (1989), Hu et al., (1999) 

Table 3 illustrates the characteristics of respondents. Most of the responses are 

generated by a female, which occupied 61.59 % of our sample size whereas male 

accounts for around 38.41 %. Regarding age, respondents from 22 to 41 years old 

dominated (72.56 %). In terms of income, respondents distributed at all income levels, 

but income levels of 5 – 15 million VND per month are dominant with 38.11 %. In 

addition, the majority respondents are office worker (47.56 %), following by student 

(26.22 %). 
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Table 3. Sample Demographics 

Variable Category Frequency Percent 

Gender 
Male 126 38.41% 

Female 202 61.59% 

Age 

(years old) 

Under 21 years 65 19.82% 

22-31 years 105 32.01% 

32-41 years 133 40.55% 

42-51 years 19 5.79% 

Above 51 years 6 1.83% 

Monthly Income 

(Million VND) 

Under 5 71 21.65% 

5-15 125 38.11% 

15-25 96 29.27% 

Over 25 36 10.98% 

Occupation 

Student 86 26.22% 

Office worker 156 47.56% 

Self-employed 26 7.93% 

Housewife 21 6.40% 

Others 39 11.89% 

4.2. Evaluation and Refinement of Measurement Scales.  

Cronbach's alpha was applied to test the internal consistency and reliability of the 

items. The results of Cronbach‘s Alpha show the value in all cases (0.815 ~ 0.955) 

over 0.7 (Table 4), which implies that the data are reliable. The Exploratory Factor 

Analysis (EFA) was performed which divided factors into 11 components. All items 

were well loaded with factor loading more than 0.5. 

Table 4. Internal reliability and convergent validity 

Construct name Variable Cronbach‘s Alpha CR AVE 

Price value PV 0.934 0.935 0.741 

Convenience CV 0.906 0.908 0.663 

Information Quality IQ 0.863 0.866 0.567 

Prior Online Purchase Experience EX 0.815 0.820 0.604 

Personal Innovativeness PI 0.844 0.867 0.620 

Compatibility CP 0.889 0.894 0.681 

Subjective Norm SN 0.955 0.951 0.829 

eWOM EW 0.902 0.903 0.699 

Perceived Usefulness UF 0.888 0.889 0.615 

Perceived Ease of Use EU 0.865 0.871 0.630 

Intention to Use IU 0.883 0.883 0.653 
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4.3. Measurement Model Assessment.  

Table 5. Correlation Matrix of Latent Constructs 

 

EU PV CV SN IQ CP EW UF PI IU EX 

EU 0.794                     

PV 0.576 0.861                   

CV 0.627 0.531 0.814                 

SN 0.328 0.205 0.206 0.911               

IQ 0.547 0.524 0.417 0.261 0.753             

CP 0.406 0.314 0.362 0.133 0.280 0.825           

EW 0.622 0.542 0.510 0.246 0.547 0.286 0.836         

UF 0.702 0.631 0.600 0.341 0.572 0.430 0.613 0.785       

PI 0.050 -0.033 0.018 -0.008 0.018 0.019 0.025 0.080 0.787     

IU 0.622 0.687 0.611 0.227 0.604 0.327 0.605 0.656 0.008 0.808   

EX 0.584 0.633 0.596 0.157 0.498 0.318 0.552 0.577 -0.007 0.670 0.777 

After that, Confirmatory Factor Analysis (CFA) was performed to check the 

reliability and validity of the construct. As the CFA results, the seven model-fit 

measures were satisfied which is good evidence for the validity of the measurement 

model (χ2 = 1339.884; df = 979; χ2/df = 1.369; CFI = 0.967; NFI = 0.888; IFI = 0.967; 

RMSEA = 0.034). According to Table 4, AVE for all constructs was higher than 0.5 

(0.567 ~ 0.829) and all CR values also exceeded the required value of 0.70 (0.82 ~ 

0.951). These values imply strong evidence of convergent validity (Fornell et al., 

1981). To test the discriminant validity of the constructs, we compared the square root 

AVE of each construct with the correlation coefficients. The correlation matrix is 

reported in Table 5 which show that the highest value of correlation coefficient (0.702) 

is smaller than the lowest values of square root AVE (0.753), indicating the valid 

evidence about discriminant constructs (Fornell et al., 1981). 

4.4. Structural Model Analysis.  

Structural equations modeling (SEM) was used to examine the hypotheses of the 

proposed model. The fit indices of the structural model (χ2 = 1418.881; df = 987; χ2/df 

= 1.438; CFI = 0.960; NFI = 0.881; IFI = 0.961; RMSEA = 0.037) met the appropriate 

levels. Inspection of the path coefficients was conducted to test the research 

hypotheses. Table 6 and Figure 2 shows the results of the tests of the hypotheses with 

fifteen of the nineteen hypotheses were adopted and four hypotheses were rejected.  
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Table 6. Results of Estimated Structural Coefficients 

Hypotheses Path Std. Weights C.R. p Results R
2
 

H1a PV → EU .127 2.032 .042 Supported 

0.625 

H2a IQ → EU .139 2.396 .017 Supported 

H3a CV → EU .261 4.308 *** Supported 

H4a PI → EU .035 .821 .412 Not Supported 

H5a EX → EU .117 1.630 .103 Not Supported 

H6a CP → EU .117 2.512 .012 Supported 

H7a SN → EU .124 2.866 .004 Supported 

H8a EW → EU .227 3.716 *** Supported 

H1b PV →UF .217 3.578 *** Supported 

0.661 

H2b IQ →UF .137 2.438 .015 Supported 

H3b CV →UF .143 2.364 .018 Supported 

H4b PI →UF .064 1.565 .118 Not Supported 

H5b EX →UF .055 .800 .424 Not Supported 

H6b CP →UF .119 2.641 .008 Supported 

H7b SN →UF .107 2.538 .011 Supported 

H8b EW →UF .143 2.373 .018 Supported 

H9 EU →UF .195 2.619 .009 Supported 

H10 EU→IU .343 4.578 *** Supported 
0.535 

H11 UF→IU .448 5.814 *** Supported 

Regarding explanatory power, the model explained 62.5% of the variation in perceived 

ease of use, 66.1% of the variation in perceived usefulness. Moreover, the intention to use 

online food delivery services was explained by 53.5% of the variance in the model. 

To summarize, Figure 2 presents the estimation results. 

Figure 5. The result of hypothesis test 
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5. Discussion 

There are few research studies on online food services which do not fully explore 

consumers behaviors' acceptance of this service. Therefore, the research model in this 

study was combined by TPE framework and TAM model including three technical 

factors, three personal factors, two environmental factors and three factors of TAM 

model to explain customers‘ adoption online food delivery. 

The first area involves technical factor, price value, information quality, and 

convenience have the directly strong positive impact on perceived ease of use and 

perceived usefulness and indirectly affects customer's intention to use online food 

delivery services. According to the results, convenience was confirmed to have the 

highest effect on perceived ease of use and perceived usefulness. This can be 

explained by the attractive features of online food delivery services such as ordering 

food easily at anytime and anywhere, saving time and efforts relating the meal like 

physically visiting or calling up the restaurants or coffee shop. Moreover, ordering 

food via online food delivery service is mobility and flexibility so customers can avoid 

waiting time as well as traffic congestion. Getting more convenience, benefits and 

saving time and effort are the motivation for customers using online food delivery. 

This is in line with studies in the online food delivery context of Cho et al. (2018), Roh 

et al. (2019). In addition, the important role of convenience also confirmed in the 

consuming convenience food studies (Candel, 2001; Scholderer et al., 2005).  

While convenience was found to have the highest effect on perceived ease of use, 

price value has the greatest impact on the perceived usefulness. These findings are 

similar to studies of Alalwan et al. (2020) and Wang et al. (2019), which suggested the 

impact of price value on adoption mobile food ordering app. The reason for this 

finding is straightforward that customers can compare prices easily and quickly 

through website or app of online food delivery service to buy the food with the lower 

price, thus, this service will be perceived as useful. Furthermore, the current online 

food service industry in Vietnam is rapidly growing. To stimulate and maintain 

customer relationships, many online food delivery providers give sales promotions 

such as discounts, free ship, coupons. Hence, customers have numerous opportunities 

to save both financial and nonfinancial cost when using online food delivery services. 

Information quality was confirmed to have a crucial impact on both perceived 

ease of use and perceived usefulness which is consistent with previous studies on 

online food delivery (Daim et al., 2013; Kapoor et al., 2018; Wang et al., 2019; Kang 

et al., 2019). In the online food delivery industry, information quality plays a crucial 
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role in online retailing because not only digital menu, images of foods and restaurants, 

reviews of prior users but also address and details contact of restaurants are provided 

via websites or apps. Accurate, reliable, up-to-date, explicit, appropriate and 

comprehensive information makes the process of ordering online food easier and more 

useful. In contrast, if the information is ambiguous or inaccurate, the level acceptance 

online food delivery services of customers will be low. Therefore, online food delivery 

providers need to supply not only detail and reliable information but also the highest 

quality possible in terms of accuracy and timeliness flowing the users' demand. 

The second area involves personal factor, we find that compatibility has the 

greatest impact, whereas, the influences of prior online purchase experience and 

perceived innovativeness were not confirmed. These findings are similar to the study 

of Yeo et al. (2017), which suggested prior experience does not influence on the 

perception of ease of use and usefulness. In addition, the results also show that the 

effect of personal innovativeness was not found, which inconsistent with the previous 

study on customer attitudes in online food ordering system of Alagoz et al. (2012). It is 

generally accepted that an innovative person will be likely to accept the uncertainty of 

new technology and try it and users with prior online purchase experience will easy to 

make an order via online food delivery because their past experience makes them to be 

more confident as well as avoid risks. However, the ordering process via online food 

delivery services is simple, fast, and be guided step-by-step with specific illustrations. 

Moreover, the wide development of the Internet and smart devices helps the 

Vietnamese reduce the anxiety towards Information Technology. Therefore, ordering 

food via online food delivery is an easy task that can be done by many people without 

past experiences and personal innovativeness. What‘s more, Cash on Delivery (COD) 

is the most common payment method in Vietnam that allow customers to check the 

product before paying and remove the risk of payment through the Internet 

environment.  

This study's findings demonstrate that compatibility positively influences 

perceived ease of use and perceived usefulness, which is consistent with the studies of 

Roh et al. (2019) and Daim et al. (2013), which asserted that compatibility positively 

affects acceptance for online food services. It could be that online food delivery 

services fit well with Vietnamese lifestyles, so they do not feel difficult to learn and 

use it in their daily life. In Vietnam, there will be 42.66 million smartphone users in 

2022 (statista.com). Hence, almost each Vietnam person has own mobile device to use 

numerous smartphone‘s features, including the set of services, capabilities, and 



  

 

 

1390 

applications. In addition, Vietnamese do not have to spend money on purchasing 

mobile devices in order to use online food delivery, leading to a strong sense of 

compatibility. 

The third area involves environmental factor, both perceived usefulness and 

perceived ease of use are most affected by eWOM, followed by subjective norm. The 

pivotal role of eWOM in predicting intention to use online food delivery services can 

probably be best explained by that prior customer‘s feedbacks and comments are a 

reliable source of reference more than images or information posted by restaurants. 

Images posted or reviews by previous users are a realistic and honest signal for the 

food quality. eWOM is also an important information resource about product or 

service quality which helps customers lessen the risk and uncertainty of online 

purchase. This finding is consistent with previous studies in the contexts of music 

communication (Sun et al., 2006), online brand community (Chang, 2013), online 

consumer platforms (Cheung and Lee, 2012). 

Another noteworthy finding of the role of subjective norm, which is consistent 

with a study of Roh et al. (2019) showing that intention to use O2O food delivery 

services is affected by social pressure. The result supports the notion that the opinions 

and recommendations, as well as strong pressure from influential persons, play an 

important role in promoting adoption online food delivery services. Users were found 

to be significantly influenced by surrounding perceived social pressure when deciding 

to use new services.  

Finally, according to the results, the most significant and positive quality factors 

impact on the intention to use online food delivery services is perceived usefulness and 

perceived ease of use, which is consistent with TAM model. Additionally, these 

findings are similar to Roh et al. (2019), Okumus et al. (2014) and Lee et al. (2017) in 

the online food context. 

6. Conclusion 

This paper presents the determinants that influence the consumers‘ intention to 

use online food delivery services in Vietnam. We proposed an analysis model based on 

TPE framework and TAM model to provide fully understand in three aspects. In the 

technology context, convenience and price value play a crucial role in predicting 

intention to use, perceived ease of use and perceived usefulness, followed by 

information quality. Moreover, in the personal context, while the only impact of 

compatibility was confirmed, the influence of prior online purchase experience and 
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perceived innovativeness were not found. In addition, in the environmental context, 

eWOM has the greatest influence on intention to use that flowing by subjective norm 

with the next most important. More importantly, to increase the degree of a consent 

use online food delivery, providers must add more conveniences, giving acceptable 

delivery cost and commission fee. Furthermore, the menus and price fluctuation 

information, as well as customer feedback, should be updated regularly. Especially, 

social influence and eWOM marketing are strategies that should be proactive in 

pursuing 

7. Limitations and future research 

Despite the significant contributions of this study to expanding online food 

service understanding, a number of limitations should be discussed. Firstly, the data 

for this study was collected only in Vietnam by a convenience sampling technique, so 

the results of this study may be limited the generalizability. Thus, future research 

should extend the sample in different regions. Moreover, the moderator effects of 

demographic characteristics such as age, income, gender... should be tested in future 

researches. Secondly, the measurements in this study were redrawn from previous 

studies on adopting new technology that was not designed specifically for food 

delivery services. Therefore, the factors related to taste, color as well as the food 

quality have not been measured in this research. So, the quality of food should 

integrate and test in future studies to have a complete picture of online food delivery 

services. Finally, culture and trust are different in each country that has a significant 

impact. Hence, studying influence of culture and trust on acceptance online food 

delivery service is an interesting avenue for future researches. 
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Abstract: 

In the context of a strong and rapid digital transformation process in Vietnam, online 

marketing communication tools are increasingly being applied in businesses. That leads to 

quick changes in the way that a company interact with the its target customers. However, this 

application does not always yield the desired results. The purpose of this article is to assess 

the status of the application of online marketing communication tools from the perspective of 

customers at a specific business. The research results show that besides the achievements in 

using tools: SEO, email marketing, social networks and viral marketing, there are still many 

limitations and disadvantages that need to be overcome. Some solutions have been proposed 

to improve the application of online marketing communication tools at the company to 

improve the effectiveness of marketing communications activities in general and online 

marketing communications. 

Key words: Internet marketing, online marketing communications, Search Engine 

Optimisation, email marketing, social media, viral marketing. 

 

1. Introduction 

The rapid growth of internet users has changed the way of doing business and 

forming new type of promotion. Consequently, online marketing was developed to 

adapt to that quick increase of online commerce. Based on the report of digital 

marketing on We are social (wearesocial.com), Vietnam is one of the countries that 

has increased rapidly in internet usage. In 2018 Vietnam has more than 96 million 

people, the number of Internet users is up to 64 million, accounting for 67% of the 

nation‘s population. In the report, it was pointed out that, on average, Vietnamese 

users spent 6 hours 52 minutes to access internet ranking at the 15th in the world. 

Therefore, online marketing is an inevitable way to approach the customer of any 
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business. Good online marketing practice will be the key to the success of the business 

in the race to win customers‘ minds and create a competitive advantage in the market. 

VietSense Travel joint stock company was founded on June 3rd, 2010. The 

company has specialised in creation, sales and operation of the domestic tours and 

travelling services and international tour operation. At this time, the demand for 

tourism in mass, customers were big groups like companies and organizations booking 

tours for all employees decreased significantly, instead the trend of incremental retail 

tourism, customers are individuals and families searching and booking joining tours 

for themselves via internet increased. Recently, the target customers of VietSense 

Travel., JSC are young and middle aged people in Vietnam and English speaking 

countries. Domestic and outbound tours are offered to Vietnamese and inbound tours 

are sold to foreign customers. VietSense Travel transformed its traditional marketing 

in to online marketing with building up a system of world wide websites, fan pages, 

YouTube to display its information of service. It has conducted emails of tour 

itineraries to potential customers and partners such as dealers, distributors and sale 

representatives instead of brochure leaf lives and face to face meeting. However, the 

applying online marketing of VietSense Travel has been prevented by many factors 

that would have been a lack of necessary internet marketing knowledge and technique. 

There was a shortage of email marketing, social media networking, utilizing website 

keyword technique. Consequently, the company lost online presence to approach its 

potential customers. 

This paper is to review theoretical framework on internet marketing and online 

marketing communications tools. Next, the research is to exam current online 

marketing situation of VietSense Travel., JSC and to suggest solutions to improve 

online marketing practice at the company via using four communication tools 

including SEO (search engine optimization), email marketing, social marketing and 

viral marketing from the viewpoints of customers and to propose some solutions to 

improve online marketing communications at VietSense Travel JC. The primary data 

was collected by surveying for 200 customers in Hanoi that conducted during May and 

June 2019. After edition, the data was analysed with the help of SPSS version 20.0. 

2. Theoretical Framework 

Since 1968, the Internet was created by the Development Research Project 

Agency of the US Department of Defense (ARRPA), it became a major media 

communication in the worldwide. The connection boom between inter-regional 

computers in the 1990s did not stop at the military sector, but also began to be applied 
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in civil and commercial fields. Schneider et al. (2006) pointed out that, nowadays, all 

online computers are linked via the internet so that people in over the world can use it 

to communicate each other. Applications based on this technology has been 

increasingly developed and so far, the internet has been developed based on wireless 

and portable applications. With such open connectivity, the Internet has become the 

largest network in the world, appearing in all areas of human lives.  

Internet has been a powerful component of trade and communication for both 

enterprises and consumers (Himel & Munck, 2000). It is a very important source of 

information searching for consumers while enterprises take advantage of using Internet 

in marketing with many ways. Internet has become very significant channel of 

promotion and distribution for any kind of business fields and different company sizes. 

The Internet has provided marketers with a more complicated work practicing in new 

form of online marketing.  

Online marketing is known as that marketing is done through online platforms 

via internet. To get in touch with customers, entrepreneurs have been using the 

Internet as a main vehicle for deploying marketing in a new way (Bullhost, 2005). 

Online marketing was described as an online communication activity in different 

formats. There have been many techniques including Search Engine Marketing (SEO), 

email marketing, social media, viral marketing and others to present communication in 

the online environment. Marketers consider these techniques as vital tools for their 

product and service promotion in an online market. Online marketing has strength of 

high speed to transfer information, messages and photos or video clips to large number 

of customers.  

 From the view of Strauss (2012), online marketing is the most significant task 

of a business in the time of globalization. A company uses a mixture of technological 

application and traditional marketing to deliver added values to customers and achieve 

marketing goals. When discussing about online marketing practice, almost of people 

only think that website is a main platform for marketers to attract customers. In fact, it 

is not true, the Web is only one aspect of online marketing. Nowadays, marketers 

practice marketing activities with many different tools not only on the web but 

software, hardware and others as well. The hardware and software in form of apps 

used in administration, customer relationships management and other business purpose 

are also considered as a type of online marketing. In addition, the today‘s marketing 

messages can be effectively distributed via the internet or internal corporate network to 

reach customers on a variety of smart devices and devices in the form of email, text 
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messages, barcode scanning images, applications, videos, etc. In general, online 

marketing consists of various marketing activities are done within the application of 

digital technology. 

Online marketing is also considered as marketing activities needing interactive 

technology since it is implemented. In the viewpoint of Dann & Dann (2011), the 

online marketing concept is divided in to two forms including marketing over internet 

protocol (IP) and mobile marketing. Communication tools which is used to deliver the 

marketing messages and interaction with customers are difference between those 

forms of online marketing. Marketing over IP is the most popular concept because it 

relies on the internet to carry communication out while Marketing on mobile is a new 

trend that every company pursues to gain market of new generation. When young 

people use smart phones most for searching and shopping, marketers tend to advertise 

on wireless mobile devices. Marketing activities on mobile is quite expensive but it is 

high return on investment. Therefore, mobile marketing via using online 

communication tools is needed for a company to touch its customers. The 

communications tools in acquisition process includes search engine marketing (SEM), 

interactive marketing, online PR, etc. (Chaffey et al., 2006). However, due to the 

purpose and scope of this research, the author just takes a closer look to some of the 

following communications tools which are SEO, email marketing, social marketing 

and viral marketing 

SEO is considered as the most known technique online marketing. it is a set of 

structured approach, activities and tactics to achieve the highest position or ranking of 

key words or phrases of products and services on websites in search engine‘s natural 

or organic results listings when searchers type keywords or in box of the search engine 

(Chaffey et al. 2006). Searchers tend to click and access to the links at the top 

positions on the result pages. Thus, the higher ranking websites in result listing pages 

have more opportunities to get visit without any fees paid. Each search engine has 

different indicators to weigh website, generally, it used spiders and robots to crawl 

around sites registered with that search engine then compiling an index of words on 

websites. Different search engines create their own algorithms which are used to 

weigh the index based on multiple parameters. To be succeed in search engine 

marketing, it is necessary to do somethings step by step including (1) to registry search 

engine (2) to analyze key phrase for website, category or detail article called Keyword, 

or key phrase analysis (3) Keyword density is number of key phrases occurred in the 

body content of the articles or site, search engine considered frequency of phase decide 
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the keyword. The search engine considers that a good back link should be generated 

by linking with other higher ranking pages. Meta-tags are invisible to users but it must 

be put in to have attention of robot. Image description play an important because in 

case a picture could not be load, graphic text will appear. Content is the king, that is 

slogan of professional SEOer today. It means updating, new feeding and good content 

regularly for more traffic will have more opportunities to get higher index (Chaffey et 

al. 2006). 

Email marketing is to send an audience commercial messages by using electronic 

means. Companies use email marketing to build and maintain relationship with 

potential and existing customers. This tool has advantages of cost saving, high 

targeting, customizing in mass scale and enabling measuring (Stokes, 2011). Two 

separated email marketing communications could be used in which the organization‘s 

management of email from customers is called inbound email marketing. And another 

category is outbound email marketing which involves in sending emails to existing 

customers and prospects by a company. To conduct an effective email marketing 

campaign, the marketers must identify the targets, select an advanced strategy, create a 

detail action plan to meet the interest and expectation of the receipts. Customers email 

list is main material for email marketing, it is targeted destination of any delivery of 

email. A good design, meaning message, valuable content and suitable language of an 

email are considered as factors to attract attention and gain impression from readers.  

Nowadays, social networks are used more frequently to share information and 

interact each other. Social media is a form of electronic communication used to build 

the communities and societies in which users freely share information and interact 

without limitation (Merriam-Webster, 2016). It becomes the main space for 

communicating. It also is a popular channel for both current and new generation to 

communicate globally with save cost (Merriam-Webster, 2016). 

In business, social media marketing help companies to prompt, promote as well 

as monetized through conversation. In the era of technology, everyone uses social 

media channel to interact for any field of life without limitation of time. It means that 

any company and any product or service is possible to be talked by people when they 

are online. A succeeded company in building and keeping relationship with 

consumers, vendors and employees should take social media to achieve the goal of 

conversations. 

Social media consists of various types of platforms in which social networking is 

one of the typical platforms. It is created in forms of websites or apps, on which people 
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become a social community. The main purpose of the social networking is to connect 

people together and create an space for their conversations without dependence on 

time and physical distance barriers. A diverse conversation about any aspects of 

human lives such talking, sharing, obtain information, etc. are performed on social 

networks. The most popular networks which have most users is Facebook. It provides 

people with a space to share individual and group photos gathering statuses, find, add 

and talk with friends. In business, Facebook is a new type of platform for conducting 

marketing. Marketers use Facebook page to communicate with customers and promote 

product or service to online markets. It is a new communication channel which 

business adopts to build fan base for brand or product advertisement. Having function 

like a business website but Facebook is easier to create at zero cost for any individual, 

company, organization. Communication on Facebook is consistent, that is outstanding 

characteristics of a modern social network which requires regularly updated content in 

exciting forms of statuses. The new feed is very important for administrator of the 

page to approach more viewers and followers. Number of followers is key point to 

reach the goal of social marketing on which the message of marketing automatically 

touches Facebook users. Mutual conversation between a company and customers on 

Facebook pages through posting and comment is a good customer relationship 

maintaining. It is vital for business to deploy Facebook in a good way of running for 

its efficient modern marketing. Besides Facebook, there exists some other social 

networks such as Twitter, Instagram, YouTube etc. 

Viral marketing is a marketing phenomenon that facilitates and encourages 

people to convey the company‘s marketing message voluntarily and accidentally. A 

promotional message is placed within a video clip, a cartoon, a funny picture, a poem, 

a song or any form which are so exciting, emotional or surprising that viewers pass it 

to many other ones (Chaffey et al., 2006). It is viral marketing by those forms of 

promotions are natural spread to many people in very fast speed. The content of viral 

marketing is performed in various online platforms such as Facebook, YouTube, 

email, etc. This type of marketing begins with a theory that customers always tell 

others about products or services that customers feel satisfied. Viral marketing 

expresses a tactic that encourages an individual to spread marketing and advertising 

content to others, creating an exponential growth for the spread and influence of a 

message. Just like that, viral marketing campaigns have been replicated quickly to 

explode thousands of message and millions of times. Viral marketing is a form of 

marketing applied on an existing social community to create awareness for customers 
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or achieve a business goal. With this method, marketers will create a social 

phenomenon by encouraging the audience to convey the message voluntarily. Viral 

marketing has advantages of being able to reach more people thanks to smart and 

attractive content compared to traditional marketing methods. The message of spread 

can come from video clips, interactive flash games, advertising games, eBooks, image 

brand customization software, text messages, emails, websites and other notable 

events or contests. There are 5 commonly used forms of transmission including 

forwarding, word of mouth rumors, viral propagation, unexpected advertising and 

spontaneous propagation.  

A viral marketing campaign can have many goals but it must have a preferred 

goal, so that marketers can make the marketing campaign in the right direction without 

being derailed from the desire. head. It could be to promote the brand, maybe to boost 

sales, engage the audience to attend the event, announce a newly launched product, or 

to improve the image of the brand that is going down. A successful viral marketing 

campaign is one that makes the audience‘s feedback exactly the way the company 

originally intended it to be. To determine the destination of the viral marketing 

campaign, companies need to identify the goals to evaluate its effectiveness. With viral 

marketing on the Internet, that goal will be the amount of traffic flowing to the 

product‘s website at the time of making the virus, the percentage of people opening 

emails promoting the product, the number of people interested in clicking like, voting, 

follow or the number of people registered to be a member, the percentage of people 

who recommend links to others by some technique, one can determine how many 

people a member has sent that link to feedback, such as registration, purchase, 

contests, etc.  

3. Research Method 

To collect the data needed for assessing online marketing communications, a 

survey was conducted on a convenience sample with size of 200 respondents chosen 

from population of current customers of VietSense Travel JC by convenience 

sampling. It is a suitable sample size for research using factor analysis (Comrey, 1973; 

Roger, 2006). n = 5 * m, note that m is the number of questions in the lesson. In this 

research, the authors use 24 questions in the questionnaire, it means that m is equal to 

24. Thus, the minimum of sample size for questionnaire survey (n) is 5*24 = 120. A 

questionnaire was designed using for survey. Besides common questions on 

demographics character of respondents, the main part of questionnaire includes 4 

subgroups of question on SEO, email marketing, social media marketing and viral 
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marketing respectively. The questions are close-ended question with 5 level Likert 

scale in such 1 = strongly disagree and 5 = strongly agree. 200 copies of questionnaire 

have been delivered directly to customers booking tours and travel service of VST and 

collected as soon as they had finished filled in.  After editing, 190 valid answer sheets 

are available to analyses. The descriptive statistic of sample was presented in Table 1. 

Table 1. The descriptive statistic of sample 

Items Frequency 

(persons) 

Percentage (%) 

Gender Male 92 48.4 

Female 98 51.6 

 

 

Occupation 

Employee 56 29.5 

Manager 40 21.1 

Student 12 6.3 

Self- employed 70 36.8 

Others 12 6.3 

 

 

Using time 

Bellows 3 years 50 26.3 

3 -5 years 64 33.7 

5 – 7 years 40 21.1 

7 – 9 years 36 18.9 

 

 

Daily online 

time 

 0 – 3 hours 18 9.5 

3 – 7 hours 38 20.0 

7 – 10 hours 61 32.1 

Above 10 hours 73 38.4 

 

4. Research Results and Discussion 

From the viewpoint of customers, VietSense Travel JC has some achievements in 

using online marketing communication tools. However, it could be said that there are 

some shortcomings. The following is key findings on the assessment of customers. 

(1) The company pays great attention to the accuracy of information posted for 

application of search engines; it still can communicate with customers although they 

do not provide any personal information. However, the company‘s website content is 

simply lack of quality. Backlinks in those websites are not well managed and 

keywords are not used very effectively for SEO. 
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VietSense Travel have three websites in such the website: 

www.vietnamsensetravel.com as its main source to provide information to its 

customers. Updating the list of travel programs, selling prices, itineraries, etc. is done 

by the international travel department (inbound). However, the update is low, not 

frequent. This has significantly affected the efficiency of attracting customers to the 

company through the website. The survey results show online marketing practice at 

VietSense Travel under Search Engine Optimization (SEO) in Table 2. 

Table 2. Assessment of customers on Search Engine Optimization 

No. Search Engine Optimization Mean 

1 
When you search for online information on travel and tour, 

VietSense Travel is always on the top of search engine results pages 
3.21 

2 
Due to high ranking on search engines, you will probably come to 

the company‘s websites 
3.14 

3 

The company‘s websites have strong and well-managed backlinks, 

which contributes to increasing company website ranking on search 

engines 

3.38 

4 
There are keywords on the company‘s website which are chosen 

carefully 
2.78 

5 
Information you receive from the company through search engines 

is reliable and appropriate 
3.71 

6 
Although you did not directly provide any personal details to the 

company, it is able to communicate with you through search engines 
3.70 

 Average score 3.32 

Source: survey by authors (2019) 

From Table 2, two criteria: ‗Information you receive from the company through 

search engines is reliable and appropriate.‘ and ‗Although you did not directly provide 

any personal details to the company, it is able to communicate with you through search 

engines.‘ have quite high means at 3.71 and 3.70 respectively. However, the remains 

have quite low mean. In fact, the company can‘t control what its websites choose to 

link to. if the website runs three domains, it will have to face up with the risk of 

splitting up backlinks among those sites. Furthermore, the attractiveness of 

information and updates of information on the company‘s websites is so poor. 

Updating time for those websites is not continuous and regular. In addition, all three 

websites of the company even do not have online payment features for buyers. This is 

the reason for a rapidly decreasing number of visitors after being connected to 
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VietSense Travel‘s websites. Currently, most of backlinks in the company‘s websites 

have weak authority. As results, whatever impact they are providing to the main 

VietSense Travel domain is minimal. The company encounters keyword 

cannibalization, which happens when a website‟s information architecture relies 

on a single keyword or phrase on multiple parts of the website. All three websites of 

VietSense Travel mainly depends on travel and tourism keyword. While this can occur 

unintentionally, having a bunch of pages that target the same keyword can cause 

problems. Google will automatically identify that the company does not respect its 

guidelines regarding keyword stuffing across multiple pages. The purpose of keyword 

stuffing strategies is to rank for a specific term. However, Google would not know 

which page is the most relevant for a specific query if multiple pages wish to rank for 

the same term. Google will crawl the websites of VietSense Travel and will see all 

three pages of the company being ‗relevant‘ for the same keyword. It has chosen 

between those pages the one that seem to be the most valuable to the query. Therefore, 

if the company were expecting to gain SEO value with this strategy and rank the 

whole website higher thanks to this keyword, it will have nearly no chance at all. 

(2) Although customers have not booked tours of the company after a long time, 

it still shows sincere care to those customers by sending marketing emails to let them 

know about the company‘s travel programs and promotions if any. Email marketing is 

applied with other online marketing tools and the information provided through it is 

reliable and accurate. However, the company still can not find ways to deal with spam 

filter of customers‘ mailbox, so many of its emails are fallen into spam or junk emails. 

Moreover, emails used for marketing of the company contain a long block of text, and 

even clip long messages. 

At the company, email marketing is applied with other online marketing tools 

and the information provided through it is reliable and accurate. However, email 

marketing does not reach customer inbox effectively because their inboxes get 

inundated with email, both solicited and unsolicited. To cut down on the amount of 

unwanted emails, many servers have filters in place to lessen the number of spam that 

a person receives. Therefore, the company‘s email marketing could well land in a 

spam folder and never get viewed. Before the company can generate a single website 

visitor or sales from the campaign, its email must first be delivered to customers‘ 

inbox, opened, and finally clicked. However, if the company cannot find ways to deal 

with spam filter of customers‘ mailbox, its emails will never be delivered to the inbox, 

and would not have the chance to be opened, clicked or drive results for the company‘s 
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business. Furthermore, the company‘s emails display incorrectly on mobile phone, and 

they may be deleted within three seconds. Poor formatting is one of the most serious 

problems about email marketing of the company. And for VietSense Travel, marketing 

emails are not well designed for mobile phones, including oversized or out-of-place 

images, too much text without enough breaks, multiple column layouts and lack of alt 

text. The survey results show online marketing practice at VietSense Travel under 

email marketing (EM) in Table 3. 

Table 3. Assessment of customers on Email Marketing 

No. Email marketing Mean 

1 
Although maybe you haven‘t booked tours or used travelling services of 

the company for a while, you still receive its marketing emails 
3.71 

2 
The company integrates email marketing with other types of online 

marketing tools 
3.71 

3 You always receive emails from the company whenever they are sent 3.01 

4 
The company‘s email has suitable number of frames, color, and overall 

size of the animation 
2.97 

5 
You can read the company‘s email on mobile phone because emails for 

marketing of the company are also designed for mobile version 
3.29 

6 
You feel that information you receive from the company through email 

marketing is reliable 
3.72 

 Average score 3.40 

Source: survey by authors (2019) 

(3) The company is making a good use of social platforms. It seems that more 

customers can be reached via social channels than traditional ones. However, the 

company only has a Facebook page that it updates at least once a month or year, and it 

does not intend to build relationships with its target customers. It also does not have 

many fans and followers at all in its Facebook and Instagram. Even worse, employees 

of VietSense Travel have some misconducts on social media. 

The data in Table 4 shows assessments of the customers on using social media 

marketing in communication. 
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Table 4 - Assessment of customers on using social media marketing 

No. Social media marketing Mean 

1 
You can get access to the company through social media platforms (i.e. 

Facebook, Instagram, Twitter, YouTube, Snapchat, LinkedIn, etc.) 
3.71 

2 
The company‘s Facebook is operating effectively and updated regularly 

to attract customers 
2.87 

3 
The company has many fans and followers on Facebook and Instagram, 

as well as on other social networks 
2.82 

4 
The company‘s advertisement thorough social media channels seem to 

be more attractive than traditional ones 
3.69 

5 Employees of VietSense Travel behave well on social media 3.33 

 Average score 3.28 

Source: survey by authors (2019) 

VietSense Travel has created three business fan pages named ‗VietSense travel,‘ 

‗Du lich VietSense‘ and ‗Hội những ngƣời yêu du lịch nƣớc ngoài.‘ The company is 

making a good use of social platforms, especially Facebook and Instagram to deploy 

marketing efforts. It seems that more customers can be reached via social channels than 

traditional ones. All fan pages are new fed everyday with status containing photo and 

text. However, the company does not have many fans and followers at all in its 

Facebook and Instagram because the company only promotes content about itself. 

Sometimes, it even tries hard advertising and giving information of travel tours on 

every post. However, the problem is that social media is a social sharing platform. 

VietSense Travel cannot gain followers by just promoting its own content. It must 

share content with others and engage with its target audience. The current social media 

networks that using by company are centered around images and videos. 

Unfortunately, images and videos have not high quality visuals at all to attract more 

followers. It seems not to understand that having a signature look and feel isn‘t a bad 

idea either. Some dissatisfied customers post negative comments on the company‘s fan 

page, which makes other potential customers worried and confused that adversely 

affect the company‘s sales. 

(4) The company‘s social networks are set to support content downloading, 

sharing and copying for existing customers to make a better word-of-mouth. However, 

the targeted audience does not know about the company‘s promotion at all. The posts 

on the company‘s official fan page have so poor and out of dated content, which 
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cannot attract customers. In addition, VietSense Travel makes many mistakes with its 

videos for online marketing.  

The survey results show online marketing practice at VietSense Travel under 

viral marketing in Table 5. 

Table 5. Assessment of customers on viral marketing 

No. Viral marketing Mean 

1 
The company offers valuable travel products and services for free or 

at a cheap price to attract your attention.  
3.11 

2 
On the official fan page of the company, there are many interesting 

and unpredictable posts which can make you curious. 
3.04 

3 

You can easily share the content from posts on the company‘s social 

networks, embed it on your own blogs and even download the 

content. 

3.72 

4 
You often share posts and tour information of the company on your 

own site because you find it interesting and helpful. 
2.70 

5 Videos are used appropriately on the company‘s sites. 2.96 

6 
Marketing by social media influencers is effectively applied by the 

company. 
3.18 

 Average score 3.12 

Source: survey by authors (2019) 

Data in above table shows that the company‘s social networks are set to support 

content downloading, sharing and even copying for existing customers to make a 

better word-of-mouth in reaching more potential customers. However, some 

dimensions of viral marketing seem to be not good enough such as sharing posts. The 

posts on the company‘s official fanpage have so poor and out of dated content, which 

cannot attract customers. As result, both existing customers and potential customers 

rarely share it on their own site. 

From the research results mentioned above, some recommendations can be 

suggested to improve online marketing communications via applying four tools 

including SEO, email marketing, social media platform and viral marketing. 
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(1) Qualifying content and standardize website for SEO 

The company uses websites for their promotional activities need to pay attention to 

building content for it. Each content built up needs to be carefully invested with time 

and effort to bring a specific message to the reader, especially, new content to attract 

customers to find the updated services the company is offering. To create content that 

will mark the hearts of readers as well as make them come back, the content needs to 

bring them trust and emotions. Emotional factors positively affect the views and 

decisions of users. Build a website with quality content, with a little emotional 

orientation so that they can feel what is a positive factor in the website. And to do that, 

the writer needs to show his personal point of view and always be willing to share it so 

that many people can discuss their own opinions. With a content article that brings an 

ration and emotion, it will create a website that receives interest and debate, in the field 

of travel business, topics about interesting places, interesting dishes or trips.  

The fact that long content will make the reader no longer interested and patient 

enough. Therefore, the content should be broken down into a clear layout, each part 

will serve a certain idea and link together in a circuit of content. It should be concise, 

small items about service characteristics or specific tourist places to let readers 

discover and create attractiveness for the content. The website can quickly convey to 

the reader the instructive information to solve problems customers may encounter in 

relation to travel such as guiding self-sufficiency at certain places, directions how to 

book cheap tours. These articles have content-building tags that are text, or description 

videos. 

The company‘s websites content will be more interesting and attractive when 

used the style of infographics bringing messages to readers. This method creates 

excitement and does not cause boredom. With the construction of this content, 

attention should be paid to images that must be unique, brief and concise, describing 

exactly their purpose. 

Whenever the company upgrades the current service or launch out any new 

product, it should be posted immediately on the website at the hot news categories 

where it is easy for user to see. After each tour being conducted, all the information 

and photos of those service delivery durations can be updated with allowance of the 

customers. Feedback and felling of experience from customers are also information 

source for the company‘s website admin to enrich the content of the website. 

Additionally, the website administrators must collect the tourism news, tips, guidance, 

events from different source to post up every day to make the information on the 
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websites diversified and renewed always. With the helpful information on travel 

experience and tips which attract user access frequently and keep they stay longer on 

the web. Each subpage on the website should be well structured and conveyed separate 

content which is not duplicated and reasonable navigated and linked. A plan for 

updating the content also ought to be set up with clear assignment for certain staffs 

with concrete indicator to measure the quality and frequency. 

It is necessary to have a good link building plan to get high quality links for your 

website. The form of exchange link is highly recommended in this case, the purpose is to 

improve the website page rank as quickly as possible. Particularly links (back link) from 

tourism specialized websites which brings better value, compared to the backlink set up 

like that. Each website in the tourism industry is built very methodically, from content to 

how to build back link details and have the most closely planned timeline. It is not just 

about having to link it to do it right away, but it takes a certain amount of time. 

It is advisable to buy backlinks at reputable online newspapers, with several 

specific travel related posts and accepting a high fee for this backlink. must build their 

own system of tourism. However, it is also recommended to choose a fast and 

sustainable plan based on the GOV website to bring it to the top stable. Since the GOV 

system is governmental, text link placement here is guaranteed to be extremely fast, 

and extremely stable. 

This job is simple but extremely arduous, and boring, and of course it must be 

very patient and meticulous. In analyzing SEO keywords in this travel industry. Based 

on the Google Keyword Suggestion tool to offer the groups of keywords that need to 

be SEO in the coming time, SEO main keywords, and only in a few dozen words. 

Assessing the system of Webmaster Tools issues search quantity on the search results, 

the most overview of the overall SEO keyword set of travel website, of current 

customers. 

The tool is still Google Keyword Suggestion, restricting the use of keywords that 

are highly competitive phrase such as Vietnam Travel or Vietnam tour ... Focus on 

searching for keywords with density of access over 5000 times a month, and have a 

level of competition below 6.0. Try to use long key phrases such as ―cheap Vietnam 

tour 10 days 9 nights‖ and keywords related to promotion, discounts, savings, etc. 

One important thing for SEO is ranking results (Search Engine Ranking) for 

crucial keywords. When choosing keywords to put them in the customer position, who 

they are and often choose which keywords to search for products and services. At the 
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same time, the company needs to examine the market: how many times that keyword 

is searched for in the month, how many competitors have that keyword. Many people 

often optimize for keywords that are heavily searched but are not necessarily potential 

keywords. The more focused keywords, the less traffic you get, but will bring in 

potential customers because these are people who care about your business. The 

company should choose two to three key words for each of its website pages. 

(2) Improving email marketing 

To deal with the spam filter of the customer‘s mailbox and have an effective 

Email marketing strategy, the email marketing process of the company needs to ensure 

the following issues: 

• Right people: the most important thing in using email marketing is having a 

list of target customers who agree to receive email. This list can be created by using 

membership registration forms on the website, online and offline events, etc. These are 

people who care about products and brands so the rate of receiving and opening emails 

will be very high. 

• Right content: To create compelling content, email templates should be 

designed with a width of less than 500 pixels, the title is under 35 characters and 

should not use accented Vietnamese, so that the main message is on the left and should 

be e text replaces the image because of some tools like Microsoft Outlook with image 

blocking feature. It is important that the content should be dynamically designed and 

personalized. The company should convert its email into a multi-channel messaging 

program, opening new items to monitor and evaluate recipient behavior. Send 

promotional emails, online marketing about several specific tours for website visitors 

who want information about the service. Each click on the email of the business as 

well as every time someone reads through the message will make the latter email more 

suitable. Make the email content of business both private and relevant by mentioning 

the agency location of the company, and referring to the weather, seasons and 

traditions like the company has designed very well these contents on the website. The 

company can think of sending weekly news emails, such as a story, a tourist 

destination that the company is about to open to a tour or promotions to attract 

customers. Thus, the news letter of the business is like a study of the online shopping 

cycle. And the next email marketing will promote a deal with the company‘s travelers 

and tourists. 

• Right time: Learn the habits of the subject so that email has the most 

opportunity to open. Email for businesses should be sent during the day from Monday 
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to Friday, email to consumers should be sent on Monday or Thursday when people use 

the most email. 

• Right frequency: Emails with the same content should only be sent 2-4 

times/month for the same object. Less than this number does not create more 

awareness, it will be offensive. 

To measure performance and make appropriate changes, businesses often make 

reports on: the total number of emails sent, the percentage of emails returned, the rate 

of emails rejected, the rate of emails opened. how, where, where, where the click-

through rate ... basic parameters such as return rate, rejection rate and feedback can be 

done by itself. 

In email marketing design, if content is ―king,‖ the layout of the email template 

can be considered ―queen.‖ Therefore, how the company organizes and arranges email 

design is very important. In terms of layout, the company should pay attention on: 

• No greedy width: When creating beautiful email, the layout is the key. Email 

too large will make it not work well. Imagine, if customers must move from side to 

side on their device to read the email content, they will click cancel to receive email 

immediately and always. To limit this situation, keep the width of your email within 

600-700 pixels to ensure all content appears on the screen no need to scroll. Limit 

using too many ―columns‖: With content want to be shared, putting lots of columns 

will make the content more difficult to read. With a width limit of about 600 - 700, 

dividing the content into 2-3 columns is enough. 

• Build a hierarchical content system: No one likes to read large blocks of text at 

the same time. It directly affects and reminds everyone about textbooks. To fix these 

errors, use text hierarchy, such as subheadings, quotes and bold and italic font formats 

to design for email marketing. 

• Do not miss out on mobile compatibility: If email only works on a desktop 

computer, the company will miss an opportunity to reach customers using other 

mobile devices. Therefore, if the email is not responsively optimized for mobile 

devices, all the mobile device users can read is just a messy and of course they 

unsubscribe to receive email only It is sooner or later. To remedy this situation, before 

sending an email, it is recommended to conduct a series of checks on many 

applications and devices or add notes to remind customers to review in the browser in 

the email wall that cannot be displayed on mobile phones, tablet. 
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(3)  Developing effective social media platforms 

Since the information on tourism is widely shared on Facebook, the introduction 

of tours and travel services you provide on Facebook is an important factor in the 

marketing campaign. Set specific content update schedules. Without regular postings, 

it will be hard to know whether the promotion and sales of the company‘s Facebook 

will be effective. Set a specific posting schedule and follow the schedule. 

Use impressive images. Impressive images are an important element to promote 

and sell the tours and services that the company offers. With sharp and quality images 

posted on the Facebook, customers can come up with the thought of ―I want to travel 

to this destination right now.‖ Besides, when sharing a certain information, include 

images related to sharing information and create an impact on viewers. Cover images 

and avatar images on the page are also factors that the company needs to pay attention 

to impress customers. 

With Facebook‘s new enhancements, videos will be played automatically, 

whether users want to watch videos or not, they are still watching it. If the company 

publishes a compelling and engaging video content, customers will continue to watch 

the video until the end, through which the company can deliver the message to 

customers in a lively and effective way. Video is the key to implementing Facebook 

marketing now - take advantage of this utility to achieve the best marketing effect on 

Facebook. Keep up to date with news. Facebook nonstops changing algorithms. 

Therefore, the company needs to constantly update everything that is happening every 

day. To do this, check websites like Allfacebook.com every day for the latest 

Facebook updates and updates. 

More attention should be paid to customer interaction. regularly answer 

comments, answer inbox fan page but the answer needs to be used with beautiful 

language to make the fan page of the company closed to customers. As a result, 

customer will often like and share the content that public company sharing on the 

company‘s fan page. 

Organize contests on the company‘s Facebook. For all Facebook users, free gifts 

are things that interest people. Ask customers to like the article to start the contest, or 

comment on the image to get a free trip, these suggestions will motivate users to like 

and comment on the article. Over time, page likes will increase and give the page a 

larger customer base. 



  

 

 

1416 

By planning content, posting regularly, engaging in interaction, and measuring 

results, the company can fully maximize its excellent performance on Facebook. Do 

not be afraid to talk about the characteristics of the business, this also helps the 

community understand more about businesses. Open and friendly, the company will 

gain great feelings from the community. 

Always advertising is one of the biggest mistake‘s companies can face in the 

communication process. Instead of considering customers as the center, becoming a 

part of the community who have been using products, the company just values and 

cares about the products but ignore thinking of customers. Facebook is a community, 

and the most important point of a community is trust and sincerity. Therefore, if the 

company does not know how to care the user, they will be not interested in the fan 

page anymore. When the Facebook users leave and do not follow the pages, all of 

status on there becomes meaningless. 

(4)  Creating vivid video for viral marketing 

Video Marketing allows the company to convey core messages about products 

and services in a concise, informative and highly entertaining way. An image is more 

than a thousand words, a video - recorded 24 frames per second - so every second 

corresponds to 24,000 thousand words. This example may be a bit exaggerated, but the 

great benefit of this moving communication tool is completely impossible to 

underestimate. Moreover, this will be a viral video according to the dispersion 

mechanism based on emotions and psychology of viewers. The emotions here are 

humorous, touching, happy, happy, curious, stimulating, frustrating, angry, annoyed, 

etc. Viral video ―speaks to the hearts of the public,‖ helps to realize feelings public 

contact, showing what they want to do but not dare to do, want to say but dare not say, 

like but dare not express. 

Select the audience‘s age to choose the content accordingly. To be able to create 

a successful viral video it is important for company to identify the audience and their 

age. For younger audiences, the content can be troll, entertaining or humanistic, 

emotional. For older audiences, it is necessary to limit the content too ―young,‖ should 

aim at the content of humanity or professional content. Choosing the right age to build 

content will make the company‘s video successful and attract more attention. Select 

which platform type, Facebook or YouTube. Choosing the type of platform content is 

important because the content of the platform determines the length of the company‘s 

clips. Videos on Facebook can be about 2 minutes long, short and bring the message 

right at the beginning of the video, running notes because 80 percent of the audience 
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on Facebook will not turn on the volume when watching videos on newsfeed. The 

shorter the video on Facebook, the more views will be viewed. Also, if building videos 

under 15s, applying for Instagram platforms and many other social networking sites. 

Videos on YouTube can be longer than YouTube, the content may be more specific 

and the message may be more spread without having to be at the beginning of the 

video, the type of video can be short film, sitcom, after determining the tactics, 

creating a good script is extremely important. Scenarios revolving around the theme of 

tourism culture, destination, service and indigenous culture will be a good choice for 

the company. when the video has been completed, the next important thing is to spread 

it. Sharing is an expression of participation from the online community. The 

audiences, after watching the video, they started talking about the company‘s videos 

and comments and comments. They leave their thoughts through comments, they share 

their feelings by sending the video to the people they love. The sharing will connect 

viewers with each other. Persuasive videos shared by many people are often summed 

up in two words: emotions. It is the most important thing affecting users because of 

sharing. videos with extremely strong emotional elements, especially about friendship, 

inspiration, humanity and happiness. The higher the time factor, the higher the share in 

the first two weeks, the higher the spread of the video will be and the larger the share. 

Marketers need to consider implementing initial campaigns to maximize views in this 

window period. The release date of the video will also contribute to the difference: 

Most sharing activities take place on Wednesday (the optimal day), Thursday, and 

Friday. Monitor reactions, negative feedback from the recipient of the message to take 

remedial measures. Answer questions from customers who misunderstand the 

message. 

5. Conclusions 

Based on the results of customer evaluation research on the application of online 

marketing tools at a specific business, the article pointed out the success of the 

business in this activity. The results to mention that the current online marketing 

practice had been done and got achievement on some online marketing communication 

tools such as websites, search engine, email marketing and social media platforms. 

However, there are still some existing shortcomings need improving: (i) the 

company‘s website content is simply lacking in quality. Back links and keywords in 

those websites have not well managed and used effectively for SEO, (ii) the company 

cannot find ways to deal with spam filter of customers‘ mailbox, so many of its emails 

are fallen into spam or junk emails, emails used for marketing of the company contain 
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a long block of text, and even clip long messages, (iii) the company only has a 

Facebook page that it updates at least once a month or year, and it does not intend to 

build relationships with its target customers. The company also does not have many 

fans and followers at all in its Facebook and Instagram, and (iv) the targeted audience 

does not know about the company‘s promotion at all. Promoting the business in the 

wrong way can explain why the company is not attracting enough customers. Some 

solutions recommended to improve applying online marketing tools for the company 

such as qualifying content and standardize website; Improving email marketing by 

dealing with spam filter of the customer‘s mailbox; Developing effective social media 

platforms by new feeding and making face book pages status creative to attracting 

view and reinforcing interactive relation with potential customers through fan pages 

and creating vivid video for viral marketing.  

6. Limitation and Further Research 

This study only explores the issues of using online marketing communication 

tools within a business. At the same time, other tools of online marketing 

communication have not been mentioned and evaluated. Moreover, in context of 

digital age, an enterprise could not only used digital content tools, it must practice 

fully digital marketing to fit in quickly changes of digital marketing 

Further research should be expanded on both the number of businesses and the 

application of digital marketing in terms of establish and management a content 

strategy and digital marketing in business. 
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Abstract: 

Diyatha Uyana Wetland Park (DUWP) has proven to be an important recreational site in 

the greater Colombo in Sri Lanka. The visitor satisfaction for enjoying the wetland was estimated 

in terms of consumer surplus (CS) and willingness to pay (WTP) applying individual travel cost 

and contingent valuation methods. The CS per visitor per visit was LKR 512.82 (1USD = LKR 

170.00). The mean WTP per visit per visitor was LKR 520.61 per visitor. The study also evaluated 

the changes in CS if the government were to impose different entrance fees ranging from LKR 

20.00 to LKR 140.00 to the park. The highest revenue was recorded at LKR 120.00. The present 

value of the non-market benefits from preserving the park was estimated at LKR 9358.90 million 

(USD 55.05 million) per year. The findings of the study could be useful for preserving the site and 

introducing an entrance fee to the park. 

Keywords: Consumer surplus, entrance fee, satisfaction, travel cost method, Wetland park, 

willingness to pay. 

 

1. Introduction 

Most wetlands in cities are designated as wetland parks, because of the dual roles 

they play in ecosystem maintenance and provision of social services such as relaxation 

and recreation (Duan et al., 2011). According to Bolund and Hunhammar (1999), while 

cities depend on ecosystems beyond city limits, they also benefit from internal urban 

ecosystems (with environmental amenities) located within urban landscapes, which 

provide a range of ecosystem services to nearby residents.  

In the past, the notion that wetlands were wastelands, a notion which had to do with 

both ignorance and misunderstanding of the value of the goods and services they provide, 

had led to their conversion into intensive agricultural, industrial and residential uses. 

Today, it is understood that wetlands are amongst the earth‘s most productive ecosystems 

described variously as ―the kidneys of the landscape‖ because of the functions they 
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perform in the hydrological and chemical cycles and as ―biological supermarkets‖ for the 

extensive food webs and rich biodiversity they support. 

The Diyatha Uyana Wetland Park (DUWP) in Sri Lanka is today recognized as an 

important recreational site in the Greater Colombo area in Sri Lanka. The availability of 

food stalls, meeting points, walking paths, daily fairs offering different items, and small 

shops for purchasing day-to-day needs and places for relaxation are among its major 

attractions. While visitors to the Park expend money to enjoy the environmental services, 

their recreational value has not been estimated. The upkeep of DUWP entails a high 

maintenance cost on the part of the Government of Sri Lanka as it extends over a large 

area. At present, the park levies no an entrance fee from visitors although the Municipal 

Council allocates a considerable amount of funds for the upkeep of the park. This makes it 

imperative that the environmental recreational value of the park be estimated for better 

environmental decision-making. The estimation of an entrance fee would also permit an 

assessment of the WTP for the usage of the park‘s ecosystems as natural capital that 

produces flows of outdoor recreation services and CS. This would greatly facilitate 

decision-making on effective resource allocation for recreation purposes as well as 

wetland conservation. 

In the present study, we have applied the individual travel cost method (ITCM) and 

multinomial logistic regression model (MNL) to estimate the visitor satisfaction in terms 

of CS and WTP per visit to the DUWP in monetary terms. The study also examines the 

impact of imposing an entrance fee on regular visitors to the site and assesses the present 

value of non-market benefits provided to users if the authorities continue to preserve the 

site as a natural recreational area. 

2. Literature review 

Scholars have generally estimated the recreational value associated with wetlands 

using nonmarket valuation techniques, which can be broadly categorized under two 

methods, direct and indirect. While indirect methods rely on the behavior of consumers in 

related markets to reveal their valuation of non-market goods, direct methods use surveys 

to ask an individual‘s valuation of these goods in a hypothetical market (Smith et al., 

1986). Haab and McConnell (2002) have categorized the methods to estimate recreational 

value under three basic approaches: single site demand travel cost method (TCM), site 

choice (Random Utility) method, and stated preference contingent valuation method 

(CVM). Of these, researchers have widely used the revealed preference and stated 

preference methods, either individually or in combination, in order to estimate the welfare 

changes resulting from quality changes in recreational sites (see Whitehead et al., 1999; 
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Seenprachawong, 2003). Yoshiaki et al. (1995) have suggested a similar classification of 

the measures of welfare change, one being the effect of the quality variation on the 

number of trips taken using a household production framework and the other being a 

random utility model to describe how the quality influences individual decisions. Hedonic 

wage models and hedonic travel cost methods are the other methods for estimating 

recreational value, and they involve variation in quality across a number of sites 

(Gunatilake, 2003). 

The TCM is one of the more popular revealed-preference-based methods used in 

non-market valuation during the past 30 years (Ward and Beal, 2000). The general 

theoretical basis for this derives from the basic economic notion that an individual utility 

function is subject to budget and time constraints. TCM estimates the Marshallian 

consumer surplus, which approximates, and is bounded by, the compensating variation 

and equivalent variation welfare measures (Brander et al., 2006). The individual travel 

cost method (ITCM) version is conceptually similar to the zonal one. However, the 

relationship between recreation demand and cost/price of recreation is based solely on 

individual observations. The individual version is highly preferred to the zonal for reasons 

such as (Mendes, 1997): i) statistical efficiency; ii) theoretical consistency in modelling 

individual behavior; iii) avoidance of arbitrary zone definitions, and iv) increase in 

heterogeneity among populations within zones. According to TCM, if a consumer visits a 

recreational site, the benefits s/he receives should be less than or equal to the cost incurred 

although s/he does not pay a market-determined price. In the present study, ITCM was 

applied to assess the value of the recreational benefits that the visitors accrue by visiting 

DUWP. While ITCM is appropriate for sites with high individual visitation rates, the 

zonal travel cost method (ZTCM) is more appropriate for sites with very low individual 

visitation patterns (Rolfe and Prayaga, 2007). ITCM has distinct advantages over ZTCM 

because it takes into account the inherent variation in the data compared to the 

aggregation and can be estimated using a smaller number of observations. Furthermore, 

the results of the ITCM are more accurate than the results found in ZTCM because 

visitors‘ socio economic characteristics are considered in the regression models of ITCM. 

Furthermore, ITCM is more flexible and can be applied to a wide range of sites (Khan, 

2004) while also eliciting rich information on visitors‘ characteristics, preferences and 

behavior. ITCM has been applied in the estimation of consumer surplus (CS) by scholars 

all over the world (e.g. Freeman, 1993; Ahamed and Hussain, 2016; Preez and Hosking, 

2011; Siderelis and Moore, 1995; Mulwa et al., 2018; Latinopoulos, 2014; Amoako-

Tuffour and Martínez-Espiñeira, 2012; Luzar et al., 1992; Fix and Loomis, 1997). The 



  

 

 

1423 

TCM and ITCM models were also applied in studying the effect of these demographic 

and socioeconomic variables on visitation rates. The findings confirmed that the variables 

affect the number of visits made by visitors to natural areas (Layman et al., 1996; Loomis, 

2000; Marawila and Thibotuwawa, 2010). 

The CVM is ‗a tool to place an amount of value on goods and services that are 

typically not exchanged in the market place‘ (Ajzen and Driver, 1992). One of the most 

important concepts in CVM is WTP which is the maximum amount that a consumer 

would be prepared to pay for a good or service (Asian Development Bank, 1997). More 

specifically in the context of tourism research, WTP is the amount of money that a person 

is willing and able to pay to enjoy recreational facilities (McConell, 1985). During the 

past three decades, scholars have conducted several studies to determine the entrance fees 

for national parks and other recreational sites (Arin and Kramer, 2002; Laarman and 

Gregersen, 1996; Reynisdottir et al., 2008; Wang and Jia, 2012). The literature also 

mentions demographic and psychographic factors as affecting people‘s WTP. Variables 

such as income, age, attitude toward environmental protection, history of paying entrance 

fees, and education are predicted to have an impact on WTP (Bowker et al., 1999; Moore 

and Stevens, 2000; Reiling et al., 1992; Williams et al., 1999). According to Davis and 

Tisdell (1998), the impact of gender, country of residence, and previous visits to the site 

and to natural attractions, in general, could be either positive or negative though it requires 

further testing. Moreover, as Schroeder and Louviere (1999) have found, people are likely 

to be willing to pay more for entering a site if they have traveled a long distance to get to 

the site. Rathnayake (2015) studied how crowding affects a visitors‘ WTP, which gives a 

monetary value for visitor satisfaction applying the MNL. The present study shows the 

willingness for visiting the DUWP in monetary terms.  

3. Study area 

DUWP (6.9046° N, 79.9098° E), or the Park by the Lake, which is located in 

Battaramulla in the outskirts of Colombo, has many interesting places and activities such 

as, a water retention lake, walkway, aquarium, flower shops, water fountain, food stalls, a 

restaurant, boat rides and a children‘s play area. The whole DUWP area consists of a 

lower catchment area of Diyawanna Oya. The Park has a walking path surrounding the 

lake and a commercial area with stalls promoting small and medium scale entrepreneurs. 

The lake covers a 50-acre area and surrounding it is the walking path which is roughly 

800 m long. The park also has bio-diversity and eco-friendly areas. It also has a separate 

children‘s play area and a car-park. In addition to the fountain, it has a solar-powered, 
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green-energy-based transportation system. It is estimated that the Park attracts around 

10,000 visitors per day on the weekend while it attracts about 5,000 on a week day. 

4. Methodology 

4.1. Theory 

4.1.1 Estimation of welfare benefits 

The ITCM function that relates an individual‘s annual visits to his/her travel cost is 

as follows: If the semi-log form is chosen, the expected site demand equation (1) is 

specified as follows:  

    ∫ ᵝ0+ᵝTTCTTC+ᵝhhinchhinc+ᵝdistancedistance+ᵝageage+ᵝeduedu+ᵝgengen+ᵝmembermember+ 

ᵝalreadyalready …ɛi ….(1) 

Where: 

V= number of visits per year to DUWP 

TTC= total travel cost,  

age = age in number of years 

gen = gender (dummy variable:1= male, 0=female) 

hhinc = household income (LKR) 

edu= education in number of years 

distance = distance (dummy variable: 1= if location of respondent‘s residence is 

within 5 km of DUWP, 0= if respondent‘s residence is located more than 5 km away from 

DUWP) 

member = member (dummy variable: 1= if respondent is working in tourism or 

environment-related field, 0= if respondent is not working in tourism or environment-

related field) 

already = visited the park before (dummy variable: 1= if the visitor has visited the 

DUWP before, 0= if the visitor has not visited the DUWP before) 

βs are the coefficients to be estimated. As shown in Hellerstein and Mendelsohn 

(1993), the representative visitor‘s CS per visit can be derived by integrating the 

recreation demand function over the relevant price/on-total travel cost change. Then the 

consumer surplus of an individual per trip is, CS = - 
 

    
 .  
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4.1.2 Estimation of satisfaction in terms of WTP for visiting DUWP 

MNL model used in this study is generally effective where the response variable is 

composed of more than two levels or categories. The basic concept has been generalized 

from binary logistic regression. In the present study too, we found more than four choices 

in terms of number of visits to DUWP. These choices were categorized as choice 1 (one 

visit per year), choice 2 (two visits per year), choice 3 (3 visits per year) and choice 4 

(more than 4 visits per year). Accordingly, the following MNL model can be developed 

for estimating the satisfaction in terms of WTP: 

                                                

                                  ……..(2) 

Where 

choice = number of visits per year 

age = age in number of years 

gen = gender (dummy variable:1= male, 0=female) 

hhinc = household income (LKR) 

edu = education in number of years 

distance = distance (dummy variable: 1= respondent‘s residence is located within 5 

km away from DUWP, 0= respondent‘s residence is located more than 5 km away from 

DUWP) 

member = member (dummy variable: 1= respondent is working in tourism- or 

environment-related field, 0= respondent is not working in tourism- or environment-

related field) 

β s are the coefficients to be estimated for each attribute. 

                                   
                   

                    
 …………….(3) 

4.1.3. Present value of non-market benefits (PVB) of preserving the site 

Given DUWP‘s status as a recreational wetland park, a flow of annual benefits has 

come to be associated with it over a long period of time. Thus the sum of aggregate CS 

estimated in our study provides an insight into the ―social value‖ of preservation  

(Grigalunas et al., 2004). The present study focuses only on the recreational benefits 

provided by the DUWP. Furthermore, the study estimates only the benefits of preserving 

the present recreational use value of the site. 
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According to Grigalunas et al. (2004), the CS is the difference between the 

maximum that a user is willing to pay in order to engage in recreational activities or to 

maintain the present level of amenities and the cost that they would like to incur in order 

to be able to do so. Hence, it is possible to obtain the yearly welfare benefits (i.e., CS 

accruing to users) from enjoying the amenities at the natural recreational site by: 

    
 

      
  

 

      
  

 

      
……………… (4) 

Where, ‗Y‘ is the annual CS in Sri Lanka Rupees (LKR) and ‗r‘ is a discount rate. In 

valuing constant benefits in terms of LKR, where Y is received in perpetuity, the 

simplified formulae would be: 

        ……………………(5) 

In calculating the PVB in the present study, the discount rate is considered as 10 

percent as proposed by the Department of National Planning in Sri Lanka. 

4.1.4. The effect of imposing an entrance fee  

At present, visitors enjoy the recreational benefits provided by the site free of 

charge. Hence, the imposition of a fee (i.e., an entrance fee, a parking fee, etc.) is likely to 

affect visitors of different income strata differently. We estimated the impact of an 

entrance fee (f) on the visitors‘ CS using the following equations. 

                      ……………………(6) 

 ̂             ̅̅ ̅̅ ̅̅          
̅̅̅̅    ……………………(7) 

 

Where 

   ̅̅ ̅̅ ̅̅           

f = entrance fee 

  
̅̅̅̅          

 ̂                        

We used a range of entrance fees from LKR 20.00 to LKR 140.00 to calculate CS 

under each entrance fee.  

4.1.5. Satisfaction loss (SL) due to acreage loss for development from natural site  

The implementation of new development projects in natural recreational areas is 

likely to affect the social welfare of the present visitors to the site. We calculated the CS 

file:///C:/Users/Admin/Downloads/New%20Revised%20paper.docx%23_ENREF_8
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per unit area of land by dividing the total annual CS by the total area used for recreational 

activities at present. Although a better estimate could have been arrived at by relating CS 

with the areas used, in the present instance, it was not possible to find a marginal value for 

changes in the area since visitors to the site used the same area for all of their activities. 

Given this fact, we used an average value of the CS to find the welfare loss due to changes 

in acreage. 

We show this in equation (8). 

    
   

          
               

  

       
               ………………(8) 

4.2. Data collection 

The study omitted foreign or overseas visitors from the sample as their inclusion 

would have led to significant differences in results given their higher purchasing power as 

well as higher travel costs arising from those for transportation, lodging, entrance, etc. in 

comparison with local visitors. The data for the study were collected from both primary 

and secondary sources.  

The study collected primary data from a field questionnaire survey. Local visitors 

were interviewed on site individually with the sample size totaling 582. Daily visitors who 

come for jogging and exercise were removed from the sampling because they are not 

considered as visitors who come for recreational purposes. The survey adopted the 

systematic random sampling method so that an adult from every 10
th
 visitor group to 

DUWP was interviewed with either the group leader or a volunteer participating in the 

survey. The questionnaire consisted of 15 sub-questions/sections. It elicited information 

on area of residence, socio-economic features, number of visits to DUWP, round trip 

mileage, travel costs, opportunity cost of travel time, length of the trip, time spent at the 

site, other locations visited during the same trip, quality of the recreational experience and 

perceptions of environmental quality at the site. The questionnaire was designed to collect 

information indirectly. This questionnaire was pre-tested with 15 visitor groups to ensure 

the feasibility of the data collection before the survey proper. The questionnaire was 

administered to randomly selected visitors from 07.00hrs to 22.30 hrs from October 2018 

to March 2019. The survey was conducted on weekdays, weekends and public holidays. 

The data elicited from the Survey were analyzed using the STATA 14 statistical package. 

Through the data analysis, we were able to estimate the welfare benefits, the WTP values, 

the impact of the entrance fee on the welfare benefits, and the net present value of benefits 

(PVB) under the two scenarios. Before the data analysis, the two-step Heckman model in 
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STATA was run to test for endogeneity bias which revealed that there was no possibility 

of bias between the variables of ‗TTC‘ and ‗distance‘ to the site. 

5. Results and discussion 

5.1. Demographic profile of visitors  

Most of the visitors to the DUWP were from the surrounding area with a mean distance 

of 10 km with the maximum distance reported in the sample being 152 km. It was also 

evident that most visitors come to the site in large groups for enjoyment of recreational 

activities. The average group size in the sample was around 5 while the maximum group size 

was 38. The average total travel cost (TTC) per visit was around LKR 143.57 but some 

frequent visitors had spent amounts in excess of LKR 1565.40 per visit. 

Table 1 shows the visitor profiles in summary form. In terms of gender, the 

majority of visitors (71%) were male. The average age of respondents was 39.22 years 

and their mean education level was 13.78 years which means that they have completed 

secondary education. More than 73 percent of the respondents had had a secondary 

education in comparison with whom the less educated or literate percentage was 

comparatively low. In terms of occupation, almost half of the respondents had regular 

employment while 17 percent of the respondents were unemployed, among whom 

were students and unpaid family workers. The respondents' mean monthly household 

income was more than LKR 54618.58, which was several times above the official 

poverty line for Sri Lanka. Only a few visitors (a mere 1 percent) ranked below the 

national urban minimum monthly income of LKR 20,000, implying that members of 

the middle and higher income brackets enjoy and spend more time at the recreational 

site compared to those from lower income brackets. A high percentage of visitors (91 

percent) in the sample visited the site for the opportunity it offered to enjoy a variety 

of foods and for jogging, socializing with friends and family and other recreational 

benefits that it had to offer. It is noteworthy that a considerable percentage of visitors 

(15.75%) held jobs or positions in the environment- or tourism-related fields because, 

as shown by Rathnayake (2015 and 2016b), those who are working in environment- or 

tourism-related fields appear more willing to visit natural sites. However, 11 percent of 

the visitors we interviewed stated they had come to the Park to enjoy its recreational 

benefits while visiting friends or relatives resident in the area. 
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Table 1: Demographic characteristics of respondents 

Characteristics Mean Std. Error 

Education (years) 13.78 2.353 

Age (years) 39.22 12.63 

Household income (LKR) per month 54,618.58 27588.74 

Gender (1= male) 0.7134 (71.34%)  

Visited the Park before 62.54%  

Working in tourism- or environment-related field 15.75%  

Distance to the Park (less than 10 km from the park) 72.32%  

5.2. Non valued visitor satisfaction at DUWP 

At DUWP, the mean percentage value for visitor satisfaction was 73% with the 

highest percentage values being recorded for the parameters for availability of meeting 

points and opportunities for relaxation and nature enjoyment at the site (Table 2). The 

mean percentage values of the parameters are shown in the Rader graph (Figure 1). It 

shows that the mean satisfaction level for other parameters is more than 68%. The results 

indicate that in order to enhance the quality of the visitor experience, visitor facilities and 

services should be improved by nearly 27 percent. The study looked at satisfaction 

relating to the following six dimensions among visitors: availability of facilities for 

jogging, availability of other stalls for purchasing daily needs, visitor facilities for 

relaxation and nature enjoyment, availability of meeting points, availability of food stalls, 

and availability of recreational facilities. Satisfaction depends on the visitor‘s perceived 

value, which is the visitor‘s assessment of services based on the perception of what is 

received and what is given (Zeithaml, 1988). When that idea was applied to the six 

dimensions, it became abundantly clear that visitor perceptions directly influenced visitor 

satisfaction. The results suggest the need for Park management to take steps to improve 

opportunities for jogging; stalls for purchasing daily needs, and for recreational facilities. 

Meanwhile, a fee can be introduced to subsidize the enjoyment of the existing facilities 

and services as visitor satisfaction is at a satisfactory level.  
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Table 2: Visitor Satisfaction Levels at DUWP 

Parameter Satisfaction level % 

Availability of facilities for jogging 68 

Availability of stalls for purchasing daily needs 69 

Availability of opportunities for relaxation and nature 

enjoyment 

78 

Availability of meeting points 82 

Availability of food stalls 72 

Availability of recreational facilities 69 

Overall satisfaction 73% 

Figure 1: Overall visitor satisfaction levels under different parameters 

 

5.3. Value of visitor satisfaction at DUWP 

5.3.1. Regression results of MNL model 

The data collected on the number of visits made by visitors were categorized into 

four categories i.e., choice 1 (only one visit per year), choice 2 (two visits per year), 

choice 3 (three visits per year) and choice 4 (four or more than four visits per year). The 

percentage of arrivals within the last 12 months are presented in Figure 2. It shows that the 

majority of respondents visited the DUWP more than two times. They visited DUWP 

mainly for relaxation after their busy schedules.  
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Figure 2: Percentage of visitor arrivals under different choice levels (no. of visits) 

 

Accordingly, the respondents‘ satisfaction per visit per visitor to DUWP was 

estimated in monetary terms at each choice level. Table 3 shows the results of the 

multinomial regression model for visiting DUWP (at different choice levels). The results 

confirm that the socio-demographic variables are as expected and in line with CVM 

studies conducted by previous scholars (i.e., Rathnayake, 2016a,b; Loureio and 

Umberger, 2003; Mmopelwa et al., 2007; Peter and Hawkins, 2009; Shultz et al., 1998; 

Togridou et al., 2006). Accordingly, in conformity with a priori theoretical expectations, 

the coefficients of hhinc (household monthly income) and education (educational level) 

are positive and significant implying that household monthly income and educational 

levels are important determinants of visits to DUWP. This means that respondents with 

higher hhinc and higher levels of education (edu) (i.e., in terms of number of years spent 

in education) are likely to pay more visits to DUWP than others. The variable ‗gender‘ is 

not significant in the regression model because the sample includes groups led by females 

as well as males. The variable ‗age‘ is significant only for choice 4 (i.e., visiting 04 times 

or more per year). That means the respondents at higher age levels are more likely to visit 

DUWP frequently for relaxation, enjoyment of nature, jogging and meeting their friends. 

As expected, the two variables ‗distance‘ (i.e., distance from DUWP to residence) and 

‗member‘ (working in tourism-or environment-related field) were significant for all 

choices. The coefficient of the variable ‗distance‘ was always negative implying that those 

who live close to DUWP are likely to pay more visits than those who live at a distance 

from the Park. The respondents who said that they worked in tourism- or environment-

related fields may likely be nature lovers and, hence, visit areas with natural attractions 

more frequently so that the coefficients are positively significant when it comes to number 

of visits to DUWP. 
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Table 3: Results of the multinomial regression model for visiting DUWP 

Variable Choice1 

 (01 visit) 

Choice 2  

(02 visits) 

Choice 3  

(03 visits) 

Choice 4  

(04 or more 

visits) 

age -0.0116 

(0.4304) 

0.0149 

(0.0170) 

0.0814 

(0.0170) 

0.1201 

(0.0242) 

gender -0.1581 

(0.6075) 

3.3888 

(0.3944) 

2.4268 

(0.2753) 

0.3127 

(0.2265) 

hhinc 0.00072*** 

(0.00219) 

0.00049*** 

(0.0020) 

0.00028*** 

(0.0020) 

0.00015*** 

(0.0002) 

edu 0.5176** 

(0.1824) 

0.4864** 

(0.1092) 

0.3954** 

(0.1092) 

0.2576*** 

(0.0815) 

distance -2.2589* 

(0.6149) 

-2.2098*** 

(0.6443) 

-2.347*** 

(0.5842) 

2.5153*** 

(0.3441) 

member 0.5285* 

(0.6241) 

0.5929*** 

(0.1425) 

0.6137*** 

(0.1525) 

0.6336** 

(0.3127) 

constant 8.9295** 

(2.7081) 

3.4980** 

(1.5347) 

5.5143** 

(1.5347) 

9.2348*** 

(1.4757) 

5.3.2. Estimation of visitor satisfaction in terms of WTP  

Table 4 gives the mean satisfaction values per visit per visitor in monetary terms 

for visiting DUWP under different choices (i.e., number of visits to DUWP per year). 

The WTP values indicate the amount of motivation for visiting DUWP. These values 

show that the highest WTP value was recorded at choice 4 (number of visits 4 or more 

than 4) and that more visits were made due to the higher motivational value. Further, 

in conformity with the results of available studies the satisfaction or the demand rises 

(i.e., motivation for visiting DUWP) with educated and richer households. Table 4 also 

shows that the respondents‘ satisfaction increases steadily with an increase in the 

educational level. This suggests that the more educated respondents are ready to spend 

more to visit DUWP and that they are willing to visit DUWP more times so that higher 

satisfaction values are recorded for the higher choice levels. Thus, the satisfaction 

values are directly proportionate to the recorded number of visits. This underscores the 

importance of providing recreational facilities mainly to attract visitors in this 

category. Additionally, other recreational facilities have to be established to cater to 

other visitors. 
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Table 4: Visitor satisfaction (in monitoring terms) for visiting DUWP 

WTP values (LKR) 

Choice1 (01 

visit) 

Choice 2 (02 

visits) 

Choice 3 (03 

visits) 

Choice 4 (04 or more 

visits) 

718.88 992.65 1412.14 1717.33 

5.3.3. Regression results of ITCM model 

Table 5 shows the results obtained by running the ‗semi-log regression model. The 

effects of the socio-demographic variables were as expected in line with other studies 

conducted by Rathnayake (2015) in Sri Lanka. The regression result shows that all 

estimated coefficients have the expected sign. The number of visits to DUWP rises as 

households becomes more affluent. In conformity with a priori theoretical expectations, 

the coefficient on the ‗hhinc‘ (household monthly income) variable is positive and 

significant, implying that ‗hhinc‘ is an important factor affecting the number of visits to 

DUWP. The findings confirm the impact of these variables on the number of visits made 

by visitors to natural areas as discussed in Layman et al. (1996), Loomis (2000), and 

Marawila and Thibbotuwawa (2010). The negative sign and significance of the total travel 

cost (TTC) variables suggest a downward sloping demand curve, which is consistent with 

previous demand studies by Creel and Loomis (1990), Shrestha et al. (2002) and 

Rathnayake (2016). According to the theory supporting TCM, greater the distance, higher 

the ‗TTC,‘ which results in a decrease in the number of visits to a park. As was the case in 

their studies, in the present study too, the visitation rate or number of visits decreases 

when the travel cost increases. The variable ‗TTC‘ is always negatively significant with 

the number of visits while variables such as household income (hhinc) and education are 

positively significant with the number of visits. It was evident that more visits were made 

by educated visitors to the Park because the coefficients of the higher level ‗education‘ 

variable (edu) were significant at less than 0.01% probability level. Similarly, the variable 

‗distance‘ too was positively correlated with the number of visits by respondents 

suggesting that respondents living close to DUWP were interested in visiting the park 

several times. The coefficients for ‗age‘ and ‗gender‘ on the other hand, were positive and 

not significant implying that participation in recreational activities did not correlate with 

‗age‘ and gender. The coefficients of the variable ‗already‘ were however not significant 

suggesting that irrespective of having ‗already visited the site‘, visitors would like to visit 

the DUWP again. On the other hand, the variable ‗member‘ (i.e., working in tourism- or 

environment-related field) was positively significant in the present study perhaps because 

such visitors may show greater proclivity towards visiting the park. It is noteworthy that 
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when coefficients of many variables are low, the significant levels are high. The small 

coefficients denote that the variance of a particular variable is low. In other words, when 

the minimum and maximum value of a particular variable is low, it results in a low effect 

on the output ‗number of visits. 

Table 5: Results from the semi-log regression model 

Variable Coefficient 

Total Travel Cost (TTC) -0.00195*** 

(0.0002) 

gen 0.0202 

(0.0339) 

age 0.02471 

(0.0586) 

edu 0.0998*** 

(0.2475) 

already 0.1187** 

(0.0614) 

hhinc 0.00004*** 

(0.0552) 

distance 0.2756*** 

(0.0720) 

member 0.2751*** 

(0.0332) 

constant 0.6275*** 

(0.1126) 

Standard errors in parentheses 

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

 (member: 1 = working in environment- or tourism-related field, 0= not working in 

environment- or tourism-related field) 

(distance: 1= respondent‘s residence is located less than 5 km away from DUWP, 

and 0= respondent‘s residence is located more than 5 km away from DUWP) 

already = visited the Park before (dummy variable: 1= if the visitor has visited the 

DUWP before, 0= if the visitor has not visited the DUWP before) 

5.3.4. Estimation of visitor satisfaction in terms of CS 

Table 5 shows that the estimated coefficient of the Total Travel Cost (TTC) is -

0.00195, which is significant (p< 5%). This indicates a significant but negative 

relationship between the number of visits to DUWP and related travel cost. This 

relationship conforms to the theory of demand. The visitor satisfaction (CS) per trip can 

be estimated as LKR 512.82 (1USD = LKR 170.00). The total recreational value is LKR 
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935.89 million per year and the present value of non-market benefits from preserving the 

park is LKR 9358.90 million (USD 55.05 million) per year at the 10% discount rate. 

5.4. Impact of imposing an entrance fee  

The study assessed the impact of imposing different entrance fees on the average 

number of visits (see Table 6). A range of entrance fees from LKR 20.00 to LKR 140.00 

was applied and, under each entrance fee, the average number of visits to DUWP, visitor 

satisfaction in terms of CS and revenue to be earned was estimated. The results indicate 

that with the increase in entrance fee, the CS and number of visits to DUWP decrease 

gradually. With the imposed entrance fee, the revenue gradually increases from LKR 0.00 

to LKR 120.00, after which the revenue gradually decreases with each increase in 

entrance fee (Figure 3). The highest revenue (LKR 211.70 million) is recorded at the 

entrance fee of LKR 120.00. At that entrance fee, the CS was LKR 84.19 per person per 

visit. However, this will be 83.58% loss compared to the present CS. According to Figure 

4, at the proposed entrance fee of LKR 80.00, the CS will be LKR 227.07 per person per 

visit with a 55.72% loss of CS. With an entrance fee of LKR 80, the government will be 

able to earn a revenue of LKR 144.85 million per year based on the number of annual 

visitors to the site which is approximately 1.81 million. The revenue loss compared to the 

highest revenue level (at LKR 120.00) stands at 31.58%. Therefore, this result suggests 

that any financing method adopted to improve and maintain the recreational area should 

be carefully designed in order to avoid possible negative distributional implications.  

Figure 3: Revenue under different entrance fees 
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Figure 4: CS (welfare benefits) under different imposed entrance fees 

 

The revenue that would accrue to the government from levying an entrance fee 

would in turn enable the government to increase its budget for the development of the 

environmental sector in Sri Lanka. However, the total social welfare of LKR 9358.90 

million which is more or less equal to the total budget allocation by the government for 

the environment sector in Sri Lanka, provides an indication of the revenue generation 

possibilities from the DUWP. It was evident from the sample that nearly 80 percent of the 

visitors come to the site by vehicle. Hence, imposing a vehicle parking fee may be more 

effective compared to an entrance fee given the location of multiple recreational sites 

across the wetlands. This is likely to provide the added benefit of reducing the congestion 

and pollution due to vehicles in the recreational area. 

Table 6: Welfare benefits (Consumer Surplus) and revenue at different proposed park 

entrance fees 

Fee 

LKR 

Estimated Mean 

No. of visits/person 

TTC 

LKR 

CS 

LKR 

Revenue 

LKR million 

0 3.31 143.57 512.82 0.00 

20 3.30 163.57 441.38 36.46 

40 3.29 183.57 369.94 72.82 

60 3.28 203.57 298.50 109.01 

80 3.29 223.57 227.07 144.85 

100 3.25 243.57 155.63 179.84 

120 3.19 263.57 84.19 211.70 

140 1.67 283.57 12.75 129.49 
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5.5. Loss of satisfaction due to acreage loss  

Taking into account the approximate land area (10 ha) for recreational use, we 

estimate the loss of welfare per hectare of land as LKR 935.89 million which is equal to 

LKR 2.34 million per perch of land. On the other hand, the existing land value in the area 

ranges from LKR 2 million to LKR 3 million per perch. However, in order to compare 

land value and per perch social welfare, we need to estimate the net present value of 

benefits provided by the wetland over a period of time. 

5.6. Present value of non-market benefits from preserving the site  

The calculations show that the present value of non-market benefits from preserving 

the park is LKR 9358.90 million (or USD 55.05 million) per year at the 10% discount 

rate. This is equal to LKR 234 million per perch, which is approximately 78 times greater 

than the existing land value of the area (at LKR. 2-3 million per perch). We measured the 

benefits in perpetuity assuming that the wetlands will be preserved in their natural state 

indefinitely. But it is worthy of note that the recreational benefit is just one of the 

numerous benefits provided by the wetlands and that we have not included the other use- 

or non-use values in the analysis. Including these benefits would undoubtedly increase the 

present value of the wetlands and strengthen the case for preservation over development. 

We were also not able to calculate the cost of open space, which is the value of services 

foregone by not allocating recreational land to other alternative land uses such as 

commercial and residential. Although the restrictions on development involve no out-of-

pocket public expenditure, it may entail a private cost, in particular to adjacent property 

owners. 

5.7. Limitations of the study 

Scholars have noted several limitations and hypothetical biases in TCM and CVM 

studies (Rathnayake, 2015). Multiple destination trips is one of the major limitations 

associated with TCM (Pearse, 1968). Since TCM is an indirect valuation method and is 

based on actual costs, it is difficult to differentiate the cost for a particular site in case of 

multiple destination trips. Therefore, as suggested by Bowker and Leeworthy (1998) 

when multiple destination visitors were encountered in the sample, a proportion of the trip 

cost and the opportunity cost was considered in calculating the TTC for DUWP. In other 

words, if visitors came to DUWP as one stop on a journey taking them to multiple 

destinations, only the actual costs incurred to visit the park were calculated. 

In the CV study, as discussed by Rathnayake (2015), Hausman (1993), Boyle et al. 

(1993), Foster and Mourato (2003), and Shavell (1993), the following limitations were 
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found. As pointed out by them, ‗CVM estimates do not exhibit great sensitivity to scope‘; 

‗the respondent is unable or finds it difficult to estimate or even understand values‘; 

‗individuals misrepresent their benefits in the study on the assumption that the contingent 

value results will influence public or private decisions in some manner‘; there is a ‗lack of 

interest on the individual‘s part in answering the questions‘; and there is ‗informational 

bias due to answers of respondents being influenced by the identity of the interviewer‘. 

Therefore, in order to overcome these limitations, a proper training was given to the 

enumerators in both the classroom and the field on how to interview and collect and 

record the accurate data and information from the visitors before they were sent to the 

field to conduct the survey. In addition, as discussed by the scholars the questionnaires 

were pretested and revised several times in order to obtain accurate data and information 

(Rathnayake, 2015). 

6. Conclusions 

From the estimates, it can be said that an individual receives an estimated 

satisfaction of LKR 512.82 (1USD = LKR 170.00) and LKR LKR 520.61 in terms of CS 

and WTP respectively. Accordingly, based on CS the wetland generates an estimated 

satisfaction of total LKR 9358.90 million (PVB) per year. These calculations represent the 

value of access to the site derived by measuring the recreational value that would be lost if 

the wetland park was to disappear or, equivalently in the case of recreation, if no 

recreational visitors were allowed to visit the park. However, the government would 

benefit from knowing the recreational value of the wetland park when making decisions 

regarding its future uses. This study measured the impact of a direct entrance fee. If an 

entrance fee is introduced (at LKR 80.00 which is the fee levied at parks in Sri Lanka, the 

Government of Sri Lanka would earn LKR 144.85 million annually. But the findings 

indicate that there would be a reduction in social welfare benefit with such a fee. 

However, considering the estimated revenues to be had from such an entrance fee, the 

government would do well to think of possible alternative fund-generating strategies. As 

the imposition of an entrance fee is not practical given the multiple recreational sites 

(without precise boundaries) throughout the wetland, imposing a reasonable parking fee 

would be more appropriate which has the added benefit of reduced congestion and 

pollution. It is a fact that the DUWP has been deteriorating in quality as a recreational site 

owing to ineffective management during recent years. Hence, it is timely that the 

Government gives serious thought both to revenue generation and to providing funds to 

maintain the wetland. Finally, the time has come to include the most sensitive areas of the 

DUWP in the national protected area network in Sri Lanka.  
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The difference between the satisfaction (in terms of CS) per visitor per visit and 

satisfaction per visit per visitor (in terms of WTP) is LKR 7.79. According to the 

economic theories, CS is defined as the difference between the total amount that 

consumers (here visitors) are willing and able to pay for a good or service and the total 

amount that they actually do pay. Therefore, the value of welfare benefit is almost similar 

to the value of satisfaction to visit DUWP. This finding confirmed that the amount of 

satisfaction generated at DUWP is the motivation factor for visiting DUWP. Further, 

based on the estimated mean value of satisfaction, an entrance fee to a wetland can be 

determined.  

The basic finding of the study is that visitors derive an annual satisfaction of LKR 

9358.90 million from the recreational benefits at the site. The total satisfaction generated 

from the wetland would be far higher than this estimate if the other use- and non-use 

values were incorporated into it. But the findings also indicate that there will be a 

reduction in satisfaction with such a higher fee. However, considering the estimated 

revenues to be earned from such an entrance fee, the government could think of possible 

alternative fund-generating strategies. 
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IN-MIGRATION ON BUSINESS PERFORMANCE 
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Abstract:  

National institutional settings are important to small business performance. However, 

national institutions take time to change. So, is there any way to boost firm performance in 

‗weak‘ institutional environments? This study aims to answer this question by examining the 

role of local institutions represented by the quality of local governance, instead of the very 

broad national constitutional configurations. Moreover, it is suggested that regional human 

capital, whether locally built-up (through local education) or externally imported (through in-

migrants) is able to strengthen the positive impacts of local governance on small business 

performance. A test on more than 1.3 million firm-year observations of Vietnamese small 

businesses confirms the moderating effects of education and in-migration on the relationship 

between local governance and firm performance. 

Keywords: Regional governance; Regional education; In-migration; Business 

Performance; Vietnam 

 

1. Introduction     

Institutions are an important determinant of entrepreneurship and business 

performance (Bruton et al., 2010). A large body of literature suggests that formal 

institutions that range from constitutional configurations (Carbonara et al., 2016) to 

property rights (Acemoglu & Johnson, 2005), and informal institutions, ranging from 

the norms of corruption (Gjalt et al., 2012) to the values of individualism/collectivism 

(Stephan et al., 2015) play an essential role in boosting entrepreneurial performance 

and growth. However, institutions are sticky and take time to change (Bolen & 

Williamson, 2019), especially the informal institutional forces such as norms of doing 

business, values, and beliefs (Williamson, 2000). A question therefore arises: how to 

facilitate entrepreneurial activities and firm performance when there is limited room to 

adjust institutional settings? 
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This study aims to answer this question by making two adjustments to the model 

conventionally used to investigate the importance of institutions on firm performance. 

First, we suggest a downgrade in the unit of analysis from the very broad general 

constitutional and legal configurations to local institutional environments. The 

institutional settings at the local level, represented in this study by the governance 

quality of local governments, may strongly influence the performance of local 

businesses.
111

 There are three reasons underpinning this expectation. The first is that, 

within a relatively homogenous formal institutional setting (a country), the ‗play‘ of 

the institutional game may vary across regions (Autio & Fu, 2015; Du & Mickiewicz, 

2016). This is particularly the case in developing countries where the legal 

infrastructure is weak and incomplete; the onus is on local authorities to interpret 

central legislation and implement the regulations and they can do so to enrich 

themselves rather than to benefit society at large (Nguyen, 2018). The second reason is 

that firms in developing countries are typically small businesses; due to their age and 

size liabilities, they are generally restricted to trading within their local markets, which 

are strongly shaped by the governance quality of local governments rather than by the 

very broad national legal institutions (Zhou, 2014). The third reason is that local 

governance arrangements are easier to improve than national general institutions. The 

higher the level of institution, the more time it takes to change (Williamson, 2000). 

Second, we suggest a set of factors that may be able to moderate the effects of 

local governance on firm performance. Given that institutions are human-made 

constraints on our behaviours and operate to reduce the uncertainties and transaction 

costs of doing business (North, 1990), regions with higher levels of human capital may 

be able to strengthen the effects of local governance on firm performance. Human 

capital, at the regional level, is either locally built-up through education (Armen & 

Quinton, 2012), or externally imported through migration (Powell et al., 2017). Thus, 

another question emerges: which is more important for strengthening the effects of 

local governance on firm performance: the quality of human capital (through 

improvements in local education systems) or the quantity/variety of human capital 

(through increasing the number of migrants)? 
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We answer these questions by examining a set of 1.3 million observations of 

Vietnamese private businesses from 2006 to 2016. We recognise that the relationship 

between entrepreneurship and local governance is simultaneous (endogenous) 

(Carbonara et al., 2016) and employ a set of instrumental variables to facilitate the IV-

GMM estimation. 

The regression results confirm that local governance quality is an important 

determinant of firm performance. Also, that both types of regional human capital, 

whether developed through education, or imported through in-migration, are 

statistically significant in enforcing the positive effects of local governance. As such, 

our study suggests that regions endowed with ‗weak‘ (e.g., less effective) governance 

arrangements may enhance the positive impacts of their local governance on firm 

performance by improving local education quality and welcoming migrants. 

This study makes some important contributions to the entrepreneurship literature 

and the literature on migration economics. First, it goes beyond the conventional study 

of (national) institutions Carbonara et al. (2016) to suggest that local governance 

arrangements also matter. We argue that local institutions (represented in this study by 

the governance quality of local governments) may strongly shape the surrounding 

norms and practices of doing business as well as entrepreneurial incentives, which 

consequently influence local firm performance. Second, this study is the first to 

analyse the links between local governance, in-migration, and education and assess 

their simultaneous impacts on firm performance. It sheds light on the long-lasting 

debate as to whether locally built-up human capital (through education) or externally 

imported human capital (through migration) is more crucial to local firm performance 

(Borjas, 2014). Third, this study provides a potential mechanism through which 

education and in-migration may moderate (enhance) the effects of institutions on firm 

performance. Understanding this mechanism is important because it helps improve the 

effectiveness of local governance by focusing on managing some controllable factors, 

such as local education quality and in-migration rates. 

2. Literature Review and Hypothesis Development 

In this section, we investigate the potential influence of local governance, in-

migration, and education on firm growth performance. Figure 1 illustrates the 

theoretical framework. In the following section, we examine each of these 

relationships in detail. 
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Figure 1: Theoretical Framework 

 

 

 

 

 

 

 

 

Note: This figure illustrates the expected relationship between local governance, 

in-migration, education, and firm growth performance. The solid arrows represent the 

direct effects between two constructs. The dash arrows represent the moderation 

effects of a construct on the relationship of two other constructs. Hypothesis H1 

proposes a positive relationship between local governance quality and firm growth 

performance. Hypothesis H2a and H2b propose a positive relationship between local 

education/in-migration and firm growth performance. Hypothesis H3a and H3b 

propose positive moderation effects of local education/in-migration on the relationship 

between local governance quality and firm growth performance. 

2.1. Local Governance and Firm Growth Performance     

Institutions are widely recognised as an important determinant of business 

activity and performance (Aidis, 2005). In general, institutions are sets of human-made 

rules. These may be explicit and formal, such as national constitutions and legal 

regulations (North, 1990) or implicit and informal, such as social norms and 

professional practices (Williamson, 2000). The purpose of setting up these ‗rules of the 

game‘ is to reduce transaction costs and facilitate shared values and beliefs within 

societies so as to maintain social structure and stability. From the economics 

viewpoint, institutions are a crucial factor in shaping entrepreneurial incentives 

(Bruton et al., 2010). For example, property rights are found to be highly associated 

with private firm investment decisions (Cull & Xu, 2005) because in an insecure/weak 

institutional environment, entrepreneurs are more opportunistic and lack the 

motivation to pursue sustainable growth (Acemoglu & Johnson, 2005). 
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The importance of the informal institutions is increasingly being appreciated. The 

role of values (such as individualism and socialism) and social norms (such as 

corruption and relationship-based transactions) have been found to significantly 

influence entrepreneurial perceptions and therefore firm performance (Aidis, 2005; 

Stephan et al., 2015). Unlike the formal institutional forces, informal institutions are 

not legally binding; however, their effects may even be stronger since entrepreneurs, in 

an endeavour to gain social acceptance of their activities, are keen to adopt and follow 

the pre-set rules as per social expectations (DiMaggio & Powell, 1991). 

It is evident that formal and informal institutions are extremely important but 

recent studies point out that a well-structured set of the ‗rules of the game‘ may be 

ineffective if the rules are not ‗played‘ properly at the local level (Du & Mickiewicz, 

2016). Hence, analysis that focuses on understanding how the rules are executed (at the 

local level) is at least as important as understanding what the rules are. This switch in 

analysis is highly related to the governance quality of local governments (Nguyen et al., 

2018). In weak and underdeveloped institutional environments, local authorities have 

substantial room to play the institutional games (to interpret the central laws) ‗off-road‘, 

i.e., to favour their private gains instead of social benefits (Nguyen et al., 2018). This 

leads to a situation in which a country with homogenous formal institutional settings 

may have inconsistent governance quality across regions (Aidis, 2005). 

We acknowledge that the governance quality of local governments is but one 

facet of institutional settings at the local level. However, Williamson (2000) proposes 

the concept of institutions of governance to account for the importance of resource 

allocation and market mechanism in local institutional settings. Given that local 

governance settings strongly affect how local resources are allocated and to what 

extent the market mechanism is allowed to function (La Porta et al., 1999), we believe 

that local governance plays the primary role in establishing the local institutional 

settings that strongly affect local business growth performance. Therefore, we have: 

Hypothesis H1: In a region, local institutional quality represented by the 

governance quality of local government is positively associated with local business 

revenue and profitability growth. 

2.2. Education and Firm Growth Performance  

One of the strongest drivers of business success is the quality of human capital 

that entrepreneurs have obtained through education (Kolstad & Wiig, 2015). Human 

capital theory suggests that people with higher levels of human capital obtained 
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through education are more productive. As such, from the governance perspective, it is 

crucial that local governments strive to improve the quality of local education, as 

doing so will boost local firm performance thereby generating higher tax revenues 

(Van Praag & Van Stel, 2013). It is noteworthy that education is a built-up regional 

sociological factor in the sense that the skills and knowledge disseminated to local 

citizens are tightly controlled by local governments and strongly influenced by local 

informal institutional settings (values and norms) (Dheer, 2017). This type of human 

capital is sharply contrasted to the imported type of human capital (embedded in 

migrants), which will be discussed in the next section. 

The importance of entrepreneurs‘ schooling on business performance has been 

widely investigated in the literature. Early models employ the pro-entrepreneurial 

human capital perspective to argue that education enhances individuals‘ 

entrepreneurial and managerial capabilities (Le, 1999; Lucas, 1978; Robinson & 

Sexton, 1994). These skills are positively associated with their confidence in being 

able to successfully start new ventures, resulting in a higher business ownership rate in 

an economy. Societies with a more highly educated population can gradually nurture 

an entrepreneurial culture, in which the values and norms of doing businesses are built 

up to favour firm growth performance.  

Another strand of literature argues that education not only increases 

entrepreneurial capital but also enhances the quality of human resources (Matlay & 

Piperopoulos, 2012; Van Der Sluis et al., 2008). As a result, better-educated people are 

more likely to find employment opportunities in positions that are more secure and 

offer higher compensation and better career development prospects to utilise their 

human capital (Dheer, 2017). From this viewpoint, higher education may raise the skill 

sets and commitment of employees to their jobs rather than boosting entrepreneurial 

activities. 

Through either (or both) mechanism(s), we expect that education will boost the 

quality of local employees and/or the quality of new ventures, leading to better 

business growth performance.
112

 

In addition to these conventional models of human capital, Millán et al. (2014) 

offer an alternative model to examine the influence of education. In their framework, 

                                           
112

 Van Praag et al. (2013) argue that education is positively associated with both entrepreneurial and 

professional human capital. However, entrepreneurs have higher returns to formal education than employees, 

due to fewer organisational constraints. Entrepreneurs enjoy a higher degree of personal control over how to use 

their human capital compared to employees, leading to a more effective utilisation. 
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the education level of employees may shape the supply function, in the sense that the 

capability of well-educated employees means they can uplift the supply curve. 

Meanwhile, the education level of consumers may shape the demand function in that 

education boosts consumer preferences for variety and innovative products. This offers 

entrepreneurs a chance to supply new, alternative, more differentiated, and innovative 

products to a higher educated market. 

In general, education enhances the human capital of entrepreneurs and employees, 

leading to more efficient operations and improvements in firm performance. At the same 

time, education raises local demands for new and innovative products, bringing more 

opportunities to small businesses. Consequently, we propose that: 

Hypothesis H2a: In a region, the size of local educated population is positively 

associated with local business revenue and profitability growth. 

2.3. In-migration and Firm Growth Performance    

While the human capital generated by education is locally built-up, the human 

capital associated with migrants is externally imported in the sense that local 

authorities are unable to control the types of skills and knowledge that in-migrants 

introduce to their new region (Jensen, 2014). While the importance of immigrants (i.e., 

those who make their home in another country) has been widely investigated, the role 

of in-migrants at the sub-national level is largely unexplored (Levie, 2007). Compared 

to immigration, the movements of in-migrants are far less restricted and are therefore 

more difficult for local authorities to control (Jensen, 2014). However, this type of 

within-country human resource movement may exert substantial influence on local 

business performance. 

The most cited mechanism explaining migration is the human capital model, in 

which migrants move because they perceive that the employment opportunities and 

economic income benefits of moving are greater to those offered by staying. There are 

two theories that follow on from this argument: the theory of skilled workers (Zelekha, 

2013) and the theory of disadvantaged workers (Light, 1979). The former relates to the 

inflow of skilled migrants that may increase the number of high-quality human 

resources. The imported knowledge and skills from these migrants may be quite 

different from those of the native worker. This diversity of know-how may facilitate 

innovation and boost productivity, leading to better performance for local firms 

(Peroni et al., 2016). 
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The theory of disadvantaged workers holds the view that migrants may be 

discriminated against in the local labour market because they are outsiders, or it 

may be that their unrecognised qualifications and experience or their lack of 

knowledge of the local market simply renders them uncompetitive. Migrants are 

therefore pushed into an entrepreneurship career because they have no other 

choices. To survive the competition in the new market, migrants are forced to find 

new ways of combining resources or using new resources (e.g., social networks 

linked to the regions of origin) to provide innovative and distinguished products 

(Lamine et al., 2015; Levie, 2007). 

In short, from the human resource perspective, whether such individuals are 

viewed as skilled migrants or as displaced entrepreneurs, they will contribute to the 

growth performance of local businesses. 

Besides the human resource theory, the institutional theory also offers a set of 

explanations for the migration–firm performance relationship. First, migrants, having 

come from elsewhere and being equipped with a set of distinct values, beliefs, norms, 

and practices, may be able to identify patterns in events that appear uncorrelated to 

life-long residents, and organise them into business opportunities/novel solutions 

(Levie, 2007). Second, by deciding to relocate to a new home, migrants may be less 

risk-averse than the life-long residents (Zelekha, 2013). Finally, the theory of 

migration enclaves suggests that a high migration rate benefits local firm performance 

due to high intra-migration-group solidarity with shared values, norms, and trust that 

facilitate economic activities (Peroni et al., 2016). 

Besides these direct effects, Jensen (2014) also offers an indirect mechanism of 

migration, in which there might be an opportunity to exploit the knowledge spill-overs 

from migrants to natives. The magnitude of this spill-over effect depends on the nature 

and the range of networks that migrants may have, as well as on the level of 

absorbability that the native is able and willing to exercise. 

In general, even though local authorities usually find it hard to control the 

types of human capital associated with in-migrants, the market mechanism 

(competition) will ensure that migrants contribute to local business either as 

innovative entrepreneurs with unique economic initiatives or as high-performing 

employees. Therefore, we have: 

Hypothesis H2b: In a region, the size of local in-migrated population is 

positively associated with local business revenue and profitability growth. 
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2.4. The Moderating Effects of Education and In-migration   

2.4.1. Education 

Education enlarges the citizens‘ capacity to acquire and process the information 

necessary to arrive at an accurate assessment of the functioning of political institutions. 

Armen and Quinton (2012) call this effect the accuracy-inducing function of education. 

The better educated are more interested in the operations of governments than the less 

educated; they are also more inclined to actively obtain political information (Soriano & 

Castrogiovanni, 2012). Also, well-educated people have a greater tendency to participate 

in political activities and are more eager to improve the weaknesses in their home 

political systems. Further, the educated are more likely to correctly identify and address 

the issues necessary to improving the governance quality of local governments (Iversen 

et al., 2016). For this reason, the educated are more responsive to a change in local 

governance quality and are more likely to be successful in transforming these 

institutional improvements into their business performance (if they are entrepreneurs) or 

their organisation performance (if they are employees). 

Besides the accuracy-inducing function, education also has a norm-inducing 

function. This function of education, according to Armen and Quinton (2012), is the 

change of values and beliefs held by the educated on the roles of governments. 

Educated individuals are more demanding regarding the quality of public services than 

are the less educated. They are also more likely to raise critical questions concerning 

the functions and effectiveness of local authorities in dealing with social and political 

affairs. By following a set of values and beliefs that are more politically-engaged than 

the less educated, well-educated people are more likely to be involved in local 

institutional settings and adjustments (Jetter & Parmeter, 2018). As a result, the 

educated are more capable of assimilating institutional improvements, which may turn 

into a competitive advantage and boost local business performance. 

Finally, education also has a monitoring function on local authorities (Eicher et 

al., 2009). Educated people are equipped with better tools (knowledge and skills) to 

monitor the operations of politicians and public servants. Indeed, when there is little 

education, corrupt behaviour is likely to go undetected (Tonoyan et al., 2010). From 

this perspective, an educated populace plays the role of watchdogs as well as being 

recipients of local governance quality. By closely monitoring the local governance 

systems, the educated may have a better chance (compared to their less-educated 

counterparts) of leveraging improvements in local governance quality. 
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In general, entrepreneurs doing business in regions that have a larger population 

of educated individuals may, thanks to the effects of the accuracy-inducing, norm-

inducing, and monitoring functions of education, achieve higher performance than 

those who are doing business in regions with a smaller population of educated 

individuals. As such, we have: 

Hypothesis H3a: The effect of local governance quality on local business revenue 

and profitability growth is stronger in regions having a larger population of educated 

individuals. 

2.4.2. In-migration   

Unfortunately, the literature examining the influence of migration on local 

institutions lacks a consistent theory because empirical findings appear to disprove 

theoretical arguments. Borjas (2014), in his recent book, states the institutional 

problem of immigration: 

‗[…] net gain to world GDP could be substantial if people could move freely 

across country as long as the institutional and economic infrastructure that gives the 

developed world its productive edge remains intact after the inflow of perhaps billions 

of new workers.‘ 

In his relatively depressing view of immigration, Borjas asserts that institutions 

developed to facilitate productivity and growth in industrialised countries may be 

harmed by immigrants. Even though Borjas does not precisely define which 

institutions – economic, political, legal, or informal – he thinks immigrants may harm, 

he posits that the negative effect of immigration may exist in the short and as well as 

the long terms. Borjas‘s fear of ‗bad‘ institutions being imported by immigrants, 

however, has received criticism from other scholars. Card and Peri (2016), for 

example, state that ‗in almost every chapter the book maintains a uniformly dismal 

view about immigration‘. By criticising the subjectiveness in Borjas‘s simulation 

settings and selective evidence presentations, they conclude that his view only 

‗presents half the story about the economics of immigration‘. 

Collier (2015) also shares a negative view of immigration. His key argument is that 

migrants do not only import human capital but also, and more importantly, the institutions 

and cultural characteristics that are responsible for their poverty. He postulates that the 

norms brought by migrants may be more opportunistic compared to the norms employed 

by the native. As such, migration may reduce the levels of general trust (trust in strangers) 

and pose a threat to the social model in the destination (Efendic et al., 2015). 
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However, empirical studies seem to paint another picture of migration. 

Immigrants are found to be positively associated with total factor productivity, long-

run per-capita income, labour efficiency, higher living standards, and the destination‘s 

economic growth (Clark et al., 2015; Clemens & Pritchett, 2016; Padilla & 

Cachanosky, 2018). In the context of in-migration in this study, the effects of in-

migrants on regional institutions may be weaker than the effects of immigrants on 

national institutions. However, we expect that in-migrants, no matter where they come 

from, contribute to rather than deteriorate the governance quality of local 

governments, for the following reasons. 

First, people who leave their original regions due to the bad quality of institutions 

are unlikely to want to recreate them in their new homes (Baudassé et al., 2018). 

Rather, migrants are keen to learn and adopt the new set of local institutions in an 

endeavour to legitimise their citizen status. Based on this argument, Cheong et al. 

(2007) posit that the view of the native that local social capital may be under the threat 

of destruction by immigration is, in principle, the fear of multiculturalism. In contrast 

to this conservative viewpoint, it has been evidently shown that migrants do not only 

stimulate entrepreneurship at their new home but also positively contribute to the local 

governance systems (Eicher et al., 2009). 

Second, displaced entrepreneurs (migrants with unrecognised qualifications and 

experience) may contribute to local governance quality by pushing authorities to be 

more inclusive. This leads to efficiencies in the sense that authorities become more 

creative and clever in implementing policies and in designing their own initiatives for 

the migration sector‘s development (Poprawe, 2015). Also, skilled migrants may boost 

governance quality in that they help monitor and criticise the weaknesses of the 

governance settings using their fresh eyes and knowledge. As such, migrants, whether 

they be displaced entrepreneurs or skilled workers, are shown to have an essential 

positive influence on local governance quality. 

Third, people living in regions with more historical migration are found to be more 

innovative, tolerant to ethnic diversity, less risk-averse, and care more about other social 

minority groups (Padilla & Cachanosky, 2018). These values contribute to the formation of 

an inclusive and proactive governance system. This favourable institutional environment is 

apparently an incubator for ambitious entrepreneurs (Sequeira et al., 2017).
113
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 For the sake of completeness, it is noteworthy that migrants not only contribute to the institutional 

improvements of their new home, but also have a positive impact on the institutional quality of their origin. See 

Hirschman (2007) ‗exit and voice‘ model. 
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In general, regions that have a larger population of migrants may nurture 

ambitious entrepreneurs and high-skilled employees, who are able to contribute 

significantly to local governance quality, which positively influence local business 

performance. Therefore, we have: 

Hypothesis H3b: The effect of local governance quality on local business revenue 

and profitability growth is stronger in regions having a higher rate of in-migration. 

3. Data and Methodology   

3.1. Data   

The empirical context of this study is Vietnam. The country has a wide range of 

local governance quality and a large number of labour movements across regions 

(Nguyen et al., 2018; Nguyen et al., 2015) that fit well into the theoretical settings of 

this study. To test the proposed hypotheses, we employ the Annual Enterprise Survey 

dataset provided by the Vietnam General Statistics Office (GSO). The survey was first 

conducted in 2000, and the dataset has been updated annually. By regulation, all 

businesses having more than 10 employees are required to participate in the survey. 

For businesses with fewer than 10 employees, a sample is randomly selected to 

participate in the survey. The dataset provides comprehensive information about firm 

financial characteristics, employment, investment, and performance. The scope of the 

survey comprises both manufacturing and service industries and includes all types of 

ownership. The panel data obtained from GSO is 17 years, from 2000 to 2016. 

However, the period of analysis in this study is scaled down to 11 years, from 

2006 to 2016 to match with the second dataset: Provincial Competitiveness Index 

(CPI), a joint product of the Vietnam Chamber of Commerce (VCCI) and the US 

Agency for International Development (USAID). This dataset is a panel of provincial 

governance quality. The quality is scored from 0 to 100, the higher the score, the better 

the governance quality. The PCI index is calculated based on a survey of more than 

17,000 domestic firms and 1,700 foreign firms across provinces in Vietnam. The pilot 

study was conducted in 2005 on one-third of the total provinces of Vietnam. In 2006, 

the PCI index became available for all provinces and has been updated annually. 

We combine the firm-level GSO dataset with the provincial level PCI dataset to 

create a multi-level panel of 11 years. While the PCI panel is strongly balanced, the 

GSO dataset is unbalanced and requires cleaning before using. Specifically, we drop 
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all observations that have meaningless accounting reports. We control the outliers by 

censoring the top and bottom 1% of observations in each variable.  

Our population of interest in this study is private businesses of every size: micro-

firms, small and medium-sized enterprises (SMEs), and large corporations. It is 

noteworthy that Vietnam is an entrepreneurial economy. The number of private micro-

firms and SMEs accounts for 97.7% of the total private business population, with an 

average firm age of 6 years and an average number of employees of 20. These 

statistics reveal that Vietnamese private firms are very small and young; as such, they 

may be highly sensitive to their surrounding institutional environments.
114

 In this 

study, we exclude state-owned firms because their operation may not follow market 

principles (Zhou, 2017). Nor do we count foreign-owned firms since they enjoy 

special treatment from central government, which may distort their sensitivity to local 

governance quality (Nguyen & Dijk, 2012). The final sample in our study thus 

includes 1,366,533 observations of domestic private businesses.
115

 

3.2. Variables and Summary Statistics   

The dependent variable of interest is firm performance. For the sake of robustness, 

we measure firm performance using two variables: revenue growth and profit growth. 

Revenue is a proxy for firm market-based performance relative to its peers in the same 

industry. Firms with higher market shares enjoy several competitive advantages, such as 

better brand recognition, higher brand values, more business opportunities, and stronger 

market powers (Diewert & Nakamura, 2007). Profitability, on the other hand, is a 

productivity-based performance measure. It represents the relationship between inputs 

(operation cost) and outputs (revenue). Firms with higher profits ceteris paribus have a 

more efficient cost function, which could result from better production technology or 

stronger managerial capital (Diewert & Nakamura, 2007). 

We expect that both types of performance are a function of local governance 

quality. We use profit and revenue growth rather than simple levels of performance to 

                                           
114

 One may argue that large firms are not bounded to any particular local market but rather operate nationwide 

(Nguyen et al., 2018). As such, they are less sensitive to local governance arrangements. We take into account 

this argument by also analysing the large firms excluded from the dataset. The findings remain robust to the 

proposed hypotheses and the results are available upon request. 
115

 According to the Vietnam Enterprise Law, there are four types of firm size. Micro-enterprises are firms 

operating with fewer than 10 employees. Small enterprises are firms with 10 to 200 employees and total 

registered capital of less than 20 billion VND (approximately 1 million USD). Medium enterprises are firms that 

have 200-300 employees and total registered capital of less than 100 billion VND (approximately 5 million 

USD). And large enterprises are firms operating with more than 300 employees and 100 billion VND registered 

capital. Capital is the first criterion in categorisation. 
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enhance the robustness of our measures. Growth variables reduce the impacts of firm 

initial characteristics and year-specific socioeconomic fluctuations on firm 

performance (Nguyen et al., 2018). As such, Revenue growth is the percentage change 

of revenue of a firm between two consecutive years. Similarly, Profit growth is the 

percentage change of profitability of a firm between two consecutive years. 

To measure the governance quality of local governments, we use the PCI index. 

This index is a combination of nine sub-indices, each evaluating a dimension of local 

government such as controls for corruption, levels of transparency in public services, 

and the leadership proactivity of local authorities. Details of the nine sub-indices are 

presented in Appendix 1. The PCI score ranges from 0 to 100; the higher the score, the 

better the quality of local government. In the study period, the average PCI score is 60. 

However, a province may get as low as 36, while another may achieve as high as 77. 

These statistics show that there is substantial heterogeneity in the quality of 

governance of local governments across provinces in Vietnam. 

We measure the levels of locally built-up human capital using the High-graduates 

variable, which is the ratio of high-school graduates over the total local population. The 

higher the ratio, the higher the presence of educated people in a local population. To 

capture the imported human capital, we use the In-migrants variable, which is the net 

percentage of in-migrants over the local population (less the number of emigrants). 

Following the extant literature, we include a set of covariates that may influence 

firm performance. At the firm-level, we control for firm size, firm age, and industry. 

These variables represent firm-specific and industry-specific characteristics that 

significantly determine firm growth (Valliere & Peterson, 2009; Zhou, 2017). At the 

entrepreneur-level, we control for owner age, gender, and education. These individual-

specific factors play an essential role in determining firm performance because they 

indicate the knowledge and experience associated with the entrepreneurs, which may 

markedly influence their ability to recognise and evaluate business opportunities (Tran & 

Santarelli, 2014). At the provincial level, we include the following variables: population 

density and consumption value per capita, which control for local market demands 

(Nguyen et al., 2018); the ratio of working population to total population to control for 

local labour supply; and the foreign direct investment (FDI) per capita value to control for 

local market development as well as the competition among provinces in attracting capital 

and investments. We also control for time-invariant provincial characteristics using a set 

of dummy variables. The definition and summary statistics of these variables are 

presented in Table 1. The pairwise correlation matrix is presented in Appendix 2. 
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Table 1: Variable Definition and Summary Statistics 

Variable Definition Mean SD Min Max 

Revenue growth The percentage change of revenue of a firm between two 

consecutive years, using 2010 price level 

0.04 1.35 -4.68 4.74 

Profit growth The percentage change of profitability of a firm between two 

consecutive years, using 2010 price level 

0.09 1.59 -4.48 4.62 

Local governance quality The PCI score, ranging from 0 to 100, the higher the score, the 

better the governance quality of local governments 

60.02 4.78 36.39 77.20 

High-graduates The ratio of the number of high school graduates over the 

provincial population 

94.63 9.13 38.57 99.98 

In-migrants The ratio of the number of in-migrants over the provincial 

population 

0.005 0.10 -0.03 0.08 

Firm age Years of operation since the establishment 5.72 4.57 1 68 

Firm size Natural log of the number of employees in a firm (reported 

here the number of employees) 

19.31 130 1 85,260 

Owner age Age of the owner of a business 42.95 9.92 25 69 

Owner gender A dummy variable, taking value 1 for male and value 0 for 

female 

0.71 0.45 0 1 

Owner education A category variable, taking value 1 for doctoral level, 2 for 

masters, 3 bachelors, 4 college degrees, 5 professional 

vocational degrees, 6 senior technical degrees, 7 junior 

technical degrees, and 8 no degree 

5.51 1.70 1 8 

Population density The ratio of population over area by province per year, in 

persons per km
2
 

2,021 1,376 40 4,025 

Consumption power The value of average consumption of a province in a year 

depreciated to 2010 value, in million VND per-capita 

54.89 72.45 0.41 89.12 

Workforce The ratio of the number of working population to total 

population 

0.63 0.33 0.29 0.84 

FDI per-capita The ratio of the foreign direct investment value to the total 

population, in million VND per-capita 

3.85 3.66 0.00 27.92 

Note: The number of observations is 1,366,533 firm-year in Vietnam in the period 2006-2016. The sample includes domestic 

private businesses. The governance quality variable is obtained from the Provincial Competitiveness Index (PCI) dataset. The 

firm-level variables are obtained from the Annual Enterprise Survey dataset of Vietnam General Statistics Office (GSO). The 

provincial-level variables are obtained from the Annual Statistics Books of Vietnam. 
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3.3. Specifications and Estimation 

Based on the conventional firm performance models (Du & Mickiewicz, 2016; 

Nguyen et al., 2018), we propose the following expanded reduced-form equation. This 

is our baseline specification: 

                                     

      (               )    (                 )

   (                   )    (                          )

   (                )    (            )

   [(                )  (                          )]  

   [(            )  (                          )]        
            

where   denotes an individual firm,   is the province, and   a year. Therefore, 

                                      is the revenue or profit growth rate that 

firm   in province   achieves in year  . The term (                ) is comprised of 

the variables firm age, labour size, and the squared term of firm age to control for the 

potential non-linear effects of firm age on firm growth;
116

 the term 

(                 ) includes owner age, owner gender, and owner education 

variables; (                   ) constitutes the variables consumption value per-

capita, local population density, the workforce, and FDI per-capita. The term 

(                           ) is the PCI score. (                ) is the ratio 

of high school graduate over total population. The term (            ) is the ratio of 

the number of in-migrants over the population. As such, the interaction terms (     

           )  (                          ) and (            )  

(                          ) indicate the moderation effects of education and 

migration on the relationship between local governance quality and firm growth. 

In addition, the equation includes an industry-specific component   , a time-specific 

component   , and time-invariant provincial characteristics   , which are controlled by 

corresponding dummies. The term    represents all time-invariant, firm-specific factors 

that may influence firm performance. Finally,     is the idiosyncratic error. 

It is noteworthy that while local governance affects small business performance, 

the effect may also be reversed: entrepreneurship development may influence the 
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 The regression results without the squared term of firm age remain robust and support the proposed 

hypotheses. 
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quality of local governance. Specifically, regions that enjoy an effective system of 

governance may have a higher level of entrepreneurial performance, and vice versa 

(Wennberg et al., 2013). More importantly, when a region is characterised by high-

level entrepreneurial capital, it is more likely to develop institutions that favour 

entrepreneurship. Because governance quality is determined endogenously, perhaps 

influenced by the level of entrepreneurship (Carbonara et al., 2016), our model may 

encounter potential endogeneity issues. 

To address this endogeneity problem, we propose the use of the IV-GMM 

technique. The key issue with identifying potential instruments was finding external 

variables that are correlated with the endogenous local governance variable, but are 

uncorrelated with firm performance. Following Nguyen et al. (2018) we suggest the 

following set of variables that meet these requirements. 

The first instrumental variable is the length of period a provincial leader holds 

office. In Vietnam, provincial leaders are appointed by central government. As such, 

this variable is unlikely to be correlated with local business performance. At the same 

time, it is expected that the governance quality of a province in a particular period is 

significantly contingent on the leader‘s characteristics and period in office. Malesky et 

al. (2015) suggest that governance styles strongly influence the norms and practices of 

doing business. A ‗good‘ authority with responsible leadership may facilitate pro-

entrepreneurship policies and encourage productive entrepreneurial behaviours. A 

‗bad‘ authority with opportunistic leadership may give rise to rent-seeking behaviours 

and reduce the level of institutional trust (trust in government) (Hakhverdian & 

Mayne, 2012). Given that leaders‘ characteristics may strongly influence local 

governance arrangements, we use the tenure period (period in office) in this study as a 

proxy for the governance styles of the leaders. Period in office is measured by the 

number of months (average for a given year) that the top provincial leader is in his/her 

position. It is noteworthy that although the leader appointed by central government has 

a five year period of tenure, local people (including local businesses) have the option 

to appeal against ‗bad‘ leaders, leading to a change in leadership before the end of the 

fifth year. As such, it could be seen that a long period in office is correlated with 

‗strong‘ (i.e., effective) local governance. Therefore, we expect a positive relationship 

between a leader‘s tenure period and the local governance quality. 

The second instrumental variable is changes in leadership. To measure the 

changes of leader, we employ leader switch events. Because power is highly 

concentrated at the leader‘s disposal, and each leader may have idiosyncratic 
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knowledge of local administration and a different management style, the switching of 

leaders in a province may initially wield significant influence on the quality of 

governance. Nguyen et al. (2018) suggest that leader switch events may create a shock 

to the local business community in the sense that local policies and local governance 

arrangements may be altered, or even replaced by a set of completely new policies and 

arrangements, some of which may be contradictory to the previous ones. These 

changes may lead to institutional conflicts in which agents (e.g., local businesses) fail 

to comply with both sets of values at the same time (Ahlstrom & Bruton, 2010). To 

adapt to the new governance system, firms need to adjust their management, 

behaviour, and expectation. These adjustments are institutional costs (James & 

McGuire, 2016). The net benefits obtained from a leader switch event is likely to be 

positive if the adjustment costs are lower than the benefits. In saying this, it is 

noteworthy that changes in leadership may impose either positive or negative effects 

on local governance quality, depending on the new leaders‘ capacity and style. As 

such we hold a neutral expectation on the relationship between leader switch events 

and local governance quality. The Leader switch variable is a dummy that takes the 

value of 1 if there is a change of provincial leader in a year, and 0 otherwise. 

Finally, this study also uses variables that capture the specific time points in tenure 

years that can make governance quality more likely to fluctuate. The Third-year dummy 

takes the value of 1 if a leader is in the third year of his tenure, and 0 otherwise. According 

to the data, in practice leaders are most likely to be changed every three years. Therefore, 

it is expected that in the third year of tenure, anticipating demotion, leaders may have 

more incentive to be corrupt and to become less proactive since they will not need to take 

responsibility for the consequences of their decision-making once they have left their 

positions. This adverse effect of the tenure appointment structure is briefly discussed in 

Tran (2018) using a similar instrumental approach. The fifth year may have a similar 

effect – it is the last year in the five-year official tenure period of appointment by central 

government. It is expected that the negative effect of the fifth year is even stronger than 

the effect of the third year because leaders know that it is more likely that they will be re-

assigned to new positions than if they had remained in post for only three years. This five-

year tenure system, as such, may give rise to rent-seeking incentives approaching the end 

of the period. The Fifth-year dummy takes value 1 if a leader is in the fifth year of his 

tenure, and 0 otherwise. 

An over-identification test is employed to investigate whether the external 

variables are truly exogenous. The Hansen (J) tests confirm the validity of the 
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suggested IVs. Also, the VIF tests suggest there is no significant multicollinearity in 

our specifications. 

4. Results   

4.1. Empirical Results    

The regression results are reported in Table 2. Columns 1 to 3 are for revenue growth, 

and columns 4-6 are for profit growth. The specification tests indicate no serious issues with 

the model settings. The Sanderson-Windmeijer (SW) first-stage F statistics and the Hansen 

(J) statistics show that the instrumental variables are valid and reliable. 

Table 2: Regression Results 

 

(1) (2) (3) (4) (5) (6) 

 

Revenue 

growth 

Revenue 

growth 

Revenue 

growth 

Profit 

growth 

Profit 

growth 

Profit 

growth 

Local governance 

quality 4.146*** 3.081** 0.878** 4.624** 3.782* 1.385** 

 

(1.016) (1.386) (0.383) (2.126) (2.067) (0.657) 

In-migrants 1.627** 0.579*** 0.402* 1.529** 3.155*** 1.163*** 

 

(0.687) (0.205) (0.224) (0.748) (0.696) (0.368) 

High-graduates 0.481** 1.042*** 2.940*** 1.142 1.151** 2.590* 

 

(0.239) (0.256) (0.812) (0.790) (0.533) (1.516) 

In-migrants × 

Governance 

  

0.067*** 

  

0.117*** 

   

(0.016) 

  

(0.037) 

High-graduates × 

Governance 

 

0.136*** 

  

0.003 

 

  

(0.026) 

  

(0.004) 

 Firm age -3.493*** -0.858*** 0.221 0.274 0.460* 0.210 

 

(0.205) (0.098) (0.267) (0.232) (0.255) (0.248) 

Firm age squared 0.075*** 0.019*** -0.005 -0.002 -0.005 -0.003 

 

(0.005) (0.002) (0.006) (0.004) (0.005) (0.005) 

Firm size -2.950*** -3.847*** -0.170 0.005 0.098 1.268** 

 

(0.478) (1.126) (1.799) (0.803) (0.882) (0.576) 

Owner age -0.113** -0.144*** -0.112*** -0.150*** -0.143** -0.158*** 

 

(0.048) (0.025) (0.026) (0.042) (0.071) (0.041) 

Owner gender -0.858** -1.336** -1.915*** -1.755 -1.662 -3.509*** 

 

(0.352) (0.524) (0.632) (1.400) (1.594) (1.118) 

Population density -0.023** -0.003 -0.012*** 0.004 0.006 0.002 

 

(0.009) (0.004) (0.003) (0.005) (0.008) (0.005) 

Consumption power -1.127 -0.213 0.389 -0.730 -1.028 -0.548 

 

(0.686) (0.532) (0.388) (0.705) (1.139) (0.563) 

Workforce 244.974*** 113.193** 113.883** 90.574 131.521 81.541 

 

(90.583) (47.763) (55.321) (80.183) (114.012) (66.075) 

FDI per-capita 1.719 0.707 0.773 -1.223 -0.912 -0.396 

 

(1.356) (0.452) (0.717) (1.030) (1.021) (0.520) 

Observations 1,366,533  1,366,533  1,366,533  1,366,533  1,366,533  1,366,533  

VIF 2.34 3.67 3.48 2.54 4.23 3.95 

Hansen (J) p_value 0.16 0.57 0.09 0.78 0.75 0.11 

SW first-stage F-test 

p_value 0.00 0.00 0.00 0.00 0.00 0.00 

R-squared 0.11 0.07 0.10 0.15 0.20 0.12 
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Note: The independent variable in columns (1) to (3) is revenue growth; the 

independent variable in columns (4) to (6) is profit growth. All estimations include full 

sets of two-digit industry dummies, 11-year dummies, 63 provincial dummies, and 8 

dummies for owner education. Standard errors are clustered to the provincial level, and 

test statistics are asymptotically robust to heteroskedasticity. The estimator is two-step 

IV-GMM. The endogenous variable is local governance quality. The instrumental 

variables employed are Period in office, the number of months (average for a given 

year) that the top provincial leader is in his/her position; Leader switch, a dummy that 

takes value 1 if there is a change of provincial leader in a year, and 0 otherwise; Third-

year, a dummy that takes value 1 if a leader is in the third year of tenure, and 0 

otherwise; Fifth-year, a dummy that takes value 1 if a leader is in the fifth year of 

tenure, and 0 otherwise. The variable firm size is lagged one period. Hansen (J) is 

over-identification test, under the null that the overidentifying restrictions are valid, 

the statistic is asymptotically distributed as a chi-square variable. VIF is a test of 

multicollinearity. Sanderson-Windmeijer (SW) first-stage chi-squared and F statistics 

are tests of under-identification and weak identification, respectively, of individual 

endogenous regressors, under the null that the particular endogenous regressors in 

question are unidentified. * indicates significant at 10%, ** indicates significant at 5%, 

and *** indicates significant at 1%.  

The coefficients associated with local governance quality are positive and 

statistically significant in all specifications, indicating that the surrounding local 

governance arrangements are an important determinant of private businesses‘ growth 

performance. As such, hypothesis H1 is fully supported. In column (1), the result 

indicates that when local governance quality (the PCI score) increases by 1 point, firm 

revenue growth will improve by 4%, holding all else constant. 

The coefficients associated with the education variable (high school graduates) 

and the ratio of in-migrants in local population variable are positive and statistically 

significant in most specifications (with an exception in column 4). This finding 

indicates that regional human capital, whether locally developed or externally 

imported, is an essential determinant of private businesses‘ growth performance. 

Therefore, hypotheses H2a and H2b are supported to some extent. This finding is 

consistent with the argument of Van Praag et al. (2013), in which the variety of skills 

and knowledge are asserted to be as crucial to productivity as the quality of 

knowledge. Indeed, in some cases, a variety of skills among employees is even more 

important than high-quality but homogenous skills. However, in the context of this 
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study, we have not yet been able to identify which effect is stronger since the 

economic size of the in-migration effect is not consistently larger than the economic 

size of the local education effect. 

Regarding the interaction terms between local governance and education/in-

migration, the regression coefficients are positive and statistically significant in most 

specifications (with an exception in column 5). This finding provides some initial 

evidence showing that the effect of local governance on firm growth performance may 

be moderated by regional human capital. Specifically, firms operating in regions with 

a higher level of educated population, or a higher ratio of in-migrants, are more 

responsive to the positive effects of local governance. In other words, the effects of 

local governance on private business (especially on their revenue growth) are stronger 

in regions with a more educated or migrated population. This finding partially 

confirms the validity of hypotheses H3a and H3b. It is noteworthy that the result in 

column (5) has not been able to confirm the moderating effect of in-migration on the 

relationship between local governance and profit growth. 

To analyse the moderation effects in more detail, Figure 2 presents the predictive 

margins of firm revenue growth using different values of education and in-migration. 

The predictive margins of profit growth are similar and available upon request. The 

figure shows that the marginal effects of in-migration are slightly stronger than the 

marginal effects of education. Moreover, provinces with one standard deviation above 

the mean of regional human capital, whether this be due to a better education quality 

or a higher in-migration rate, appear to have stronger positive governance effects on 

local firm revenue growth. 

Figure 2: Predictive Margins 
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Note: This figure illustrates the predictive margins of revenue growth by different 

numbers of in-migrants (the left figure) and high-graduates (the right figure). The solid lines 

indicate the predictive margins of revenue growth given in-migrants and high-graduates are 

one standard deviation (SD) below their means. Meanwhile, the dash lines indicate the 

predictive margins of revenue growth given in-migrants and high-graduates are one standard 

deviation (SD) above their means. 

In terms of the control variables, their effects seem to be more statistically 

significant in the revenue growth specifications than in the profit growth 

specifications. In general, firm age has a non-linear effect on revenue growth such that 

as firms age their revenue growth rate reduces; however, once a particular threshold of 

firm age has been reached, their revenue growth will reverse and increase. Higher 

owner age has a consistently negative effect on firm revenue and profit growth. 

Meanwhile, female-run businesses appear to earn more revenues and profits than their 

male-run counterparts. Finally, at the provincial level, population density hurts 

revenue growth, but having a higher proportion of the population in the workforce has 

a positive impact. 

4.2. Robustness Tests   

4.2.1. Sub-components of Local Governance   

This section explores the effects of PCI sub-indices. The nine dimensions of local 

governance are measured as follows: 

Entry costs, which is a measure of the length of business registration in days, the 

number of licenses and permits necessary to start operations, and the percentage of 

firms that need additional licenses/permits; Land access, which is a measure 

combining two dimensions of the land problems confronting entrepreneurs: how easy 

it is to access land and the security of tenure once land is acquired; Time costs, which 

is a measure of how much time firms waste on bureaucratic compliance, as well as 

how often and for how long firms must shut down their operations for inspections by 

local regulatory agencies; Business support, a measure of provincial regulations and 

services for private sector trade promotion, provision of regulatory information to 

firms, business partner matchmaking, provision of industrial zones or industrial 

clusters, and technological services for firms; and Labour and training, which is a 

measure of the regulations promulgated by provincial authorities to promote 

vocational training and skills development for local industries and to assist in the 

placement of local labour. 

In addition, there are also indices capturing the quality of governance such as: 

Transparency, which is a measure of whether firms have access to the proper planning 
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and legal documents necessary to run their businesses, whether those documents are 

equitably available, and whether new policies and laws are communicated to firms and 

predictably implemented; Corruption controls (informal charges), which is a measure 

of how much firms pay in informal charges, how much of an obstacle those extra fees 

pose for their business operations, and whether payment of those extra fees garners the 

expected results or ‗services‘; Leadership proactivity, a measure of the creativity and 

cleverness of provinces in implementing central policy, designing their own initiatives 

for private sector development, and working within sometimes unclear national 

regulatory frameworks to assist and interpret them in favour of local private firms; and 

Legal institutions, a measure of the private sector's confidence in provincial legal 

institutions; whether firms regard provincial legal institutions as an effective vehicle 

for dispute resolution, or if they constitute a viable avenue for appealing against 

corrupt official behaviour. 

The regression results are reported in Appendix 3a and Appendix 3b. In general, 

entry costs, land access, transparency, labour and training, and legal institutions have 

positive effects on firm revenue and profit growth performance. 

Meanwhile, improvements in corruption controls and leadership proactivity seem 

to exert negative effects on firm growth performance. This finding may initially appear 

counter-intuitive. However, when zooming into the behaviour of corrupt officials via 

the lens of institutional theory, we notice that officials, especially those who benefit 

from the institutionalised norms of corruption, are strongly against change and tend to 

revert to the ‗old rules‘. Fritsch and Wyrwich (2014) suggest that local informal 

institutions are rather sticky, persistent, and deeply embedded in the way local 

business operates, even when the formal institutional frameworks completely change. 

As such, when the national leaders are proactive and introduce corruption controls as 

the new ‗rules of the game‘, lower-level government officials may pay lip service to 

the new game without actually improving their services (De Jong et al., 2012). In 

many cases, the quality of services may even become worse, thereby adversely 

affecting the local business community (Nguyen, 2019). 

We also notice that business support has no statistically significant influence on 

firm performance. The reason could be that the support activities provided by local 

government may not meet the actual needs of local businesses. Finally, time costs are 

positively associated with revenue growth while being negatively associated with 

profit growth. This finding reveals that some governance dimensions may exert non-

monotone effects on firm performance.  
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4.2.2. Small versus Large Businesses   

This section explores the contingent effects of local governance on small versus 

large firms. It is expected that small businesses, due to their age and size liabilities, 

operate mostly within their local markets; as such, they are more sensitive to local 

governance arrangements. Meanwhile, large firms are not bounded to any particular 

local market but rather operate nationwide. Therefore, they may leverage out and 

become less sensitive to local governance arrangements. 

To test this possibility, we create three mutually exclusive dummies: micro-

firms, SMEs, and large firms. These are defined in accordance with Vietnam 

Enterprise Law (see footnote 5 for details of the criteria). We then examine the 

interaction terms of these dummies with the governance variable to explore the 

potential contingent effects. 

The regression results are presented in Appendix 4, column (1) to (4). The group 

of micro-firms is set as the benchmark. The economic size of the coefficients 

associated with SMEs and large firms are positive and statistically significant, 

indicating that SMEs and large firms, on average, earn more revenues and profits than 

micro-firms. Also, the interaction terms between local governance and the two firm 

size dummies are negative. This is an indication that larger firms are less sensitive to 

local governance compared to smaller firms. 

4.2.3. Triple Moderation   

This section explores the triple interaction effects among education, in-migration, 

and local governance. To do this, we add two interaction terms: (     

           )  (            ) and (                )  (            )  

(                          ) into equation (1). 

The regression results are presented in columns (5) and (6) of Appendix 4. The 

coefficient associated with the interaction term of education and in-migration is 

positive and statistically significant in the revenue specification. This finding indicates 

that the two types of regional human capital are mutually enhancing. Also, the triple 

interaction term shows a positive effect on firm revenue growth. This finding could be 

interpreted as the joint effect of regional human capital (either locally built-up or 

externally imported) on the relationship between local governance and firm 

performance. This finding thus adds to the main findings in the sense that it evidently 

shows that the two types of regional human capital are not mutually exclusive but 
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rather complement each other. It is noteworthy, however, that the triple interaction 

effect has no statistical meaning in the profit specification. 

4.2.4. Omitted-variable bias adjustment   

We acknowledge that the regression results presented in previous sections may 

suffer from omitted-variable biases. Therefore in this section, we employ the method 

proposed by (Oster, 2019), derived from the work of Altonji et al. (2005) to calculate a 

set of consistent estimates of the bias-adjusted treatment effects. This method is based 

on two assumptions: (1) a value for the relative degree of selection on observed and 

unobserved variables δ (which is normally assumed to be equal selection, i.e., δ=1); 

and a value for Rmax – R-squared obtained from a hypothetical regression of the 

outcome on treatment and both observed and unobserved controls.
117

 Using these two 

inputs, an approximation of the bias-adjusted treatment effect could be estimated by 

examining the ratio of the movement in regression coefficients in relation to the ratio 

of the movement in R-squared. 

The three regional effects: local governance quality, in-migration, and education 

will be explored. Appendix 5 presents the estimation results. Column (1) shows the 

regression coefficients without controls (baseline effect); column (2) shows the 

regression coefficients with observable controls (controlled effect). Column (3) 

presents the bias-adjusted treatment effect with assumptions that δ=1, and       ̃  

  ̃   ̇ , in which  ̃ is R-squared obtained from the controlled specification and  ̇ is 

the R-squared obtained from the baseline specification (Bellows & Miguel, 2009). 

Column (4) presents the bias-adjusted treatment effect with assumptions δ=1, 

and          ̃.
118

 Column (5) presents the value of δ for which the treatment effect 

becomes zero under the assumption that          ̃. To facilitate the calculation of 

the non-biased treatment effects, we estimate the coefficients in column (1) and (2) 

using fixed effects. 

The results show that the coefficients estimated using the fixed effects (column 

2) are all positive. However, the bias-adjusted treatment effect of in-migration in the 

revenue specification is negative under two different assumptions of Rmax. Also, the 

values of δ for which in-migration and education have no effects on revenue growth 

                                           
117

 If the outcome can be fully explained by the treatment and full control sets, then Rmax =1. However, in many 

empirical settings, due to measurement errors for example, the outcome cannot be fully explained even if the full 

control set is included. 
118

 The factor 1.3 is suggested by (Oster, 2019). This value is obtained from an analysis of a randomised dataset 

of 65 articles. This value was selected because it allows 90% of the results published in previous studies (lab or 

field experiments) to survive the omitted-variable tests. 
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are smaller than 1. This is a signal that the distribution of the bias-adjusted treatment 

effect of the two variables includes value zero. As such, we exercise substantial 

prudence when interpreting the causal effects of in-migration and education on 

revenue growth. 

4.2.5. Additional controls    

Given that our findings may suffer from unobservable biases and that time-

invariant controls (e.g., the provincial dummies) may not completely address the 

issues, we propose in this section a method to control for time-variant provincial 

characteristics. Carpenter and Petersen (2002) and Guariglia (2008) set up the 

interaction terms between industry dummies and year dummies to control for 

unobservable time-variant factors at the industry level (e.g., changes in technology). 

We employ this method with a slight modification in which year dummies interact 

with provincial dummies. These interaction terms could account for time-variant 

socioeconomic changes at the provincial level. They also represent competition among 

the provinces in the sense that they capture the dynamics of provincial development. 

The regression results are reported in Appendix 6 and support our key arguments 

that regional education and in-migration could enhance the positive effects of local 

governance on firm performance. However, the coefficient associated with the 

interaction term between local governance and education in the profit specification 

(column 5) is not statistically significant; as such, it should be interpreted with care. 

4.2.6. Alternative measures of education and migration    

We double-check the robustness of our findings using a different set of variables 

to measure the levels of built-up and imported human capital. Specifically, instead of 

using the number of high school graduates to indicate the level of education, we 

additionally employ other measures to capture the locally built-up human capital, such 

as the number of university teachers and students, and the number of high-school 

teachers and students. These variables indicate the propensity to learning in the local 

context. 

Further, for imported human capital, we also use the gross number of in-migrants 

(i.e. without deducting the number of emigrants) rather than the number of net in-

migrants (where the number of emigrants is deducted). Our key arguments are robust 

to these changes for which the regression results are available upon request. 
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5. Discussion and Conclusion     

This study examines the influence of local governance quality and the 

characteristics of regional human capital on small business performance. The 

empirical setting of this study is Vietnam, a developing country with substantial 

heterogeneity in its local governance arrangements and a large degree of labour 

movement across its regions (Dana, 1994; Venard, 1998). Employing a large and 

representative dataset, this study tests a set of hypotheses on the importance of local 

governance quality, local education, and the presence of in-migrants on small business 

performance. Through these investigations, this study makes the following three 

important contributions to the extant literature. 

First, going beyond the study of Carbonara et al. (2016), which posits that the de 

jure constitutional configurations are an important determinant of small business 

performance, this study suggests that local governance arrangements also matter. Even 

though national institutional settings are the foundation of local governance, the 

impacts of general institutions on local firms are arguably less significant than are the 

local surrounding norms and practices of doing business (Du & Mickiewicz, 2016). 

Therefore, rather than focusing on the very broad general institutions, it would be 

more appropriate to switch the unit of analysis to the surrounding institutional settings, 

including local governance quality (Nguyen et al., 2018; Peng, 2002). Also, the study 

of local governance is more relevant to private businesses in developing countries 

because these companies are relatively young and small, and so their operations are 

typically carried out within local markets, which are strongly shaped by local 

authorities. 

Second, this study contributes to a long-lasting debate that aims to clarify 

whether locally built-up human capital (through education) or externally imported 

human capital (through migration) is more crucial to local entrepreneurial activities 

and firm performance (Borjas, 2014; Collier, 2015). Our findings confirm the 

importance of both sources of human capital. While improving local education may 

enhance the size of local human capital (in that it creates a more educated population), 

it does not enrich the types of skills and knowledge of life-long residents. Migration, in 

contrast, brings in new skills and knowledge associated with the migrants, who come 

from other regions and are therefore endowed with different backgrounds, experiences, 

values, and beliefs (Baudassé et al., 2018). The empirical findings reveal that the 

variety of human capital gained from migration is as important to small firm 

performance as the skills obtained from education. As such, this study tells ‗the other 
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half‘ of Borjas‘s migration story by showing that migration may have some positive 

effects on the local business community. 

Third, this study provides a potential mechanism through which education and 

migration may moderate the effects of institutions on firm performance. Specifically, 

we acknowledge that institutions take time to change but find that they may be 

moderated by more flexible, controllable factors. Because institutions are human-made 

constraints on our behaviours, we suggest that human capital may play a role. The 

empirical tests on a set of Vietnamese SMEs confirm that both types of built-up and 

imported human capital play a role in moderating (strengthening) the impacts of local 

governance on firm performance. 

This study offers a set of recommendations for governments concerned with 

facilitating small businesses. First, more resources should be allocated to local 

governments to improve their capabilities in executing regulations. While improving 

national legal institutions is important in the long-run, small businesses are more 

responsive to their surrounding governance arrangements. Second, local governments 

should encourage multiculturalism. By welcoming migrants from elsewhere, a region 

could facilitate the skills and knowledge interactions (spill-overs) between migrants 

and life-long residents, resulting in more innovation, a less risk-averse attitude, and a 

greater tolerance of diversity, which are the antecedents of productivity and economic 

growth (Cheong et al., 2007). Third, by improving local education, authorities can 

strengthen the positive influence of local governance on firm performance (Nguyen et 

al., 2018). This strategy is particularly plausible in regions with sticky norms (e.g., 

corruption), which they cannot get rid of in the short-term. 

This study is not without limitations that should be acknowledged but which also 

provide potential avenues for future research. First, local institutional settings are 

multi-dimensional, including both the formal and informal arrangements. We use local 

government quality as a proxy for institutional settings but note that this is far from 

being able to fully reflect the entirety of the local institutions. Future research may 

employ a better proxy to measure local institutions. Moreover, the dataset employed in 

this study is country-specific. One of the main weaknesses of a country-specific 

research design is that we only observe within-country migration effects, i.e., in-

migration. In-migrants, however, share similar institutional and cultural backgrounds 

to the life-long residents, which may diminish the (potential) negative effects of 

migration on local institutions that were seen in Borjas‘s cross-country immigration 

analysis (Borjas, 2014). Future research should therefore re-test the validity of our 
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findings using a multi-country dataset with longer survey periods. Also, due to data 

limitations, we are unable to distinguish the effects of high-skilled in-migration from 

low-skilled in-migration. It is interesting and policymaking-relevant to examine the 

relative importance of the two types of migration on local firm performance. Future 

studies should address this issue by examining whether or not the positive effects 

come mostly from high-skilled immigrants, as suggested by the literature. 

To sum up, this study examines the impacts of local governance, local education 

and in-migration on small business performance. Given that national institutions are 

important to small business performance, but higher levels of institutions are sticky 

and take time to improve (Williamson, 2000), we suggest that policymakers should 

pay more attention to local governance quality instead of concentrating solely on the 

very broad general constitutional configurations. More importantly, they could also 

enhance local education and welcome migrants to strengthen the positive impacts of 

local governance on firm performance. 
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Abstract: 

This paper seeks to describe the relationship between the determinants of 

organizational performance such as entrepreneurial leadership (EL), total quality 

management (TQM) practices, and innovation management (IM) of Kuwaiti's Small and 

Medium Enterprises (SMEs). However, relatively few studies that offer a complete model to 

fully explain the link between EL, TQM, and IM on SMEs performance. Hence, this study 

addresses a gap in the literature by providing a conceptual model to illustrate the 

relationships between these variables. The proposed model also suggested the mediating role 

of TQM practices and the moderating role of IM on the relationship between EL and 

organizational performance of SMEs based on the suggestions of the literature. The findings 

of this study are significant to SMEs in Kuwait on the need to provide an important insight 

into the concepts of EL, TQM, and IM to improve their performance. Furthermore, the study 

will serve as additional literature to few studies on Kuwait SMEs performance as a 

developing country emerging has not been explored. 

Keywords: Entrepreneurial Leadership (EL), Small and Medium Enterprises (SMEs), 

TQM Practices, Innovation Management (IM), Organizational Performance 

 

1. Introduction 

Small and Medium Enterprises (SMEs) are of strategic importance in most 

developing countries, especially in the Asian region (Haroon & Shariff, 2016). SMEs 

are seen as a major contributor to a country‘s economic development, they create job 

opportunities, stimulate technological innovation, support entrepreneurial activities, 

and serve as suppliers to large organizations in the industry. SMEs are not only 

instrumental for the economic growth of a country, but they are also a major catalyst in 

achieving inclusive and balanced growth. SEMs as a foundation for the activities in the 
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private sector play a very important role in effecting economic transformation and 

stabilizing growth during a period of negative growth (Yunoh & Ali 2015). In the 

contemporary era, SMEs encounter intensive competitive pressure. Therefore, raising 

the competitive abilities and skills is now a critical imperious for SMEs to survive and 

even for continuous long-term development. There are several tools and strategies that 

can help SMEs to respond to changes and counteract the jeopardy and develop their 

performance and competitive advantage (Yang, 2018). 

SMEs have to understand how EL could affect organizational performance 

(Rahim et al., 2015). EL is the way in which entrepreneurial leaders restructure their 

organizations to enable them to seize new opportunities and improve their ability to 

invent the requisite variety which would allow them to compete in a highly 

unpredictable environment (Huang et al., 2014). Entrepreneurs are expected to 

transform the design of production process through the implementation and 

capitalization of creative practices or by inventing novel ways to produce the same 

product, uncovering new methods to source materials or find unique avenues to market 

their products and services (Zehir et al., 2015). Entrepreneurial leaders must have a 

predetermined management philosophy and organizational structure in their endeavor 

to achieve these lofty objectives. These philosophies and structure provide a platform 

to gather knowledge which is then incorporated in new processes, products, and 

operational activities (Gupta & Batra, 2016). 

EL and organizational performance can be integrated with a management 

philosophy that is based on TQM and IM practices in the most productive manner in 

an attempt to realize the aspirations of an organization. These practices became the 

most applicable management philosophy used in enhancing SMEs performance 

(Haroon & Shariff, 2016).  

This current study has reviewed earlier studies and reports regarding the 

accomplishments made by SMEs in Kuwait in an effort to design a theoretical 

foundation for the study's model. The literature review reveals that there is a lack of 

studies on Kuwait‘s SMEs which examine more than one variable as a predictor of 

SMEs‘ accomplishment. Previous researchers contended that managerial problems are 

one of the areas that are most regularly attributed to the failure of the SMEs in 

developing countries (Haroon & Shariff, 2016; Abdollahi et al., 2014). The present 

study focuses on three fundamental managerial problems which have an impact on the 

performance of SMEs namely: entrepreneurial leadership, TQM practices, and 

innovation management. 
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The study conducted an inclusive review search for the organizational 

performance of SMEs models and frameworks used in the previous theoretical studies 

in the context of SMEs. Consequently, a new conceptual model has been proposed 

which combined the three significant constructs (EL, IM, and TQM practices) of 

SMEs organizational performance. In verifying the conceptual model, the study will 

use a quantitative method and tested a structural model using variance based structural 

equation modelling. The study data will be generated from Kuwait SMEs, using a 

well-organized survey questionnaire. A set of questionnaire will be formulated based 

on the literature review. The organizational performance will be represented by two 

dimensions of financial performance and operational performance. The 

operationalization of EL is based on four dimensions, Autonomy, proactivity, 

innovation, and risk-taking propensity. This study also operationally measures IM as a 

moderating variable using three dimensions, innovation culture, innovation strategy, 

and innovation process. The TQM practice measure as a mediating variable based on 

three dimensions such as: leadership and top management commitment, customer 

focus, and continuous improvement. The questionnaire for this study will be designed 

in different sections based on the research questions. Section A address the 

demographic characteristics of the respondents and the overview background of the 

study. Section (B-E) will obtain information about the variables involved (EL, IM, & 

TQM practices). While Section D will obtain information about SMEs performance 

the dependent variable. All the items of measurement for the variables will be 

measured on a 5-Point Likert Scale of measurement which ranges from strongly 

disagree to strongly agree. A face to face survey approach will be adopted to 

administer the questionnaire to the respondents. The respondents will be either 

owner/CEOs of SME which will be chosen based on simple random sampling method. 

The fitness and validity of the conceptual model will be tested using statistical tools 

for data analysis such as partial least square-SEM (PLS-SEM). 

1.1. Research Questions  

 What is the effect of entrepreneurial leadership on organizational performance 

of SMEs? 

 What is the effect of entrepreneurial leadership on TQM practices in SMEs?  

 What is the effect of TQM practices on organizational performance in SMEs? 

 Why TQM practices mediates the relationship between entrepreneurial 

leadership and organizational performance of SMEs? 
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 Why innovation management moderates the relationship between 

entrepreneurial leadership and organizational performance of SMEs? 

1.2. Research Objectives  

 To investigate the effect of entrepreneurial leadership on organizational 

performance in Kuwait SMEs. 

 To examine the mediating effect of TQM practices on the relationship between 

entrepreneurial leadership on organizational performance in Kuwait SMEs.  

 To examine the moderating effect of innovation management on the 

relationship between entrepreneurial leadership and organizational performance in 

Kuwait SMEs. 

 To develop a conceptual model for SMEs in developing countries particularly, 

in Kuwait which is constructed from entrepreneurial leadership, TQM practices, 

innovation management, and organizational performance are correlated. 

2. Literature Review   

2.1. Entrepreneurial Leadership     

The opening of the world economy and the accompanying challenges at the 

beginning of the 21
st
 century has resulted in the business environment shifting its 

attention to EL (Mishra & Misra, 2017). The owners and leaders of SMEs have to be 

mindful of the changes that occur in the global business environment. There is no 

business can survive and success without a clear vision established by the 

organization‘s leadership and supported by entrepreneurial actions. This means that 

the leader of an organization, which could be the CEO, director or operation manager, 

should know their capabilities, competencies and leadership styles, as well as the final 

outcomes they would like to achieve. Hence they should be proactive, creative, 

innovative, seize opportunities and take risks when appropriate. Amongst the 

characteristics of intelligent leaders is they use their skills and capabilities to drive 

growth and rapid development within their organizations whilst creating competitive 

advantage and ensuring sustainability (Palalic, 2017). 

The theory of entrepreneurship states that the personal competencies of 

entrepreneurial leaders enable them to visualize a successful future for their 

organizations by creating innovative visions and identifying opportunities, while the 

functional competencies of entrepreneurial leaders empower them to inspire and 

influence their team members to abandon their conventional performance in order to 

achieve their aims and extend their efforts to implement innovative and entrepreneurial 
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actions. This is done by transforming an individual‘s perception of their abilities and 

skills and maximizing their self-efficacy through participation in development and 

training programs (Bagheri, 2017).  

Entrepreneurial leadership encourages and enables organizations to adopt the 

processes that reinforce the culture of organizational innovation by discovering and 

exploiting opportunities to improve organizational performance, solve problems 

through creative methods, and to effectively and efficiently utilize the resources of the 

organization (Rae, 2017). 

Chen (2007) pointed out that EL exists at the crossroads of leadership and 

entrepreneurship. It is a combined construct of proactivity, innovation, and risk-taking. 

This perspective is aligned with the theoretical foundation developed by Gupta et al. 

(2004) for this style of leadership, when the author conceptualized EL in the main 

three dimensions: (1) innovation dimension, which means nurturing creativity amongst 

team member to make effective change and create novel product and service to 

achieve a point of difference for the organization; (2) proactive dimension, which 

entails motivating individuals to compete aggressively and continuously with other 

organizations; and (3) risk-taking dimension, which is the willingness to face 

uncertainty and take responsibility (Kozlowski, 2010).  

The purpose of EL is to enable individuals to identify and exploit profitable 

opportunities. In a similar vein, (Strobl et al., 2018) asserted that EL includes both 

opportunity recognition, which is related to an individual‘s perception, and 

exploitation of opportunities, which is linked with actions. More significantly, 

however, entrepreneurial leaders articulate a clear and inspiring vision for the 

organization that is able to garner participation of members of the organization, 

thereby encouraging them to act as agents of the organization who take charge of 

innovation and future success. 

The EL conceived by Gupta et al. (2004) is based on two major predicaments 

faced by entrepreneurial leaders. Their first challenge to cultivate opportunities which 

could be used to transform the current situation; this is known as scenario enactment. 

Entrepreneurial leaders then have to persuade stakeholders and supporters that the 

objectives of the scenario could be achieved by enlisting additional cast and using 

suitable resources to implement the transformation through a process known as cast 

enactment. Gupta et al. (2004) proposed that there are five key roles that 

entrepreneurial leaders have to play in dealing with the two challenges, i.e. framing, 

absorbing ambiguity, and path clearing, nurturing commitment and setting limits. 
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These roles, which are components of the two enactments, form the theoretical context 

of entrepreneurial leadership. 

A review of previous studies shows that EL is a multidimensional concept, and 

some researchers defined and measured this concept based on different perspectives 

depending on the context and purpose of their studies. This study will adopt the four 

dimensions (Autonomy, proactivity, innovation, and risk-taking propensity) as the 

significant factors of entrepreneurial leadership.   

2.2. TQM Practices   

The term, TQM refers to the a holistic management approach that enable SMEs 

of the continuous improvement in quality with regards the overall functions of firms to 

produce and deliver products / services according to customers‘ needs and desires at a 

better, faster, safer, cheaper, easier processing cost, more than that of its competitors 

through involving the entire employees of that organization under the effective 

leadership of the organizational top management (Al Dhaafri et al., 2013; Rogo et al., 

2017). In a TQM effort, all staff of that organization participates in improving 

processes, products, and the culture in which they work. Similarly, TQM is a holistic 

approach that uses systematic quality improvements with the aim of increasing 

customer satisfaction, enhanced productivity and greater profitability (Gharakhani et 

al., 2013). TQM enables organizations to long-term success to be able to respond 

effectively to customer demand in terms of quality, innovation, speed, and price; deal 

with the difficult and increasing need to make continuous improvement and loftier 

achievements, and adopt TQM practices, which has become a widespread 

phenomenon in fast-expanding industries (Madanat & Khasawneh, 2017). Therefore, 

recently it has been observed that numerous SMEs managers now adopt TQM 

practices to gain customer‘s loyalty. TQM is seen as a preferable way to differentiate 

their entrepreneurial activities in the hope of achieving a better outcome in an 

increasingly competitive environment (Sule et al., 2017). 

TQM is a management philosophy that began in Japan in the early 1980s; it 

seeks to improve quality and productivity in business organizations. The 1990s saw 

the increasing popularity of TQM in organizations, where this management approach 

was adopted and implemented with an emphasis on continuous customer satisfaction 

and improved organization performance (Haroon & Shariff, 2016). TQM has been 

defined in different contexts and perspectives in the literature, and thus far there is not 

a single common definition of TQM (Haroon & Shariff, 2016). TQM is a 

comprehensive managerial approach that seeks to include all organizational processes 
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and functions to continuously fulfill all customer demands and enhance an 

organization‘s system quality so as to increase productivity and profitability 

(Mehralian et al., 2016). TQM can also be seen as a revolutionary management 

philosophy, an innovative line of thought in managing organizations, a change in the 

model, or an all-encompassing system which boost overall organizational performance 

(Patyal & Maddulety, 2015). 

TQM is not a commitment of a single person; instead, all members of an 

organization are responsible for integrating knowledge and effort that are instrumental 

in producing quality products, services, and practices (Patyal & Maddulety, 2015). 

This conclusion is made based on the findings of several studies that were carried out 

in different countries and sectors. TQM requires continuous employee involvement. In 

their effort to improve the quality of services and products, organizations must involve 

employees in the process of identifying problems and improving production processes. 

The viable ideas put forward by employees should be implemented. Similarly, 

employees stand to benefit from TQM since its implementation facilitate their personal 

growth, development, and learning (Iqbal & Asrar-ul-Haq, 2017). 

The literature of TQM provides a comprehensive model theoretical background. 

Several studies have been conducted to measure the critical factors that are necessary 

for the successful implementation of TQM in organizations (Anil & Satish, 2107). A 

comprehensive review of TQM literature with regard to measuring the CSFs of TQM 

in several industries shows that no universal set of TQM practice has been identified 

and that researchers and practitioners measure TQM practices differently based on the 

purpose, approach, and context of their study. However, there are seven major factors 

of practices which have been measured in previous studies and are found to have a 

positive effect on organizational performance. The seven factors are leadership, 

customer focus, strategic planning, human resource management (HRM), information 

and analysis, supplier management, and process management (Mahmud & Hilmi, 

2014). Based on that, this study will adopt the three significant factors of TQM 

practices namely: leadership and top management commitment – customer focus – 

continuous improvement. 

2.3. Innovation Management   

Innovation is the most contemporary management orientation; it refers to the 

capacity of an organization to create and develop new ideas and transforms the ideas 

into processes, products, and services. According to Şimşit and his colleagues (2014), 

innovation is a continuing process of developing productive resources which will be 
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used to manufacture products with superior quality at a lower cost. On a similar note, 

(Ilori et al., 2017) defined innovation as incorporating new knowledge into the 

process, product, and service. The author categorizes innovation as a function of 

technological development, marketing activities, and organizational characteristics. 

Based on these definitions, innovation is a sequential process that begins with the 

identification of problems or discovery of novel ideas, which are then expanded to 

include problem-solving and the nurturing of productive ability that would eventually 

lead to the introduction of creative products and services in the market. 

Innovation does not occur spontaneously. The intense competition in the global 

environment dictates that organizational authorities need to coordinate, facilitate, and 

decide to be innovative. Innovation is a function of a stringent cross-functional 

orchestration. This orchestration involves organizing teams and delegating 

responsibilities, roles, and powers in an effort to be part of the innovation challenge. 

Hence organizations must have an appropriate organizational structure with a strong 

commitment to innovation (Nagano et al., 2014). 

A large part of the literature is dedicated to investigating the relationship between 

innovation and management, which is frequently regarded as the core competencies in 

the contemporary economy. They have proven that the strong competitive advantage is 

dependent upon the ability of an organization‘s management to carry out innovation 

process, and they have also proposed the factors that relate to the effective 

management of innovation process (Adams et al., 2006). 

Innovation management is a systematic process used by organizations to improve 

existing products, services, methods and marketing strategies and to develop new ones. 

It includes the development of a networked environment and focusing on managing 

talented employees to encourage individuals to generate creative ideas within the 

organization (Kadar et al., 2014). Many scholars and practitioners believe that IM is a 

critical approach which must be adopted by all organizations in the contemporary 

business environment. It is seen as a multidimensional model that include vision, 

leadership, culture, knowledge, individuals, technology, organizational structure and 

more. In order to be able to capitalize on innovation opportunities, these dimensions 

must be managed with appropriate strategies. Organizations should be open to 

intelligent and creative ideas and should design a mechanism that begins with 

supporting human resource. This would allow innovative initiatives and 

competitiveness to flourish in the organization. In order to achieve this, the managerial 

structure must be designed to support innovative tendencies and working conditions 
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must be regulated accordingly. Many researchers have conducted extensive studies on 

this issue in an attempt to identify the factors and categories that are crucial to 

innovation management. In this regard, the present study proposes the following three 

factors: innovation culture, strategy innovation, and innovation process. 

2.4. Organizational Performance   

Researchers who specialize in the field of management often focused on the 

performance of organizations as one of the most important dependent variables since 

the ability of organizations to progress and grow is contingent upon their performance 

(Jagdale & Bhola, 2015). 

Ahmed (2018) defined organizational performance as organization output with 

regard to its interaction with the external and internal environment. Thus, 

organizational performance comprises three aspects: (1) performance of an individual 

in their specialized organizational units; (2) performance of organizational units within 

the comprehensive framework policies of the organization; and (3) organization 

performance within the framework of economic, cultural and social environments. 

Even though organizational performance comprises three aspects, the performance of 

organizations is completely different from each individual aspect if taken separately. It 

is different from individual performance and unit performance although it is the result 

of these two factors, in addition to the effects of social, economic and cultural 

environments. 

There are several definitions of organizational performance as there are varying 

philosophies relating to it. Organizational performance is the essence of all processes 

and activities in an organization, and it is the key determinant of the organization‘s 

ability to survive. Wheelen and Hunger (2010) contended that organizational 

performance is contingent upon the manner in which an organization capitalizes on 

tangible and intangible resources in order to achieve their objectives; it is the ultimate 

determinant of the organization‘s success. Tomal and Jones (2015) defined 

organizational performance as the actual accomplishment or productivity of an 

organization vis-à-vis its envisioned outputs (Almatrooshi et al., 2016) suggested that 

organizational performance is a measure of an organization‘s achievement in 

comparison to its objectives.  

As mentioned by the contingency theory, in general, there is no single 

performance measuring system that is suitable for all types of organizations in all 

circumstance; instead, there is a need to adapt the system based on well-defined 
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organizational and contextual factors. According to the literature, various performance 

indicators have been used in the past, for instance, financial performance, increase in 

market share, marketing effectiveness, innovation process, quality of products and 

services, or measurement of specific aspects of operational performance. Based on the 

findings and results of previous studies, the present study will use two indicators, 

financial performance, and operational performance, to measure the performance of 

Kuwait‘s SMEs. 

Financial performance has been linked with the ability of an organization to 

generate profit or income and is often used as a typical benchmark of business results. 

In other words, it is a measure of how well an organization carries out its business 

activities. It can also have employed as a benchmark to weigh the performance of an 

organization against other organizations within an industry. These measures are 

connected with managerial policies: the method utilized by the management to the 

appropriate allocation for all projects. On account of this, the measures are an 

indication of internal managerial performance and decision-making capability instead 

of an external market response (Orlitzky et al., 2003). 

On the other hand, Chavan (2009) has criticized the SMEs for their over-reliance 

on the measurement of financial performance without taking into account the 

performance of non-financial aspects, which are the ultimate determinant of value. 

Due to their over-dependence on financial measures of performance the managers of 

SMEs have focused their attention on the results of past actions instead of the 

determinants of success. Because of their lagging nature, financial measures provide 

information on what has happened in the past and thus do not provide managers with 

any information or indication of future performance. 

In terms of organizational performance, non-financial performance is in effect a 

more reliable indicator of future financial performance. Non-financial performance 

provides information on the relationship between business activities and financial 

results which have a significant influence on business performance. For instance, a 

measure of customer satisfaction could give an indication of future cash flow that 

would not be available via other sources (Maduekwe & Kamala, 2016). 

Improved operational performance is important if it is able to have a positive 

impact on an organization‘s competitive position. The ability of an organization to 

provide superior value and/or lower prices will increase customer satisfaction and 

loyalty, thereby increasing its market share and profitability (Feng & Wang, 2000). 

Organizations need to orientate all their business units to ensure that they are all 
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working in unison to achieve their core business goals. According to, (Saleh et al., 

2018) it has to do with the performance of the internal operations of a company, 

including productivity, product quality, and customer satisfaction. 

3. Conceptual Framework  

Based on the findings of previous literature that are related to the variables in this 

study, a conceptual framework has been developed which is underpinned by the 

resource-based view theory which claims that an organization‘s performance is 

dynamically impacted by its current internal resources and abilities. This assertion is 

derived from the fact that an organization could achieve an excellent performance over 

its rivals by efficiently utilizing its internal resources. Hence, the proposed model 

shows the relationship between the four variables and their impact on SMEs in 

Kuwait. The variables were classified into four categories: (1) independent variable: 

entrepreneurial leadership; (2) dependent variable: organizational performance; (3) 

mediating variable: TQM practice; and (4) moderating variable: innovation 

management, as shown in Figure1. The findings of previous studies have clearly 

proven that EL has a direct effect on organizational performance as well as TQM 

practices and innovation management. This research contributes to the existing body 

of knowledge by formulating a conceptual framework for analyzing the moderating 

effect of IM as well as the mediating effect of TQM practices. The present study is the 

first study to investigate the effect of these variables on the relationship between EL 

and organizational performance in one model in order to give a more in-depth insight 

into this relationship. Based on this framework, it can be concluded the utilization of 

each construct would positively impact the organizational performance of Kuwait‘s 

SMEs. Hence, it is imperative that the management design constructs which would 

improve the performance of their organizations. The set of propositions concerning the 

relationship between the variables can be presented as follows: 
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Figure 1: Conceptual Framework 

 

 

 

 

 

 

 

 

 

 

Propositions  

P1: EL has a positive effect on SMEs' organizational performance. 

P2: EL has a positive effect on TQM practices in SMEs. 

P3: TQM practices have a positive effect on SMEs' organizational 

performance. 

P4: TQM practices mediate the association of EL with SMEs' organizational 

performance. 

P5: IM moderates the association of EL with SMEs' organizational 

performance. 

These propositions can be used to support the formulation of hypotheses for 

empirical studies in future studies.  

4. Discussion   

An extensive review of the literature shows that there is a link between 

entrepreneurial leadership, TQM practices, innovation management, and 

organizational performance. In reviewing the literature, different types of research, for 

instance, meta-analysis, empirical, and conceptual approaches, were scrutinized to 

understand the association between EL and organizational performance. These studies, 

in particular, the empirical studies, have shown that there is a direct relationship 

between the two variables (De Greef, 2014). The empirical studies have documented 

how EL influences successful outcomes, and have linked its influence to the 

proliferation of SMEs (Koryak et al., 2015). Rahim et al. (2015) conducted a similar 
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investigation on the association between EL and organizational performance of 

Malaysian SMEs. The authors found that EL is positively related to organizational 

performance. Moghaddam (2015) suggested that organizations have to be innovative 

and proactive in their effort to achieve their mission and goals; in a nutshell, they have 

to practice organizational entrepreneurship.  

The majority of literature concerning TQM pointed out that most organizations 

claimed that there is a positive relationship between TQM practices and organizational 

performance. Several empirical research has been conducted to understand the link 

between TQM practices and organizational performance in the context of SMEs. 

Several studies have shown that it is possible for SMEs to adopt TQM with a fairly 

high degree of success (O‘Neill et al., 2016; Herzallah et al., 2014). Sule et al. (2017) 

have examined and analyzed the consequences of adopting TQM practices on SMEs in 

Nigeria. The researchers found that the adoption and implementation of TQM 

practices have a strong influence on the performance of Nigeria‘s SMEs. TQM 

practices assure uninterrupted quality improvement in an effort to achieve the desired 

outcomes. TQM is a key element which ensures the success of a business, especially in 

dealing with a product recall and investigation problem and their suggested solutions. 

Even though there is a clear relationship between leadership and total quality 

management, there are several gaps in research which need to be explored (Barbosa et 

al., 2017). A review of the literature has shown that several studies have confirmed the 

strong positive impact of TQM (Panuwatwanich & Nguyen, 2017; Qasrawi et al., 

2017) and EL (De Greef, 2014; Rahim, 2015) on organizational performance. 

Surprisingly, there is limited studies focus on trying to understand the combined effect 

of EL and TQM practices on the organizational performance of SMEs. Many studies 

have found that TQM practices can affect organizational performance in a mediation 

role. For example, (Al-Dhaafri & Al-Swidi, 2016) examined how organizational 

performance is affected by both entrepreneurial orientation (EO) and TQM. The 

statistical results of their study have proven that EO and TQM do have an impact on 

organizational performance and that TQM practices partially mediate the effect of EO 

on organizational performance. The findings of this study are consistent with those 

made by Imran et al. (2018) who analyzed the data gathered on Pakistan‘s SMEs to 

examine how TQM practices mediate the EO of SMEs with their export performance. 

The researchers were able to identify a strong relationship between EO and TQM 

practice with SMEs‘ export performance. 
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Moreover, they were able to determine how TQM practices play a 

complementary mediating role between EO and SMEs export performance in the 

manufacturing sector in Pakistan. Together, EL and TQM practices facilitate a 

superior organizational performance where everyone constantly strives to do the right 

thing the first time. In addition, (Arunachalam et al., 2018) refer that, TQM practices, 

has been accepted worldwide as a management approach and practice to develop 

quality. However, there is scarcity empirical studies have been conducted in SMEs in 

the Gulf countries. Consequently, there is a still need to examine TQM practices in this 

context. Therefore, this study seeks to establish the mediation role played by TQM 

practices between EL and organizational performance in Kuwait context. 

Problems related to innovation, entrepreneurship, and performance in SMEs are 

escalating very rapidly. Exploratory and exploitative innovation is considered as the 

main characteristic of entrepreneurial leadership. Entrepreneurial leaders have 

developed innovation strategy, processes, and skills, in addition to assembling 

resources, to take advantage of innovative opportunities and structure an organization 

that is ready to implement innovation strategies (Huang et al., 2014). The moderation 

role of IM is empirically supported. There is empirical evidence for the mutual 

association between innovation management, entrepreneurial leadership, and 

organizational performance. Mozhdeh et al. (2016) stated that innovation could have a 

strong moderation effect. They conducted a survey involving the top 100 companies in 

Malaysia. The study was able to prove that entrepreneurial leaders and organizations 

created plenty of the right sets of circumstances and implement them in manners that 

foster the firms‘ acceptance of innovation, which was positively reflected in the 

performance of the organizations. 

This study assumes that EL and IM are strongly connected due to the extensive 

and rapid development in the technologies and methods adopted by SMEs in the 

contemporary era. EL is one of the fundamental factors that assure effective strategic 

entrepreneurship in managing high-growth ventures and a dynamic business 

environment that is expressed in terms of change, complexity, chaos, and 

contradiction. Current literature on EL is still not able to provide both conclusive 

conceptual and empirical definition of the dimensions and indicators which measure 

Entrepreneurial leadership with regard to IM in the context of entrepreneurship and 

quality. Hence, it is vital to consistently measure EL together with IM considering the 

rapid development made in theories of management (Musa & Fontana, 2014). Arshi 

and Viswanath (2013) pointed out that the constructs of EL and innovation have not 
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been tested in the Middle East and considered as an infancy field as well as there are 

hardly any studies that can be a reference point for organizational leaders in this part 

of the world. 

A review and survey of the literature have shown that currently there is no 

measure of the moderating role of IM on the link between EL and organizational 

performance of SMEs. Therefore, this study serves to fills the important gap in the 

current literature by identifying the conclusive effect of EL style that can be 

adopted by organization and leaders based on their TQM practices and innovation 

managing focus.  

5. Conclusion, Limitation and Future Research   

The presented research model of this study will provide more understanding of 

the relationship between EL, TQM practices, and IM on SMEs' organizational 

performance. This paper discusses the proposed mediating role of TQM and the 

moderating role of IM on the relationship between EL and organizational performance 

as shown in conceptual model (Figure: 1). Thus, the proposed model shows several 

contributions regarding the performance of SMEs in Kuwait. First, if the proposed 

framework is validated, the findings will provide important insight to owners/CEOs of 

SMEs and other business firms on the nature of the relationship between EL, TQM 

practices, IM, and organizational performance. These identified constructs can 

influence and enhance the organizational performance of SME. 

Second, the paper also suggests as showing in the framework that, if EL, TQM 

practices, IM, and organizational performance then the findings will have valuable 

implications for the owners/CEOs of SMEs, contributions for an increase in Kuwait 

GDP and employment level respectively. Third, in the exemplary hypothesized 

scenario as Figure 1, the model suggested that EL has an indirect effect on the 

performance of SMEs through the mediating construct of the TQM. These findings 

reinforced the need for SMEs managers to devise strategies that focus on EL to be 

more entrepreneurial in their effort to enhance TQM practices, which in turn can lead 

to positive organizational performance.  

Based on reviewing of literature review the researchers concluded that, 

entrepreneurial leadership is a relatively new concept, which is not currently well 

understood in developing countries especially, Arab world. Therefore, there is a need 

to analyze and understand the gap between the mutual influence of EL and its traits 

and characteristics and other variables, such as IM and TQM practices.  
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Fourth, the proposed model suggests that IM may moderate the relationship 

between EL SMEs performance. Based on such information, by having innovation 

practices more than ever before, there will be a likely hood of having improvement of 

SMEs‘ performance in Kuwait. On the other hand, IM should clearly get more 

managerial attention when leaders exhibit a low level of skills and experts. It is also 

important to emphasize that, IM that moderate the link EL-performance is to a large 

extent under managerial control of SMEs. 

Finally, the owners and leaders of SMEs have to run their organizations more 

effectively in order to achieve higher levels of sustainability and competitiveness. 

Kuwait‘s SMEs have to adopt quality and innovation practices more than ever before, 

along with entrepreneurial orientations and behavior, to be able to compete in a highly 

volatile and changing environment.  

Since this is a conceptual paper, future research should investigate the conceptual 

model of this study empirically by conducting quantitative research. This study has 

developed a model which focused on the SMEs in Kuwait, and therefore there is a 

need for future studies to examine the framework of this study in the context of other 

countries and in different industries, such as the technology industry, in order to be 

able to generalize the results. Also, we suggest testing the effect of other factors of 

TQM such as; training, employee‘s involvement, and supplier relationship. Finally, 

future studies may investigate the moderation role of learning orientation on the 

association of EL with organizational performance. 
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Abstract: 

This paper analyses the impact of different innovation strategies on process innovation 

in Vietnam using firm-level data. We analyse the separate impacts of each innovation 

strategy. The research has confirmed the essential role of R&D in Vietnamese firms for 

process innovation. Whether firms in Vietnam do R&D on their own or collaborate with 

outsiders, they increase their chance to have process innovation.  

Keywords: Firm level, innovation strategies, open innovation, product innovation, 

resource based view, Vietnamese Firms. 

 

1. Introduction    

There is a growing body of literature that recognizes the pivotal role of 

innovation (Apergis et al., 2008, Ayyagari et al., 2011, Bengtsson and Johansson, 

2014). Innovation is considered crucial for economic development and poverty 

alleviation (OECD, 2012). Moreover, innovation is a fundamental requirement for 

developing countries to catch up with middle and higher income economies 

(Chaminade et al., 2009). Despite its relevance, process innovation is an often 

overlooked type of innovation (Reichstein and Salter, 2006). Yet, it is considered a 

critical element for a firm‘s economic success as it is strongly associated with firms‘ 

productivity and competitive advantage (Reichstein and Salter, 2006, Reichstein et al., 

2008, Cohen and Klepper, 1996). Process innovation changes the way firms produce 

their products or deliver their service in a positive way. In addition, through process 

innovation firms could make changes across all the value chain activities, such as 

improving inbound logistics, enhancing manufacturing process, advancing media 

planning, reducing delivery time (Davenport, 1993). Dell serves as a good example of 

how process innovation could create competitive advantage. Dell did not invent PCs, 

but they created new processes to bring PCs to market faster and more convenient by 

disposing of futile steps in the supply chain as well as offering more control and 
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pliability to their customers (Rai et al., 2006). Another illustrative example is Toyota 

that was able to improve their quality, cost and delivery remarkably through process 

innovation (Lander and Liker, 2007). Given the importance of process innovation for 

firm competitiveness, it is critical to understand which strategies firms can follow to 

strengthen their process innovation potential.  

This study uses Vietnam as our research context. Vietnam is considered as an 

emerging economy, which normally has many issues related to regional institutional 

quality (Thai and Carsten Nico, 2015, Dang, 2010, Adger, 2000). In doing so, this 

study aims to empirically test the moderation effect of regional institutional quality on 

the relationship between firms‘ innovation strategy and innovation output. 

The remaining part of this paper proceeds as follows: the next section provides 

an overview of the theoretical background. Subsequently we develop our hypotheses. 

The data and method are explained in section 4. Section 5 presents the results of the 

study. We end the paper with a discussion and conclusion, as well as some suggestions 

for firms and policy makers. 

2. Literature review     

Firms can rely on different strategies to engage in innovation (Veugelers and 

Cassiman, 1999, Poot et al., 2009, De Clercq and Dimov, 2008). First, as most process 

innovation often involves small changes in the production method and operational 

routine of firms, firms can follow an internal innovation strategy by utilizing 

collaboration between departments within the firm (Davenport, 1993). For example, 

instant demand data from a firm‘s sales department can be sent to its factory to plan 

for production run. By doing that, a firm can lower its inventory and stocks (Stratton 

and Warburton, 2003). Another example is when useful techniques from skilled 

employees are incorporated and applied to reduce production and distribution time. 

Amancio Ortega, the owner of Zara, has been known as the person who knew the 

value of controlling all steps of the production and distribution process and applied it 

to Zara‘s value chain. The innovative manufacturing process could help Zara‘s new 

product reach customers in just four to five weeks (Ghemawat et al., 2003). Firms 

could also do R&D in house to develop their own technology and create machine 

tools, which could utilize inputs in more efficient ways and produce better products or 

service at lower expenses.  

Second, firms can also go after an externally oriented innovation strategy. 

Following this strategy, firms usually look for partners with relevant knowledge and 
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set transactions or collaborate with them (Caloghirou et al., 2004). More and more 

firms acquire technology externally by buying new equipment, licensing agreements 

or collaborating with other firms or research institutions (Enkel and Gassmann, 2010, 

Chesbrough, 2006). Collaborating with outsiders provides firms with external 

knowledge that would take more time and costs to develop internally (De Clercq and 

Dimov, 2008). This strategy is very close to open innovation strategy, as firms use 

information from external sources for their internal purposes (Chesbrough, 2003). A 

very popular activity that firms usually do when go open is using ideas and feedback 

from customer forums or user groups to create a brand new or adjusted serving process 

which aims to better quality and more customer oriented. Another example is when 

factories using robots or new computer software in their production line. It is very often 

that those factories will buy ready to use or customized robots and software from a high-

tech company out there in the market. They won‘t dare to make the facilities themselves 

because they often don‘t have expertise, or it will be a time and cost consuming process. 

This has been seen in the case of Alibaba‘s smart warehouse where they use robots to 

move goods and save up to 70% of human labor (Pickering, 2017).  

Extant empirical work suggests that both strategies can be successful 

(Brunswicker and Vanhaverbeke, 2015, Cheng and Chen, 2013, Li et al., 2016). 

However, the success of the external strategy is likely to be influenced by the 

environment of the firm, whereas this is less likely the case for an internal innovation 

strategy. An externally oriented innovation strategy puts firms in contact with external 

partners, which requites firms to actively govern these relationships. Hence, external 

strategies might be well more reliable on how the firm govern their relationship with 

their partners. Nonetheless, how firms carry out the relationship is very dependent on 

the institutional quality where they operate in. 

Regional institutional quality refers to a situation of low corruption, strong rule 

of law and high degree of regulatory quality within a region (Barasa et al.. 2017). As 

following external strategy, firms don‘t have control over the contract because they are 

not a single player. Therefore, firms might need to seek for information about their 

partners, requirements from the government, and legal procedures, to make sure 

everything will be under control. Meyer et al. (2009) mentioned that when firms could 

not access quality information prior to the exchange with their partners, it could bring 

failure to the collaboration. Weak institutional quality usually means poor legal 

framework, fragile enforcement, weak or no property right, ineffective information 

system and regulatory regime, and high corruption. Under a weak regional institutional 
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quality, firms might spend more time and money but still not have enough information 

they need because it has been reported that poor institutional quality could expand 

information asymmetries and raise transaction cost (Meyer et al., 2009). Good regional 

institutions can decrease transaction costs, uncertainty and support coordination 

between firms (Alonso and Garcimartín, 2013). Hence, firms that use an external 

innovation strategy can connect with outsiders easier and with lower transaction costs. 

Moreover, well-designed institutions also enhance the creation of trust, reciprocity 

among the actors in the region (Laursen et al., 2012). It enables firms to share their 

information, ideas, expertise as well as co-ordination and control, which are 

considered key to collaborative strategies (Feller et al., 2009).  

3. Theoretical background    

Process innovation  

Process innovation can be defined as ―a new or a significantly improved 

production or delivery method‖ (OECD/Eurostat, 2005, p. 49), that allow firms to 

create a competitive advantage (Tidd et al., 2005). For example, IKEA significantly 

improved their production and delivery process, which helped them to compete with 

its slow build-to-order competitors. IKEA could produce their products faster and 

cheaper than their competitors by changing the way the company addressed the market 

need and improving information sharing to understand their customers better (Kopczak 

and Johnson, 2003).  

The existing literature on process innovation focuses particularly on how it could 

help to improve a firm‘s performance (Gunday et al., 2011; Baer and Frese, 2003). 

Cohen and Klepper (1996) state that process innovation could decrease the firm‘s 

average cost of production. This is in line with OECD/Eurostat (2005) as they state 

that process innovation indeed could be aimed to lower unit costs of producing and 

delivering. Moreover, Chi (1994) mentioned that process innovation come from 

organization‘s routine could create firm‘s competitive advantage as it is a tacit 

knowledge which is hard for competitors to copy.  

Innovation strategy 

It is now well established from a variety of studies that firms can follow different 

strategies to innovate (Veugelers and Cassiman, 1999, Goedhuys and Veugelers, 2012, 

Cruz-Cázares et al., 2010). By choosing an internal innovation strategy, firms 

internalize their specific R&D activities and commercialize them through internal 

development, manufacturing and distribution processes (Chesbrough, 2006). Within 
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such a closed innovation model, firms build on their own employees to offer valuable 

new innovations (Chesbrough, 2003). Google is a great example of how an 

organization can trust its employees to create innovations internally. During built-in 

innovation time, one Google employee raised the idea of Gmail and the company 

made it become a major project which changed email experience worldwide (Bock, 

2015). Roos et al. (2001) mentioned that competitive advantages come from the 

processes of gathering and application of resources inside the firm. In addition, Feller 

et al. (2009) stated that firms would prefer an internal innovation strategy because it is 

easier to control, as they know what they have and understand their people and things 

within the firm.  

In contrast, firms could also follow an external innovation strategy, by buying a 

new technology that already exists in the market, collaborate with outsiders or hire 

someone who has expertise in the field (Díaz-Díaz and de Saá Pérez, 2014). This 

strategy optimizes external ideas and external paths from outside of the firms for use 

within the firm (Poot et al., 2009, Chesbrough, 2006). Firms using external innovation 

strategies collaborate with a broad range of partners, such as competitors, suppliers, 

clients or customers, consultants, universities and knowledge institutes in different 

geographical locations to support their innovation activities (Poot et al., 2009). When 

collaborating with external partners, firms could eliminate development time involved 

in internal R&D and they might access more basic level research through more 

adequate external sources (Díaz-Díaz and de Saá Pérez, 2014). Firms might also 

consider other factors such as economies of scale, utilization of resources, 

technological know-how, productive capacity and managerial capacity when they 

choose external strategy (Feller et al., 2009). Procter and Gamble has recognized those 

factors and created a Technology Acquisition Group, which enables them to look for 

complementary technologies from outside to keep up with new developments with less 

expenses (Dodgson et al., 2006). Indeed, Tsai and Wang (2009) argued that firms that 

follow an external strategy could reduce both costs and risks of an internal strategy, 

which is time consuming and result uncertain.  

Hence, the relationship between innovation strategy and process innovation is 

controversial. Some studies claim there is no significant relationship between the type 

of innovation strategy and process innovation (Goedhuys and Veugelers, 2012), whilst 

Ettlie and Reza (1992) found a positive relationship between internal strategy and 

process innovation. In addition, Chudnovsky et al. (2006) stated that external strategy 

does not affect process innovation, but internal innovative strategy has a positive 
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influence on process innovation. We argue that the effect of specific innovation 

strategies on process innovation might depend on the regional institutional 

environment (Landabaso, 1997, Cooke, 2001).  

Regional institutional environment 

Institutions are defined by North (1990) as a cluster of formal and informal rules 

that shape behaviors, including the legal system as well as habits and customs. Those 

rules define patterns of behaviors and direct human interaction. In their study, 

Kaufmann et al. (2011) characterize institutional quality as: ―(a) the process by which 

governments are selected, monitored and replaced; (b) the capacity of the government 

to effectively formulate and implement sound policies; and (c) the respect of citizens 

and the state for the institutions that govern economic and social interactions among 

them‖ (p. 222).  

Firms make strategic choices within institutional constraints (Peng et al., 2009) 

hence institutional quality might also influence firms decision in which innovation 

strategy to follow (Lu et al., 2008). Several studies also mentioned that intellectual 

property protection, technological turbulence and competitive intensity encourages the 

use of an external innovation strategy (Gassmann et al., 2010, Bianchi et al., 2010). 

This means that under proper institutional conditions, firms may seek collaboration 

with other firms in their innovation efforts. In a weak institutional environment, firms 

face difficulties to promote innovation strategies both internally and externally 

(OECD, 2012). On the other hand, Cassiman and Veugelers (2006) stated that under a 

better institutional environment (e.g. easier to protect innovation), firms prefer to 

follow internal innovation strategies as they protect their innovation output.  

4. Hypotheses    

Innovation strategy and process innovation  

Different effects of innovation strategies on process innovation can be found in 

the literature (Greco et al., 2015, Santamaría et al., 2009, Bayona-Saez et al., 2017). In 

a low technology intensity sectors, external innovation strategy has a positive effect on 

process innovation (Cruz-Cázares et al., 2010). However, majority of innovation 

studies conclude that both innovation strategies have positive influence over 

innovation output but not with the same impact (Cruz-Cázares et al., 2010, Cassiman 

and Veugelers, 2006, Poot et al., 2009). Moreover, from the perspective of resource-

based view, firms by themselves could utilize their internal resources to created new 

value and competences from that (Sirmon et al., 2007, Mahoney, 1995). Therefore, 
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following internal innovation strategy, firms is more possible to create new process 

innovation. On the other hand, from open innovation perspective, firms go open could 

save more time and money by collaborating with others and also likely to bring fruitful 

innovation (Chesbrough, 2006, Chiang and Hung, 2010, Greco et al., 2015). Hence, in 

this study, we propose that innovation strategies have positive relationship with 

process innovation output. 

H1a: Firms that utilize an internal innovation strategy are more likely to 

introduce process innovation compared to firms that do not. 

H1b: Firms that utilize an external innovation strategy are more likely to 

introduce process innovation compared to firms that do not. 

Innovation strategy and regional institutional quality 

Firms following internal innovation strategy, have activities in house to increase 

production or improving their services, they make their own new technology 

(Goedhuys and Veugelers, 2012), therefore it seems less visible with outsiders. On the 

other hand, firms following external innovation strategy, open their boundaries to 

outside innovation by contract research, external development, collaboration 

(Cassiman and Veugelers, 2006). Hence, those firms seem to be more visible with 

outsiders. Levin et al. (1987) reported that secrecy is considered a best way to protect 

new process innovation because of its visibility. It is possible that the environment in 

which firms are embedded (i.e Regional institutional quality) could moderate the 

relation between innovation strategy and process innovation (Peng et al., 2009) 

especially between external innovation strategy and process innovation rather than 

internal strategy and process innovation. According to open innovation theory, firms 

hardly create innovation alone (Chesbrough, 2006, Bianchi et al., 2010, Greco et al., 

2015). Their choice in which counterpart to collaborate with or which knowledge to 

share and learn from is likely moderated by other factor including regional factors 

(Laursen and Salter, 2014, Hung and Chou, 2013). 

Therefore, we propose that RIQ will have more effect on the relationship 

between external strategy and process innovation than on the relationship between 

internal strategy and process innovation. 

H2a: The level of RIQ positively moderates the effect of internal R&D on 

process innovation 

H2b: The level of RIQ positively moderates the effect of external R&D on 

process innovation 
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5. Data and method   

5.1. Data     

We test our hypotheses using empirical data from two main sources: (1) The 

World Bank Enterprise Survey (ES) conducted between November 2014 and April 

2016 and (2) the Innovation Capabilities Survey (ICS) conducted from October 2016 

to February 2017. Since the 1990‘s, The World Bank has conducted firm level surveys 

focusing on a country‘s business environment and investment climate in 148 countries, 

covering over 155,000 firms in those countries. However, only until 2005 The World 

Bank had started to apply the standardized instruments to establish comparability of 

data across all countries. The second survey - the ICS is conducted as a follow-up and 

complementary to the ES. To form the ICS, The World Bank select respondents 

randomly from the ES sample. The follow-up survey focuses on innovative activities 

and innovative capabilities of manufacturing firms. To ensure for accuracy, the 

standardized questionnaires are translated into local languages and back-translated into 

English after that. 

The World Bank used stratified random sampling, which means all population 

are groups within homogeneous group and they selected within each group by using 

simple random methodology. This way is more accurate and could help to reduce the 

error of estimation than the simple sampling methods. Furthermore, unbiased estimates 

could be obtained from different subdivisions of the population with some known level 

of precision. The World Bank used firm size, geographic region within a country and 

business sector as the strata for the two surveys. In our study, we used the data for 

Vietnam in this survey by merging the most recent ES and ICS surveys in Vietnam. 

After merging our dataset consists of 294 firms. The survey was conducted in four 

Vietnamese regions, which are the Red River Delta, North Central area and Central 

coastal, South East and the Mekong River Delta. 

5.2. Variables     

Dependent variables 

We use process innovation as the dependent variable. The survey asks 

respondents whether the firm introduced any new or significantly improved process in 

the last three years (ADD REFERENCES THAT HAVE USED THE SAME OR 

SIMILAR MEASURE). We used dummy variable for analysis. It takes the value of 

―1‖ when the answer is yes that means when a firm has introduced new or significantly 

improve process and ―0‖ if otherwise.   
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Independent variables 

Innovation strategy 

This study measures internal innovation strategy by asking the respondents 

whether firms conducted internal R&D or not. If ―yes‖ then this variable takes the 

value of ―1‖ and ―0‖ otherwise. External innovation strategy is measured by asking 

whether the firm conducted external R&D or not. The value equals ―1‖ if the answer is 

yes and ―0‖ if the answer is no. This is in line with previous studies (Cassiman and 

Veugelers, 2006, Veugelers, 1997). 

Moderation variable 

Regional institutional quality (RIQ). Given its multi-dimensional nature there is no 

good single item measure of regional institutional quality. Instead we compiled a 

composite measure combining information from several measures of regional 

institutional quality used in previous studies (Barasa et al., 2017, Kaufmann et al., 2011, 

Kunčič, 2014). Various items in the ES are selected to calculate RIQ including 

regulatory quality, rule of law and corruption (Chadee and Roxas, 2013, Barasa et al., 

2017). First, we measure regulatory quality by using four items including the 

respondents perceive on tax rates, tax administration, customs and trade regulations and 

business permits and licensing. The question used five-point scale (0=not an obstacle, to 

4=very serve obstacle). Second, to measure rule of law, we asked the respondents how 

they perceive the degree to which crime, political instability and courts are obstacles to 

their business operations using the five-point scale (0=not an obstacle, to 4=very serve 

obstacle). Final, we measure corruption by using 2 questions on a five-point scale 

related to the respondent‘s perceives on the court system and corruption.  

Control variables 

Firm size: Following Barasa et al. (2017), Shefer and Frenkel (2005), Ayyagari et 

al. (2011), we use firm size as a control variable. The question that we use is: ―how 

many permanent, full-time individuals worked in this establishment?‖. 

Firm age:  Previous studies mentioned that young firms tend to more innovative, 

while older firms demonstrated lower innovative probability (Huergo and Jaumandreu, 

2004). However, it is a common believe that larger and older firm is the major source 

of innovation (Balasubramanian and Lee, 2008). Because of this controversial, we 

want to use firm age to test what is the situation with Vietnamese firms. Hence, we 

calculate firm age by taking the difference between 2015 and the year in which the 

establishment began operations and make it one of our control variables. 

Table 1 illustrates the variable measurement in more details. 
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Table 1. Variable measurement 

Variable Measurement Source Question No 

Innovation    

Process innovation Firm introduced any new process: "1" Yes "0" No ICS H8, H9a, h9b 

Innovation Strategy    

Internal Firm conducted internal R&D: "1" Yes "0" No ICS B01 

External Firm conducted external R&D: "1" external "0" No ICS B03 

RIQ    

Customs and Trade 

Using the response options on the card; To what degree is Customs and Trade 

Regulation an obstacle to the current operations of this establishment? (Answer: From 0 

No Obstacle to 4 very severe obstacle) 

ES D30b 

Crime, Theft and Disorder 

Using the response options on the card; To what degree is Crime, Theft and Disorder an 

obstacle to the current operations of this establishment? (Answer: From 0 No Obstacle to 

4 very severe obstacle) 

ES i30 

Tax rates  

Using the response options on the card; To what degree is/are Tax rates an obstacle to 

the current operations of this establishment? (Answer: From 0 No Obstacle to 4 very 

severe obstacle) 

ES J30a 

Tax administration  

Using the response options on the card; To what degree is/are Tax administration an 

obstacle to the current operations of this establishment? (Answer: From 0 No Obstacle to 

4 very severe obstacle) 

ES J30b 

Business licensing and permits  

Using the response options on the card; To what degree is/are Business licensing and 

permits an obstacle to the current operations of this establishment? (Answer: From 0 No 

Obstacle to 4 very severe obstacle) 

ES J30c 

Political instability  

Using the response options on the card; To what degree is/are Political instability an 

obstacle to the current operations of this establishment? (Answer: From 0 No Obstacle to 

4 very severe obstacle) 

ES J30e 

Corruption  

Using the response options on the card; To what degree is/are Corruption an obstacle to 

the current operations of this establishment? (Answer: From 0 No Obstacle to 4 very 

severe obstacle) 

ES J30f 

Courts  

 

Using the response options on the card; To what degree is/are Courts an obstacle to the 

current operations of this establishment? (Answer: From 0 No Obstacle to 4 very severe 

obstacle) 

ES H30 



  

 

 

1512 

5.3. Method  

Due to the binary nature of the dependent variable, we choose to use a logistic 

regression model to analyze the data. All in all, we use 7 models to test our 

hypotheses. Model 1 is a baseline model, in which we include only control variables. 

Model 2 has internal innovation strategy variable so we could examine the effect of 

that strategy on process innovation. Model 3 develops from the baseline model and 

added external innovation strategy variable. Model 4 includes both internal and 

external innovation strategy variables. Model 5 and 6 used to test moderate effect of 

regional institutional quality on the relationship between each innovation strategy and 

process innovation. Model 7 is a full model which provides main effects and 

moderation effects including control variables. 

6. Results   

Table 2 provides the descriptive statistics and correlation matrix for all variables. 

In our sample, firms have an average age of 13.77 years and the average number of 

employees is 149. In total, 48.98 percent of the firms in our sample reported that they 

have introduced new process innovations. This figure is markedly higher than the 

average rate of innovation observed in the EU (21.6 percent). The reason might be 

because of the subjective definition of process innovation in the survey, while 

innovations are likely to be more incremental and less radical in developing countries 

(Cirera and Muzi, 2016). However, only 4.76 percent of the firms declared they have 

external innovation activities, whereas 16.67 percent of the firms in our sample 

reported to have internal innovation strategies. This table also demonstrates VIFs, 

which are all well below 10. The mean of VIF is only 1.16 so we could conclude that 

multicollinearity is not an issue in our data. 

In our baseline model, the control variables show no significant association with 

firms‘ process innovation. However, in models with internal innovation strategy 

(model 2, model 4, model 5 and model 7) firms‘ age shows a negative significantly 

correlated with firm innovation. That means the younger firms which follow internal 

innovation strategy are likely to produce process innovation more than their older 

counterparts.  

Model 2 and model 3 help us to test hypothesis 1a and 1b, statistical results 

strongly support both hypothesizes. Therefore, we could conclude that firms that 

follow an internal innovation strategy are more likely to introduce process innovation 

as are firms that follow an external innovation strategy. This is in line with literature 

that when firms  
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Table 2. Descriptive statistics and correlations (n=294) 

 

    Mean SD VIF Min. Max. 1 2 3 4 5 6 

1 Process innovation 0.49 0.50 

 

0.00 1.00 1.00 

     

2 Age (Log) 2.42 0.63 1.17 0.00 4.22 0.01 1.00 

    

3 Size (Log) 3.76 1.41 1.16 0.69 8.85 0.03 0.36 1.00 

   

4 Internal Innovation Strategy 0.17 0.37 1.22 0.00 1.00 0.44 0.07 0.13 1.00 

  

5 External Innovation Strategy 0.05 0.21 1.23 0.00 1.00 0.16 0.11 0.11 0.41 1.00 

 

6 Regional Institutional Quality 0.00 1.00 1.02 -0.84 2.18 -0.02 -0.12 -0.07 -0.05 0.05 1.00 

do R&D activities, they could bring process innovation whether those activities 

is conducted by themselves or together with outsiders (Cassiman and Veugelers, 2002, 

Quintane et al., 2011, Freel and Robson, 2016).  

When we run models with regional institutional quality as moderation, it shows 

that regional institutional quality does moderate the effect of innovation strategy on 

process innovation. Model 7 is the best model as it has lowest AIC and BIC. The 

results from this model represent statistically significant relationship between internal 

innovation and external innovation strategy with process innovation. However, 

regional institutional quality moderates those relationships differently. The level of 

RIQ negatively moderates the effect of internal R&D on process innovation hence we 

cannot accept Hypothesis 2a. However, the result supports hypothesis 2b with a 

positive significant statistical outcome. In the other word the level of RIQ is likely 

positively moderates the effect of external R&D on process innovation. We accept 

hypothesis 2b.      

Figure 1 illustrates that internal innovation always pays off but when the 

institutional environment is week it is more. In other words, the lower level of regional 

institutional quality increases the effect of internal innovation strategy on process 

innovation.  
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Figure 1. Predictive margins of internal innovation strategy 

 

 

 

Figure 2 shows that the external innovation strategy only pays off when the 

institutional environment is strong otherwise it has negative effects.  

Figure 2. Predictive margins of external innovation strategy 

 

Zqi: regional institutional quality; Is: Internal strategy; Es: Exteranl strategy 
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7. Discussion and conclusion 

This research has confirmed the essential role of R&D in Vietnamese firms for 

process innovation. Whether firms in Vietnam do R&D on their own or collaborate 

with outsiders, they increase their chance to have process innovation. This supports the 

idea of open innovation that internal R&D is not the only way, firm could access with 

new information from outside which helps them to attain and sustain innovation 

performance (West and Bogers, 2014, Chang et al., 2012).   

The interesting remark in our research related to the findings with regional 

institutions quality moderation on the relationship between innovation strategies and 

process innovation. The World Bank conducted the survey in four different 

Vietnamese regions which are not only diverse in term of geography but also 

institutional backgrounds. Vietnam launched economic and political reforms in 1986 

and since then the country committed to improve their institutions. Hence, it has 

improved incentives for production and growth. Vietnam‘s devolution has brought 

many positive outcomes. First, the lower levels of government (e.g. provincial 

authorities) are decentralized of powers and responsibilities. In addition, it comes 

together with an eased entry for non-state providers of services and greater autonomy 

for management of state facilities. Hence, those changes are believed to support 

innovation and increase the variety of services. However, when provinces are 

empowered, they are able to make different policies that favor their own region while 

ignore the impacts of their policies on their neighbors (Ha et al., 2009). An example of 

that is when local authorities have the authority to allocate land and they make 

different land-use management. Some regions have industrial zones-use policy that is 

supportive for firms and could attract investment more than the other regions. The 

provincial competitiveness index report which is designed to assess the ease of doing 

business, economic governance and administrative reform efforts by the Vietnamese 

provincial and city governments in order to promote the development of the private 

sector, has shown a large variation in regional institutional quality in Vietnam. 

Although the overall situation has been improved than previous year, administrative 

procedures, land access and legal environment remain major obstacles for firms ( e.g. 

lowest score for legal environment is 3.86 out of 10 in Cao Bang province while the 

highest is 7.16 in Da Nang city) (VCCI and USAID, 2016). 

Doing business in the institutional environment like that in Vietnam, the relation 

between innovation strategy and process innovation are now proved to be affected 

empirically.  
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Regional institutional quality moderates differently on each type of innovation 

strategy. We find that regional institutional quality negatively moderates the effect of 

internal innovation strategy on innovation output. When RIQ is weak, internal R&D 

will bring better process innovation performance while external R&D only useful 

under strong institutional environment. This could be explained by the fact that when 

RIQ is feeble that also means unstable law, high crime, more obstacles when doing 

business. Under that situation, firms might find much more difficult to collaborate with 

others and/or protect their intellectual property (Lu et al., 2008). Firms might find that 

it is much safer to do it on their own. This is also true when we tested with external 

innovation strategy variable, it shows that external innovation strategy only brings 

fruitful result under strong institutional environment. Under poor institutional 

environment, it even has negative effects on process innovation. This is in line with 

Hill (2007) as he also mentioned that lagging or improper institutional infrastructures 

may discourage or even restrain innovation. The reason might be because lack of 

enactment and/or enforcement of strong laws protecting intellectual property right 

might cause ineffective collaboration when firms follow external innovation strategy. 

For instance, when firms collaborate with partners in a joint research however, its 

partners break the contract and spread the idea around so firms could not proceed their 

research. Hence, it is wasteful of time and money while firms might get back no 

innovation outcome. This might imply an advice for firms that they should decide to 

locate in a region with better institutional quality for a better process innovation. 

As such, to enhance better innovation outcomes from any innovation strategy 

that firms follow, we suggest enhancing appropriate institutional systems, such as 

patent laws and copyright laws in Vietnam. Our findings show that regional 

institutional plays a vital role in moderating the effect of innovation strategies on 

process innovation. Hence policy makers should focus on improving governance 

especially strengthen the institutional environment in which firms operate their 

business by enhancing regulatory quality, enforcing rule of law and fighting 

corruption. However, this challenge is on only in national wide but also in every 

region in Vietnam. A proper regional institutional quality might decrease disparities in 

innovation output in each region of Vietnam.  
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Table 3. Logistic Regression model results 

 

Model 1 

DV= Product 

Innovation == 1 

Model 2 

DV= Product 

Innovation == 1 

Model 3  

DV= Product 

Innovation == 1 

Model 4 

DV= Product 

Innovation == 1 

Model 5 

DV= Product Innovation 

== 1 

Model 6 

DV= Product 

Innovation == 1 

Model 7 

DV= Product Innovation 

== 1 

 
B SE P>|z| B SE P>|z| B SE P>|z| B SE P>|z| B SE P>|z| B SE P>|z| B SE P>|z| 

Age (log) -0.02 0.04 0.59 -0.08** 0.03 0.02 -0.07 0.08 0.43 -0.08** 0.03 0.01 -0.09** 0.04 0.02 -0.09 0.11 0.45 -0.08* 0.04 0.06 

Size (log) 0.05 0.10 0.63 -0.03 0.13 0.80 0.03 0.11 0.79 -0.03 0.13 0.80 -0.03 0.13 0.83 0.03 0.11 0.79 -0.04 0.13 0.79 

Internal 

Innovation 

Strategy 

   

4.34*** 1.25 0.00    4.63*** 1.45 0.00 17.39*** 1.40 0.00 

   

27.12*** 1.73 0.00 

External 

Innovation 

Strategy 

      

1.91** 0.83 0.02 -0.85 0.66 0.20 

   

2.04* 1.06 0.05 -10.80*** 0.73 0.00 

Regional 

Institutional 

Quality 

(RIQ) 

            

0.03 0.13 0.84 -0.06 0.16 0.73 0.02 0.13 0.88 

Moderations 

                     Internal 

Innovation 

Strategy*RIQ 

            

-7.06*** 0.54 0.00 

   

-11.57*** 0.74 0.00 

External 

Innovation 

Strategy*RIQ 

               

-0.27 0.51 0.60 5.06*** 0.32 0.00 

Constant -0.18 0.22 0.42 -0.13 0.38 0.74 -0.07 0.29 0.82 -0.12 0.38 0.74 -0.12 0.41 0.77 -0.03 0.37 0.95 -0.10 0.40 0.80 

Model 

information 

                     Type of 

Model Logistic regression Logistic regression Logistic regression Logistic regression Logistic regression Logistic regression Logistic regression 

Observations 294.00 

  

294.00 

  

294.00 

  

294.00 

  

294.00 

  

294.00 

  

294.00 

  Prob> Chi2 0.87 

  

0.00 

  

0.00 

  

0.00 

  

0.00 

  

0.00 

  

0.00 

  Pseudo R-

Square 0.00 

  

0.17 

  

0.02 

  

0.17 

  

0.18 

  

0.02 

  

0.19 

  AIC 413.13 

  

343.51 

  

404.57 

  

343.05 

  

341.07 

  

404.05 

  

340.05 

  BIC 424.18     354.56     415.62     354.10     355.80     415.10     354.78     

All reported standard errors are robust clustered standard errors at the regional level;  

       * p<0.10  

       ** p<0.05  

       *** p<0.01 
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Abstract: 

Logistics have been fundamental to economic activities and social well-being for 

centuries, but it is only over recent years that this has received interest as a key determinant 

of business performance in Vietnam. The importance of efficient Logistics is now widely 

accepted by both entrepreneurs and policymakers. More efficient transport and Logistics can 

play a significant role in reducing the cost of doing business and upgrading overall 

productivity. While the Vietnam Logistics sector is only at an early stage in its development, 

demand for such services is growing fast. Joining WTO and signing bilateral and multilateral 

agreements have brought opportunities and challenges to Vietnam business community and to 

Logistics service enterprises. Statistics from Vietnam Logistics Association (VLA) shows the 

number of Logistics enterprises in Vietnam has increased from 600-700 in 2007 to 3,000 in 

2018. However, Vietnam Logistics enterprises hold 20% of the market share only, the rest 

belongs to foreign enterprises (MoIT, 2018). This paper attempts to study and analyze 

opportunities and challenges in developing Vietnam Logistics sector. Basing on Logistics real 

data, the paper gives some suggestions to develop this sector in the integration process.  

Keywords: Logistics; logistics sector, supply chain management. 

 

1. Introduction 

According to Council of Supply Chain Management Professionals, Logistics is a 

part of the supply chain management processes that plans, implements, and controls 

efficient, effective forward and reverse flow, storage of goods, services, and related 

information between the point of origin and the point of consumption in order to meet 

the customers' requirements. The aim of Logistics is to deliver goods at the right time, 

right place with the right quantity and right quality.  
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In Vietnam, the Commercial Law dated 14/6/2005 provides "Logistics services 

are commercial activities whereby traders implement one or several stages including 

receiving, shipping, warehousing, storage, customs, other procedures, client 

consultation, packaging, coding symbols, delivery or other services related to the 

goods as agreed with the customer to be remunerated. The Word Bank (2018) forecast 

economic growth of 12 percent by 2020 with export and import turnover standing at 

$623 billion, bolstering Vietnam‘s already solid reputation as an investment 

destination of choice. Vietnam‘s USD-60 billion Logistics has become one of the key 

drivers of the country‘s competitiveness, paving the way for the smooth movement of 

goods in domestic market and strongly contributing to the foreign trade growth (MoIT, 

2018). This sector has been growing at 20% per year and is expected to sustain double-

digit growth for the next 10 years by a growing economy, increasing size of the 

manufacture, export and retail as well as a thriving e-commerce sector.  

However, most Vietnam‘s Logistics providers are small and medium size and 

short on capital and infrastructure such as warehousing, IT, and even vehicles. 

Besides, Vietnam also lacks a comprehensive legislative policy and strategy to 

promote the development of Logistics sector. Therefore, many foreign firms when 

investing in Vietnam encountered many obstacles, and majority of them are on the 

legal side. Vietnam has been favored with strategic geographical location, especially 

for trading. Vietnam Sea has been recognized as an important gateway between arising 

economies of Asia and the world. This is one of the important factors contributing to 

the development of Vietnam Logistics sector.   

2. Literature review 

It is believed that the Logistics activities originated from military field in ancient 

wars. Thousands of years ago, Logistics has been considered as the basis of military 

strategy and tactics, the decisive factor for the rapid march of the Great Alexander and 

his Macedonia army (Engels, 1980). According to the Council of Logistics 

Management (1985), Logistics is the process of planning, implementing and 

controlling the efficient flow and storage of raw materials, in-process inventory, 

finished goods, services, and related information from point of origin to point of 

consumption (including inbound, outbound, internal and external movements) for the 

purpose of conforming to customer requirements.  

Logistics is a common topic for many scholars. Kotler (2001) considered that 

Logistics as the activity of planning, implementing, and controlling the physical flows 

of materials and finished goods from the point of origin to the point of use to meet 
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customer‘s need. It is an indispensable complementary sector for the other business 

activities. Logistics develops, facilitates and optimizes the flow of material, goods and 

information through many nodes of transportation, production and distribution. The 

development of Logistics sector, therefore, is very important. It is not just a mission 

for any enterprise, but government should consider this as a national plan of 

development (Porter, 2004). Christopher M., (2005) also argued that Logistics is a 

planning orientation and framework that seeks to create a single plan for the flow of 

products and information through a business. And, Logistics is also decisive factor to 

increase productivity, and at the same time, prepare an attractive investment 

environment for both international and domestic stakeholders (Banomyong, Thai, & 

Yuen, 2015).  

All definitions have a common ground that highlights the importance of Logistics 

sector in business and the economy. The seamless flow is the key to determining the 

efficiency and the reliability of the Logistics sector. Whether it is in inventory, 

transporting, warehousing, manufacturing, packaging or distributing phase, a capable 

Logistics system ensures that the material, semi-finished or finished product would be 

delivered safely to the end node at shortest time and lowest cost. As a result, efficient 

and reliable Logistics enhances the productivity and competitiveness by reducing cost 

and wasted time. And thus, it does not only benefit the one at the end of the supply 

chain but for the whole system. 

In fact, seamless and sustainable Logistics is an engine of growth and of 

integration with global value chains. Without it, trading costs would be much higher as 

well as global integration severely affected. The benefits of Logistics Carruthers, 

Bajpai and Hummels (2003) listed down five major advantages of having an advance 

Logistics sector. Firstly, a good Logistics provider can help reduce the cost of moving 

goods between seller and buyer, especially cross-country. The customers, therefore, 

pay less while the producers receive more profit. Secondly, Logistics can make the 

timing of the delivery more reliable. It means that producers and retailers no longer 

need to overstock, saving money because large inventory can cost up to 55% of the 

inventory‘s value itself (Richardson, 1995). This is a concerned topic in developing 

country like Vietnam due to poor infrastructure and urban congestion. In addition, a 

seamless flow of goods can smooth out the price fluctuation between market-caused 

supply and demand differences. This is especially true in agriculture market when one 

region may enjoy surplus output while other may suffer from shortage. In fact, global 

Logistics sector is the reason why multi-national corporations can establish their 
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business all over the world. And finally, Logistics capabilities are the requirement for 

the country to move up the value chain from resource extraction to sophisticated 

manufacturing. For example, electronic devices and other types of cargo that require 

timely delivery, careful cargo handling and standardization demand better Logistics 

and transport service rather than iron ore and bulk grain. This is a challenge but also an 

opportunity to become a competitive exporter of the region.  

3. Situation of Logistics development in Vietnam 

3.1. Number of Logistics enterprises 

According to the latest report from the World Bank, Vietnam‘s position on the 

Logistics Performance Index (LPI) in 2018 has raised 25 places compared to two years 

ago, jumping to 39th among 160 surveyed countries. Vietnam was ranked the first in 

emerging markets and the highest among low middle-income countries (World Bank, 

2018). The country‘s Logistics sector has many enterprises established and operated. 

According to the Vietnamese Logistics Association (VLA) (2018), currently, there are 

about 300,000 enterprises involved the Logistics sector, mainly for freight, forwarding, 

warehousing, loading and unloading services, transport agents, etc. and focusing in 

Hanoi and HCM City.  

However, 90% of Vietnamese Logistics enterprises have small size with the 

registered capital below 10 billion VND. Most Vietnamese Logistics companies are 

just 2PL (secondary party Logistics) providers that use their own assets to provide 

basic Logistics services like transportation and warehousing and no providers of 

system-level integrated services and solutions. Only around 15% of Vietnamese 

Logistics providers today are capable providing such 3PL services that have a 

substantial competitive advantage (VLA, 2018). They are the leading Logistics 

companies in Vietnam such as SNP, Gemadept, Transimex, Indotrans, TBS Logistics, 

BK Logistics, U and I Logistics, TBS Logistics, Sotrans, Vinalink Logistics, Vinafco 

etc. The world leading multinational Logistics companies also have operated in 

Vietnam, such as Maersk Logistics, APL Logistics, NYK Logistics and MOL 

Logistics. Most foreign firms in Vietnam can offer third - or fourth-party Logistics 

services (3PL or 4PL) and dominate the market share of approximately 75% with 

professional and modern technology as in developed countries.  

3.2. Operating areas of Vietnam Logistics enterprises 

Vietnamese Logistics firms mainly supply domestic Logistics services, such as 

domestic transportation services, seaport services, airport services, warehousing 
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services, customs declaration, inspection and testing of cargo, loading and unloading 

of goods. In addition, Vietnamese Logistics enterprises only supply services within 

domestic or some regional countries while many foreign companies such as APL 

Logistics has partners at nearly 100 countries and the number is 60 in Maersk. Or, they 

take a part in international Logistics services as agents for foreign firms who are goods 

owners, ship owners or international logistic providers. This is one of the obstacles for 

Vietnam Logistics enterprises to provide full package services to customers. In the 

trend of globalization, shippers tend to outsource from many countries and territories 

around the world. Although it may consider the role of agents established by Vietnam 

companies in other countries, this relationship is often quite loose and heterogeneous. 

3.3. Transport infrastructure 

Vietnam with a 3,200 km coastline, depends heavily on sea freight transportation 

for its external trade. Since 2007, Vietnam‘s container port throughput has been 

expanding at a compound annual growth rate of 12.5%, reaching 8.1 million TEUs in 

2013 (double the volume seen in 2007) and 11.9 million TEUs in 2017. Driven by 

exports from foreign-invested manufacturers and by the import of intermediate and 

capital goods, Vietnam‘s external trade again flourished in 2017, with exports and 

imports growing by 14% and 12%, respectively. Vietnam has many geographical 

advantages to access the world‘s trade routes. Not surprisingly, maritime transport is 

the predominant mode of facilitating trade, with cargo mainly handled by the shipping 

hubs situated at either ends of the country. Currently, the bulk of sea cargo throughput 

is concentrated at the ports of Ho Chi Minh City (e.g. Cat Lai New Port) in the south, 

and the Haiphong Port in the north. Together, they account for more than 70% of the 

country‘s total cargo throughput. 
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Table 1: Containerized Cargo Throughput of Vietnam‟s Major Ports (2017) 

AREA Vessel Throughput  

Volume (TEUs) 

Share of  

total (%) Port Calls 

NORTHERN 9.166 2.772.505 27,06 

Hai Phong 1.996 1.110.239 8,79 

Dinh Vu 640 661.372 3,41 

Nam Hai Dinh Vu 550 639.523 3,53 

Others 5.980 361.371 11,33 

CENTRAL 8.518 524.678 10,98 

Nghe Tinh 1.305 59.783 1,34 

Da Nang 1.860 349.500 2,95 

Quy Nhon 1.627 115.395 2,64 

Others 3.726 0,00 4,04 

SOUTHERN 14.380 8.668.431 61,96 

Cat Lai New port 3.681 4.462.868 24,63 

Sai Gon 1.307 320.523 3,92 

CMIT 309 724.803 4,00 

Others 9.083 3.160.237 29,41 

TOTAL 32.064 11.965.614 100,00 

Source: Vietnam Seaports Association (2018) 

However, most seaports in Vietnam are not designed for loading and unloading 

of specialized vessels, many ports outside of Ho Chi Minh City are designed for bulk 

cargo only. Many ports do not have maritime services directly connecting Vietnam 

with seaports in Europe or the US. On the other hand, domestic airports also lack 

equipment for loading and unloading goods. Existing warehousing systems across the 

country are not suitable for fast-loading goods, many of which have been exploited for 

more than 30 years and do not meet international standards.  

3.4. Logistics costs 

Total Logistics costs in Vietnam are estimated at US$ 39.6 bn in 2017, 

equivalent to 18% of GDP. The rate in China is 15.4%, in developed countries like the 

United States (US) and Europe is about 8 - 9%. The main reason is that Vietnam's 

transport infrastructure is too old and overloaded, complex administrative management 

system and Vietnamese manufacturers are not actively using rental services.  
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Figure 1: Logistics Costs in GDP (Selected Countries) 

 

Source: FiinGroup (2018) 

In addition, time trading across borders of Vietnam is also lower than Asean 

countries and cost of trading across borders is still higher. This problem will reduce 

competitiveness of Vietnam Logistics services compared to other countries in the 

world as well as countries in the Southeast Asia region. 

Figure 2: Time of Trading Across Borders (Selected ASEAN Countries) 

 

Source: World Bank (2018) 
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Figure 3: Cost of Trading Across Borders (Selected ASEAN Countries) 

 

Source: World Bank (2018) 

3.5. Human resources 

The labor force in Vietnam only meets about 40 percent of the demand of the 

Logistics sector. Moreover, human resources are not only in low quantity but also have 

limited professionalism. A survey by the HCM City Research and Development 

Institute (2016) on the quality of Logistics human resources revealed that 53.3 percent 

of enterprises lack qualified staff who possess good knowledge of Logistics, 30 

percent of firms must retrain their employees and only 6.7 percent of businesses are 

satisfied with the expertise of their employees. The survey also revealed 80.26 percent 

took part in training courses, 6.9 percent were being trained by foreigners and only 3.9 

percent were trained abroad. 

Besides, the main human resource for this sector is taken from shipping agents, 

and ocean freight forwarding companies. Human resources are trained from many 

different sources. There are three forms of Logistics training: University, vocational 

schools, associations and businesses. Statistics show Vietnam has 15 Logistics training 

establishments; however the number of teachers is insufficient.  

3.6. Legal 

Laws and regulations effected within the Logistics sector are dependent on the 

political environment which formulates such laws and regulations. Governmental 

policies and regulations of Viet Nam on the Logistics sector are not clear enough to 
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create conditions for the country‘s fledgling Logistics sector to develop. However, 

recently, favorable policies for industrial activity have led to the growth of Foreign 

Direct Investment (FDI) flows and the establishment of more privately-owned 

Vietnamese enterprises. This has given great momentum to the nation‘s industrial 

sector and resulted in the multi-fold growth of its international trade. 

4. Opportunities and challenges in developing Logistics sector in Vietnam  

4.1. Opportunities  

Firstly, potential for GDP growth. Vietnam has many advantages to develop the 

Logistics sector, increasing GDP for the country. Logistics demand is traditionally 

paralleled with overall GDP growth and trade volume expansion. Vietnam improving 

economic indicators are welcome news for the Logistics sector. 

Figure 4: Vietnam Annual GDP Growth 

 

Source: GSO of Vietnam (2019) 

Secondly, many market barriers are removed. With the integration policy, 

Vietnam is accelerating the process of economic integration through reforms of 

mechanisms, policies, administrative procedures, building a system of economic and 

financial laws in line with information international rules. Becoming an official 

member of WTO, Vietnam also have many chances to open market with countries and 

regional areas. 

Thirdly, the advantage of the region, Vietnam has an important position for 

international transport, located in strategic areas in Southeast Asia. The coastline 

stretches over 3,200 km, with many deep-water ports, international airports, 
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transnational railway systems and transportation networks. These are a good chance 

for Logistics development.  

Fourthly, Logistics sector is being interested and attract the attention of the 

government and authorities. 

Finally, with the strong development of information technology, from 2005, 

Vietnam has implemented electronic customs clearance. This is one of necessary 

conditions for Vietnam‘ Logistics sector as well as meet requirements of international 

economics integration. 

4.2. Challenges 

There are many challenges and limitations of the Logistics sector in Vietnam 

have been mentioned for a long time: poor infrastructure; high cost; small-sized 

enterprises, inadequate legal environment; lack of qualified human resources; 

differences in legal system, cargo clearance, and administrative procedures.  

Figure 5: Logistics Performance Scores, Vietnam 

 

Source: FiinGroup (2018) 

Both local and foreign Logistics enterprises often indicate that underdeveloped 

transport infrastructure is one of the most challenges for Logistics development in 

Vietnam. In fact, Logistics facilities, such as warehouses and container freight stations, 

are not easily accessible, as they are often located far from either ports or manufacturing 

plants. Moreover, several port development projects have failed to consider the need for 

infrastructure and support facilities, including the importance of highway access to 

container terminals. Inevitably, this has hindered the efficient movement of cargo to and 
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from the ports. It is not unusual to find stretches of highway in Vietnam that consist of 

less than four lanes, making them unsuitable for rapid transit. 

Many of the highways linking the ports with industrial parks or city centers, as 

well as the port terminals, are highly congested. This congestion causes delivery 

delays that increase transportation costs. The reason for this problem is that the fast 

growth of the number of industrial parks has outpaced infrastructural development. 

The problem is severe in the northern provinces, where the infrastructure is less 

developed when compared with the south. Traffic and port congestion often lead to 

delays in transporting cargo from the factories to ocean carriers and can impede the 

delivery of imported parts and components, resulting in higher inventory carrying 

costs for manufacturers.  

Most Vietnamese Logistics enterprises operate on small scale, limited capacity, 

inefficient linkages. Vietnamese Logistic enterprise‘s financial potential is not 

strength. Except for state enterprises being privatized, most small and medium 

businesses have the average capital ratio of 4 - 6 billion Vietnam Dong, specifically, 

80% business established with capital less than 1.5 billion Vietnam Dong. As a result, 

about 80% of Vietnam Logistics market share is in the hands of a small number of 

foreign Logistics enterprises (FiinGroup 2018). 

In many passing years, the state management agencies are implementing many 

reforms to streamline administrative procedures, facilitate trade, there are still many 

difficulties in customs clearance procedures leading to the slow the speed of goods 

circulation. Although Vietnam‘s customs procedures are currently being modernized– 

a new electronic customs clearance system (‗e Customs‘) was launched in April 2014 

– delays are still common. These have largely been attributed to a few inefficient, 

manual customs processes, including cargo inspections that have attracted criticism for 

lacking in both transparency and consistency. According to several leading Logistics 

companies, Vietnam‘s customs requirements are more stringent and cumbersome than 

those in many other Asian countries. Its customs practices are also seen as 

unpredictable and bureaucratic. It takes, for example, 21 days to export a cargo 

shipment from Vietnam, compared to 14 days for Thailand and 11 days for Malaysia. 

Human resource is also a limiting factor for Vietnam Logistics development. 

Existing human resources only meet the size of enterprises and the training of human 

resources for this sector has not met the demand. The reason is that Vietnam Logistics 

workforce is in shortage of skilled manpower, because the lack of enough training and 

education in the field. Currently, the ratio of formally trained human resources in 

https://www.giiresearch.com/publisher/STOX.shtml
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Logistics accounts for the relatively low rate (only about 30%) and the rest are 

improving skills and knowledge by self- studying (Blancas Mendivil et al., 2013). 

5. Recommendations to develop Logistics Services in Vietnam 

Firstly, it is necessary to improve the infrastructure for Logistics development. A 

detailed plan for Logistics infrastructure development needs to be made in accordance 

with industrial, agricultural production and import, export plans as well as and 

socioeconomic development strategies of localities. A good rail system will contribute 

to implementing the multimodal transport better. Vietnam should prioritize to upgrade 

the railway section having larger flow of goods such Hanoi – Quang Ninh, Hanoi - Hai 

Phong, Hanoi - Thai Nguyen, Hanoi - Ha Nam, Hanoi – Vinh Phuc, Hanoi – Thanh 

Hoa - the main railways connecting Hanoi with the main industrial zone in North of 

Vietnam. It needs to upgrade and maintain railways from Da Nang - Phu Yen in the 

central region, the Ho Chi Minh - Binh Duong in the South of Vietnam. We need 

upgrade the Logistic centers to meet the requirements of a Logistic center such as 

communications infrastructure, storage systems, specialized warehouses (cold storage, 

petroleum storage, and dry storage).  

Secondly, it is necessary to create an adequate legal framework and suitable 

policies to facilitate the development of Logistics services. Specifically, Vietnam 

needs to amend and supplement Logistics-related contents of the Commercial Law, as 

well as create suitable policies to promote rapid and sustainable development of 

Logistics sector in accordance with Vietnam‘s World Trade Organization (WTO) and 

free trade agreement commitments. 

Thirdly, it is necessary to enhance business capability and service quality 

through attracting domestic and foreign investment into Logistics development. 

Vietnamese Logistics enterprises need apply information technology in operating and 

managing Logistics supply chains and training activities. In addition, the enterprises 

should integrate their Logistics services with production, import, export, and 

circulation of goods. 

Finally, Human resources are the key for success. It is necessary to boost training 

to improve the quality of human resources, standardize training curriculums at the 

university, college, and technical high school levels. Besides, in the Logistic 

development processes, it must also force on improving the quality of managers and 

employee team. The enterprises can hire experts from developed countries to support 

training personnel for Logistic sector. 
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Study of orientation on development of Vietnam Logistics services has an 

important role in economic development. Like a developing country, the Logistics 

accounts for most of the previous manufacturing process, manufacturing, services, and 

distribution products. Therefore, Logistics establishment must improve on productivity 

in response to market requirements. Although, some obstacles facing by the Logistics 

enterprises may not be solved at once, determination in the right direction to enhance 

the sector‘s completeness is essential. 
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Abstract: 

This paper investigates the effects of social factors, including social status and norms 

on the probability of bribe-giving of citizens when using public services. It uses the Probit 

model to analyze data adapted from the Vietnam Global Corruption Barometer and Vietnam 

Public Administration Performance Index surveys. The empirical results find that people with 

low education are more likely to give bribes due to anxiety and fear, while the poor and 

unemployed are less likely to offer bribes due to their limited ability to pay bribes. Citizens 

living in communities that accept corruption accusations and have strong anti-corruption 

culture are less likely to give bribes. Those living in rural areas where village culture is 

profound are also less likely to offer bribes when using public services. These empirical 

results shed light on the design and implementation of anti-corruption measures in Vietnam. 

Keywords: Bribe-giving, Citizens, Social-culture norms, Social Status. 

 

1. Introduction 

Studies on corruption or anti-corruption are increasingly received attentions of 

researchers, managers, and practitioners. It is now widely accepted that the impact of 

corruption on economic development at the national level is negative as corruption 

deters foreign investment, inhibits innovation, and constrains growth. The more recent 

studies have shown that from economic perspectives, corruption undermines 

innovation, damages firm integrity, erodes trust and thus crucially restricts firms‘ long-

term sustainability (T. V. Nguyen, Ho, Le, & Nguyen, 2016). Besides, corruption may 

reduce firms‘ competitiveness and resources accessibility, which results in unfairly 

allocating between incomes groups and increasing inequality in the economy (Hunt & 

Laszlo, 2012).  

As a critical facet of corruption, bribery is defined as the offering, promising or 

giving something in order to influence a public official in the execution of his/her 
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official duties (Guvenli & Sanyal, 2012). Bribes can take the form of money or other 

pecuniary advantages. The World Bank estimates that more than USD 1 trillion in 

bribes are paid each year out of a world economy of USD 30 trillion- 3% of the 

world‘s economy (Guvenli & Sanyal, 2012). In countries with corrupt public 

employees, citizens may need to pay petty bribes to get public services such as health, 

education, and police. Annually, around 1.6 billion people have to pay bribes to get 

these services (Rose, 2015). Having to pay bribes for these services violates the rule 

of law and directly affects civil rights to access public services, which reduces the 

confidence in government authorities and the quality of local governance (Le, 2017). 

In Vietnam, the proportion of people having to give bribes when using public 

services is considerable. Survey data indicates that 47% of the respondents paid 

bribes for traffic police, 32% of them paid unofficially for education service, and 

25% of them paid for healthcare services (WorldBank, 2012). About 61% of citizens 

bribe when using public service or having administrative transactions (Transparency 

International, 2018).  

The literature is not in consensus on what motivates engagement of citizens in 

bribe-giving behaviors. The mainstream research explaining why people paying bribes 

bases on economic risk and gain from bribery through the cost-benefit analysis. An 

individual making a choice of whether paying a bribe or not to avoid sanctions must 

evaluate if bribes bring economic gain. And the profit-maximizing approach also 

shares interests on the economic gain as a vital explanation on why people paying 

bribes. Some studies argue that bribery is a cultural phenomenon (Steidlmeier, 1999; 

Fisman & Miguel, 2007), and the profit motives are not rational for individuals to give 

bribes, which also differs from firms‘ motives. Thus, it is essential to understand how 

social factors such as social status and norms affect bribe-giving behaviors of citizens 

under the Vietnam-specific culture. 

By using the data adapted from the Global Corruption Barometer (CGB) 

conducted by Transparency International and Vietnam Public Administration 

Performance Index (PAPI) survey and Probit estimated models, this study investigates 

how social status and norms affect the bribe-giving behaviors of Vietnamese citizens. 

Empirical results indicate that people of lower social class have a mixed effect on 

bribe-giving behaviors. For example, the unemployed and the poor are less likely to 

give bribes than others due to their lower ability to pay; while citizens with low 

education level are more likely to engage with bribe-giving activities because of fear 

and anxiety. People with higher discretion authority also are less likely to bribe since 
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they have more choices than just giving the bribes. Regarding the social norms, a 

―culture of anti-corruption‖ might reduce the probability of bribery, and the ―village 

culture‖ associates with lower the probability of giving bribes.  

Contribution of this study to the literature is threefold. Firstly, it indicates that the 

low-social status citizens associate with bribe-giving behaviors depending on the 

dominant of their ability to pay or fear and anxiety effect. Secondly, social-cultural 

norms on corruption strongly engage with the bribe-giving activities of citizens. 

Thirdly, this study is among the pioneer on the bribe-giving behaviors from individual 

perspectives in Vietnam. The empirical result would shed light on the anti-corruption 

agenda for Vietnam and other transitional economies. 

The paper is organized as follows. Following this introduction, section 2 provides 

a brief literature review on social status, norms, and bribe-giving. Section 3 describes 

the theoretical framework and hypothesis development, while Methodology is 

mentioned in section 4. Section 5 provides the empirical results and discussions. 

Section 6 concludes the paper.  

2. Literature review 

Previous studies have addressed the extent to which bribery is an accepted part of 

doing business in different countries and how the economic, political, cultural factors 

associated with corruption. These studies are conducted from both the firm‘s 

perspective and individual perspective. At the national level, factors such as legal 

systems, economic factors, social institution, and culture have been examined (Alatas, 

Cameron, Chaudhuri, Erkal, & Gangadharan, 2009; V.-H. Nguyen, 2008; Požega, 

Crnković, & Sučić, 2011; Wang, 2006). Some studies have studies firm-level 

variables, such as firm size, growth rate, and organizational structure and governance 

(H. Akbar & Vujić, 2014; Malesky, Gueorguiev, & Jensen, 2015; T. T. Nguyen & Van 

Dijk, 2012). Alternatively, individual-level factors, such as gender, leadership style, 

individual attitudes and attributions also have been considered in the research of 

(Abbink, Freidin, Gangadharan, & Moro, 2018; Lan & Hong, 2017; T. V. Nguyen, 

Bach, Le, & Le, 2017; Tuliao & Chen, 2017).  

Corruption in previous studies focuses on definitions and measurement of 

corruption, the impact of corruption on socio-economy, foreign investment, and 

innovation of firms in different contexts. These studies often focus on corruption with 

large contracts and some addresses on petty corruption, in which, bribery is a form of 
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corruption in view of bribe offers. The rationale of bribe-giving behaviors can be 

categorized into two levels: corporates and citizens.  

On corporate-level analysis, bribery allows entrepreneurs to develop and foster a 

network of informal relationships with public officials, and reap the accompanying 

benefits; but it also may have threats such as an inefficient allocation of resources (De 

Jong, Tu, & van Ees, 2012). There might be three types of benefits for firms bribing 

((T. V. Nguyen et al., 2016). First is legitimacy motives that are firms‘ way of gaining 

recognition from others. Second are transactional benefits that help firms ease 

bureaucracy, overcome barriers, or speed up the wheel of commerce, thus, save times 

and cost. The last is a competitive opportunity, which distinguishes from rivals in 

terms of what the act of corruption generates. There are two factors affecting 

corporates to bribe: the ability to pay and refusal power. Accordingly, firms having 

higher revenue and profit are more likely to pay bribes because of higher ability to pay 

and firms operating in restricted areas (state control, huge capital scale, etc.,) often 

have a lower possibility of giving bribes.   

Different from corporate-level, studies on bribery from an individual perspective 

is still quite vague. These studies are conducted mostly at the exploratory level through 

structural surveys by organizations such as World Bank, Transparency International, 

Chamber of Commerce and Industry, etc. These studies show the reasons for 

explaining why people bribe, but not to examine or measure the impact of factors on 

bribe behaviors. According to Osifo (2012), factors that can affect bribe-giving 

behaviors of an individual could be poverty, low incomes or unstable jobs; desire for 

power or convenience; desire for selfish advantage. It could be from circumstances 

like lack of basic service, poor public services, or weakness in the legal system. Graf 

Lambsdorff (2010) points out factors that affect people‘s accepting bribes, including 

demographic features, culture, religious, and wealth characteristics. Also, Hunt and 

Laszlo (2012) provide empirical evidence on the links between income and corrupt 

behaviors by individuals, which shows that among bribers, the rich use officials more 

often and the rich are more likely to bribe than the poor. The benefit of bribery is an 

avoidance of the poor service delivered to clients. The client payoffs include the speed 

of service, quality of service, and the probability of paying an official fee for service.   

In Vietnam, studies on corruption are considered widely in recent years, 

particularly in the context of a weak legal system and low ethical scruples of some 

officials. However, most of the studies focus on corporate corruption (Gueorguiev & 

Malesky, 2012; T. V. Nguyen et al., 2016; Segon & Booth, 2010; Segon, Booth, & 



  

 

 

1543 

Pearce, 2010), corruption and its impact on local governance, public service quality (T. 

V. Nguyen et al., 2017). The previous researches have not explained why people 

corrupt and bribe yet, which is a gap in the research area. For individual perspectives, 

this paper will focus on the analysis of bribing behavior based on actual individual 

experiences. Specifically, this research will examine the impact of social status and 

social norms on behavior of bribes based on citizens‘ experience.   

3. Theoretical framework and hypotheses 

Previous research has focused on the influences of economic motives on bribe-

giving behaviors, which are the mainstream at firm-level bribery. From the economic 

perspective, bribe-giving is considered as an instrumental, rational decision based on 

economic utility and profit maximization (Lan & Hong, 2017). For example, bribe-

giving is a ―get things done‖ way for individuals and organizations to achieve optimal 

economic gains. Studies on bribe behavior at the firm level have shown that firms give 

bribe based on benefits-costs analysis (Malesky et al., 2015; T. T. Nguyen & Van Dijk, 

2012; T. V. Nguyen et al., 2016). Authors argued that corruption could shorten the 

procedure, gain support from governments to overcome bureaucratic barriers or delays. 

This sort of corruption contributes advantages for firms over their competitors. 

However, economic benefits are not necessarily rational for individuals to give bribes. 

Different from firms, bribe-giving behaviors of citizens do not come from profit 

motives. At the individual level, shared socio-cultural values and norms factors could 

predict bribe-offering behaviors. Laboratory experiments, stimulating a corruption 

game, find that participants from corrupt countries display more corrupt behaviors 

(Truex, 2011). The ―culture of corruption‖ can be described where corruption is the rule.  

3.1. Social status 

Hollingshead (1975) indexed four factors of social status, including gender, 

marital status, education, and occupation. Social status relates to respect, competence 

and deference accorded to individuals, groups, and organizations in a society. Studies 

have taken to examine the connection between social status and individual‘s attitude 

and behavior, particularly, perception and behavior to corruption and bribery.  

Education and Occupation are presumed to indicate the social skills and power 

that individuals possess as they perform in society (Hollingshead, 1975). The lower 

class is typified by poverty, lack of education, and unemployment. People of lower 

class typically feel anxiety, lack of confidence and fear of being difficult while using 

public services such as welfare or even public healthcare (Le, 2017). They may be 
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more vulnerable to extortion and bribery (Hunt, 2007). Hence, the poor and the 

unemployed are more likely to pay a higher bribe and bribe more frequently than 

others. The proportion of people paying bribes is higher, and the amount of bribes is 

larger when they are disappointed with the low speed and quality of public service. 

The fear of receiving low speed or worse service often arise from the lack of 

confidence of the lower-class or the lack of trust in public administrations. Thus, the 

first hypothesis is: 

H1. The lower-class people are more likely to bribe than others.      

3.2. Social norms  

3.2.1. Discretion dimension 

Discretion drives bribes through two channels (Rose-Ackerman, 2013). First, the 

policy discretion allows officials to decide to make it difficult or easy, fast, or slow 

service procedure to his/her clients, which leads to bribe giving and accepting 

behaviors. Second, citizens who have a wide range of freedom to make decisions. In 

other words, people who feel free to choose their destiny will be more prone to 

endorse democratic values and thus, express a lower level of corruption acceptance as 

a way of exercising accountability (Lavena, 2013). People with an extensive social 

network may have a lower probability of giving bribes and higher power of rejecting. 

When citizens are older, they have greater impacts, relationships, and network; thus, 

they have more choices and power in making a decision either to pay bribes or not 

when using public services. 

H2. The higher discretion authority of citizens leads to the lower probability of 

giving bribes.    

3.2.2. Village culture  

In Vietnam, in village culture where the relationships of relatives and neighbors 

become intertwined, people tend to have a lower probability of bribery rather than 

those in urban culture.  

H3. Village culture associates with a lower probability of bribe-giving behaviors. 

Social norms can drive bribery in two ways (Abbink et al., 2018). First, in a 

society which bribes are not common, people may feel disinclined to offer them, or 

they may accept bribery as ―others do the same‖ and give bribes for isomorphic 

reasons. If they do not do like others, they will violate the norms. Second, in corrupt 

societies, citizens may feel fear that refusion would upset officials and receive worse 
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service or unnecessary delays. Reversely, in non-corrupt society, people may fear that 

bribe offer would upset the officials, causing embarrassment or the officials report the 

bribery attempt and prosecute the citizen. In anti-corrupt communities, where people 

refused bribe behaviors, the probability of people taking and accepting bribes will 

decrease.  

H4. A high level of anti-corruption communities reduces the probability of bribe-

giving behaviors of citizens.  

4. Methodology  

4.1. Estimated model  

Bribe-giving behavior of citizens can be affected by many factors, including 

social status, discretion authority, village culture, and characteristics of citizens. Each 

element is represented by different variables in the model (1). 

                                                                

where Y is a dependent variable of bribe-giving behavior. Yi = 1 if the citizen 

uses public services and gives bribes; Yi = 0 if the citizen uses public services but do 

not offer a bribe. X is the vector representing for social status factors, including 

education, employment, and economic situation. Z is the vector representing for social 

norms proxied by discretion, norms on anti-corruption acceptance, and village culture 

of the communities where individual living. C is the vector of control variables like 

gender, ethnic, religious, family size of the respondents.    are random errors.  

The estimated parameters in the model (1) indicate that the change of z-score 

corresponds to the change of independent variables. It is necessary to calculate the 

marginal effect of independent variables on the interested dependent variable in order 

to measure the effect of independent variables on the probability of citizens changing 

from non-bribe (Yi = 0) to bribe (Yi = 1). The marginal effect is calculated as follows: 

        

   
 

     

   

                                                      

        

   

 
     

   

                                                      

The estimated results of equation (2a) and (2b) indicates the change of 

probability that an individual paying a bribe when independent variables change from 

their mean.  
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4.2. Data  

To test the hypothesis, we use data from two sources. The first source is Global 

Corruption Barometer conducted by Transparency International in 2017. This survey asks 

citizens about their personal experience of bribery in their daily lives when using public 

services and their perception of corruption as well as their thoughts of government actions 

in fighting against corruption. The survey has been conducted in 18 provinces, representing 

six economic regions in Vietnam. The sample has 999 observations, in which each 

observation corresponds to a household, of which a member over 18 years old is surveyed. 

According to data description (see Table 1), the average age of surveyed respondents is 41, 

female accounts for 55.46%, people living in rural area occupies 35.34%. The percentage of 

respondents having jobs, full-time or part-time is 71.07%. Respondents having a highest 

level from higher secondary school comprise 96.69%. The survey results show that 100% 

of respondents used public service or have public administration transactions, in which 

61.6% of them paid actual bribes when using these services.  

Table 4. Sample description  

 Freq. Percent 

Female 435 56.46 

Male 564 43.54 

Age under 41 525 52.55 

Age over 41 474 47.45 

Religion: Buddhist 83 8.31 

Religion: Christian 29 2.9 

Religion: Muslim 01 0.1 

Religion: None 883 88.39 

Urban 646 64.66 

Rural 353 35.34 

Level of highest education: Up to high school 83 96.69 

Level of highest education: Higher school and above 916 8.31 

Working status: Working 710 71.07 

Working status: Unemployed 289 28.93 

Region: Highland 52 5.21 

Region: Mekong Delta 203 20.32 

Region: Northern & Costal Central 213 21.32 

Region: Northern Highland & Midland 124 12.41 

Region: Red River Delta 234 23.42 

Region: South East 173 17.32 

Paid a bribe  615 61.56 

No of Obs 999 100 
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The second source is Public Administration Performance Index (PAPI), the 

country‘s largest annual nationwide policy monitoring tool. Among the eight 

dimensions of PAPI index, the two selected dimensions for this study are Public 

Administrative Procedures and Transparency in local decision-making. Public 

Administrative Procedures reflects citizens‘ perception of the government‘s efforts on 

administrative reform, including certification of procedures, construction permit, land 

procedures, and personal procedures. Transparency measures how citizens perceive 

government‘s efforts the on transparency of poverty lists, commune budget, and local 

land-use planning and pricing. Accordingly, the higher index indicates a better level of 

administrative reform, corruption control, public service delivery, and vice versa.   

Table 5. Variable definitions and measures  

Variable Measurement Expected results 

Bribe-giving 

behavior 

= 1 if a citizen gives bribes to get access to the public services and public 

administrative services, and 0 otherwise. 

Gender = 1 if an individual is female and 0 otherwise 

Low-Education  = 1 if citizen gets education up to the 

lower-secondary education; 0 otherwise 

the lower education citizen gets, the higher 

probability of giving bribes is 

Unemployment = 1 if citizen is unemployed; 0 

otherwise 

citizen who is unemployed, might have 

lower social status, then might have the 

higher probability of giving bribes 

Aging people = 1 if the respondent is aging people 

who is over 41 years old; 0 otherwise 

the older who gets higher social status and 

has extensive social relationships might 

have higher discretion authority, then might 

have a lower probability of giving bribes  

Poor  = 1 if citizen is poor who has the 

income less than the average income; 0 

otherwise 

the poor might have lower status, then 

might have a higher probability of giving 

bribes  

Public 

Administration  

index in PAPI measuring perception of 

administrative procedure, ranging from 

0 to 10 

the lower index means the higher discretion 

authority of officials and the higher 

probability of bribery clients  

Rural  = 1 if citizen lives in rural area, 0 

otherwise 

In rural, the relationships are close, leading 

to a lower probability of giving bribes  

Transparency index in PAPI measuring transparency 

of province, ranging from 0 to 10 

the higher index, the higher transparency 

and the lower probability of giving bribes  

Bribe-reporting 

acceptance  

measuring the levels of society accept a 

citizen reports bribing behaviors if 

she/he observe 

the higher level of acceptance, the lower 

probability of giving bribes 
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Variable Measurement Expected results 

Bribe-reporting 

willingness  

measuring the levels of a citizen‘s 

willingness to report bribing behaviors 

if she/he observe   

the higher level of willingness, the lower 

probability of giving bribes 

Anti-corruption measure the effectiveness of anti-

corruption campaign in Vietnam,  

=1 if respondent perceive it is not effective 

Level of corruption 

in public sector 

measure how citizens perceive the level 

of corruption in public sector, including 

public administration and public service  

=1 if respondent consider it extremely 

seriously  

5. Empirical results and discussion 

The study conducted a multicollinearity test by using the Pearson correlation 

matrix. The result indicates that there is no multicollinearity among the independent 

variables in the model (see Appendix 1). The Probit model presented in equation (1) is 

estimated, then the marginal effects of independent variables on the probability of 

bribe-giving behaviors of citizens when using public services are also computed. The 

estimated results are presented in Table 3.  

Table 6: Marginal effects of social status and norms on bribe-giving behaviors of citizens 

Variables Marginal effects Standard Errors 

Female 0.0214749 0.0289427 

Low-education 0.1668778** 0.0599248 

Poor -0.1364783*** 0.0353037 

Unemployment -0.1502427* 0.0833983 

Aging -0.0039175*** 0.0011183 

Public Administration -0.1931774** 0.0848425 

Transparency -0.1497516*** 0.03709 

Rural -0.0768066** 0.0302903 

Bribe-reporting acceptance -0.0870994** 0.0325487 

Bribe-reporting willingness -0.1838714*** 0.0302372 

Anti-corruption 0.0220825 0.0320856 

Level of corruption in public sector 0.0351094** 0.0144766 

Kinh 0.1749372 0.1710386 

Ethnic 0.0377872 0.0447016 

Family size -0.0422495*** 0.0133143 

Number of Obs. 999  

Pseudo R
2
  0.1269  

Note: *, **, and *** indicates significant level of 10%, 5% and 1% respectively. 
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In term of social status, people with low-education have a higher probability of 

giving bribes than the educated counterparts, but interestingly, the poor and the 

unemployed are negatively and significantly associated with the probability of bribe-

giving behaviors. The results imply that people with lower education are more likely to 

be anxious or afraid of being difficult to access public services. Thus, they tend to pay 

bribes to reduce anxiety. On the other hand, well-educated people might have better 

awareness and status in making decisions. They have better knowledge to be more 

critical and less willing to tolerate corruption. Highly educated citizens are generally 

less accepting of corrupt behaviors (Truex, 2011). Due to their limited resources, the 

poor and unemployed tend to be less likely to bribe despite their lower social status. 

For the poor and the unemployed, their ―ability to pay bribes‖ effect dominates their 

anxiety and fear, or they have nothing to lose when facing decision paying the bribes 

or not. Also, people who have a higher income have a higher probability of giving 

bribes because of two reasons. Firstly, the opportunity cost of waiting for service is 

relatively high. Secondly, they can afford the ―bribes‖ price for higher speed and 

quality of services. Therefore, the rich might be more likely to bribes when using 

public services. 

Besides, there is no significant difference in bribe behaviors regardless of gender, 

religion, or ethnicity. In other words, bribe-giving behaviors do not differ between 

men and women but rely on their education, income, and social norms. The results 

support H1 partly.  

Social-culture norms influence Bribe-giving behaviors of citizens. The elderly, 

who have extensive social relationships, and they are respected as Eastern culture, 

have higher discretion authority and lower probability of giving bribes. This result is 

consistent with Lavena (2013); (Seligson, 2002)‘s studies, which find that people‘s 

propensity to reject corruption varies across individuals depending on their age. 

Besides, discretion authority is positively and significantly related to bribe-giving 

probability. The estimation results show that provinces with high ―public 

administration‖ index, where all regulations and procedures are clear and transparent, 

narrow down the authority of public officials, which reduces the discretion authority of 

public officials as well as citizens. As a result, the probability of bribery decrease. As a 

result, H2 is supported.  

As a proxy of cultural norms, people in rural areas have a lower probability of 

giving bribes than urban ones. Village culture in Vietnam makes people intertwined, 

so they refuse to give and take bribes. Village culture in Vietnam can be described as a 
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system of concepts, codes of conduct, and behaviors which are formed and preserved 

for posterity (Tran, Vu, Doan, & Tran, 2016). Citizens usually vote for the same 

village officials. They are tied by relationships of neighbors or relatives, so these 

relationships become intertwined and tight. Besides, the ―village‖ community has its 

convention that not only controls the behaviors of each member but also regulates the 

responsibilities of the community. This feature of village culture has reduced the 

probability of bribery in rural areas in Vietnam.    

Furthermore, where have a strong anti-corruption culture, the possibility of 

giving bribes can be reduced. First, the ―Transparency‖ index is negatively related to 

the probability of bribes. The index indicates the level of transparency of a province in 

accessing local information. The more transparent information and procedures, the 

lower probability of giving bribes of citizens is. In terms of anti-corruption 

community, the two proxies are ―In our society, it is generally acceptable to report a 

case of corruption they have witnessed‖ and ―If I have witnessed an act of corruption, I 

would feel personally obliged to report it.‖ The estimation results have shown that 

these proxies are negatively and significantly correlated with the probability of giving 

bribes. Thus, in a society where people are accepted and feel personally obliged to 

report a case of corruption if they witnessed, the probability of bribe also decreases. 

Like Truex (2011)‘s study, if neighbours, friends, co-workers, aunts, uncles, and 

parents around a citizen view corruption with disdain, he/she might be less likely to 

corrupt due to the moral cost of behaving corrupting.  H3 and H4 are therefore 

supported.  

6. Conclusions 

This study examines the impact of social factors such as social status and norms 

on bribe-giving behaviors of citizens. Empirical results indicate that the probability of 

giving bribes is negatively correlated to the education level of citizens. People with 

low education often have low awareness or feel afraid of being denied service. People 

with high income also have a high probability of giving bribes due to their demanding 

of good quality services and higher valuation of time. The poor and the unemployed, 

in contrast, refuse to pay bribes because they cannot afford ―bribe‖ fees because of 

their limited ability to offer bribes. The finding is consistent with Hunt and Laszlo 

(2012), which analyses the income distribution of bribery.  

Regardless of demographic factors, bribe-giving behaviors are determined by 

social-culture values. The elderly who also have higher discretion authority might have 

a lower probability of giving bribes when using public service. In village culture, 
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where the ties of relationships are strong, and people share the same attitudes and 

norms, the possibility of corrupt behaviors is considerably low. Where have the 

influential anti-corruption culture or high bribe-reporting willingness of citizens, the 

possibility of giving bribes can be reduced.  

This framework makes important contributions to develop and implement anti-

corruption policy in Vietnam. It discovers and measures how social status and norms 

affect bribe-giving behaviors of citizens, which links directly to the individual‘s 

rationale for bribing. These results imply that bribery is a multifaceted phenomenon 

arising from local institutions and culture. First, the awareness of citizens should be 

improved through education. Well-educated people might have better awareness and 

higher social status in negotiation. Reversely, a lower educational level makes citizen 

inability to process information, lack of knowledge against corruption. Policy actions 

towards raising awareness and educating people on social, economic, and political 

consequences of corruption could tilt citizens‘ degree of corruption acceptance. 

Second, policymakers ought to reduce discretion authority by implementing 

regulations through transparent procedures and restricting citizens to deal directly with 

officials. It would activate people to be more aware of their involvement in the 

procedure, expressing more transparent actions between citizens and officials. Third, 

efforts to create an anti-corruption culture, especially for young generations, would 

potentially help limit bribery in public services. Young generations should be taught to 

trust in the police, government, and civil service and participate actively in the 

political system as a mean of increasing accountability of officials.  
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Appendix 1. Pearson Correlation matrix 

 

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) 

Female (1) 1 

              Low-education (2) -0.0303 1 

             Poor (3) -0.0966 0.1714 1 

            Unemployment (4) 0.0221 -0.0511 0.0512 1 

           Aging (5) 0.0408 0.2873 0.2004 -0.1012 1 

          Public Administration (6) -0.0243 -0.0415 0.0828 0.015 0.0067 1 

         Transparency (7) 0.0064 -0.182 0.0027 0.0149 -0.0057 0.2377 1 

        Rural (8) -0.0097 0.0025 -0.0832 0.0113 0.0316 0.0414 -0.0965 1 

       Bribe-reporting acceptance (9) 0.0213 -0.1722 -0.0021 0.0526 -0.0498 0.0725 0.0203 -0.0578 1 

      Bribe-reporting willingness (10) 0.0394 -0.1625 -0.0229 0.001 -0.0867 0.1484 0.0556 -0.0266 0.3882 1 

     Anti-corruption (11) -0.0809 -0.0768 0.0865 -0.0574 0.0517 0.2277 0.1652 0.0043 0.0634 0.0846 1 

    Level of corruption (12) 0.0321 0.0515 -0.05 0.0062 -0.0478 -0.0365 -0.0705 0.007 -0.1775 -0.079 -0.1229 1 

   Kinh (13) 0.016 -0.0235 0.0117 -0.0653 0.0329 0.0412 -0.0241 0.0509 0.0221 0.0108 0.0506 -0.0554 1 

  Ethnic (14) -0.0599 0.0267 -0.0349 0.071 0.0241 -0.09 0.1109 -0.1439 0.04 0.0823 0.0035 -0.0375 -0.0123 1 

 Family size (15) -0.0091 -0.0574 -0.2064 -0.0071 0.0131 0.0171 0.0489 -0.1055 0.09 0.0993 -0.0199 0.0286 -0.0488 0.0527 1 
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Abstract: 

There have been many studies on the influence of organizational justice on the affective 

commitment of employees in the organization. However, in Ho Chi Minh City there is little 

research on the influence of organizational justice on organizational citizenship behavior 

through the affective commitment of employees. Thus, this study explores the mediating 

influence of affective commitment in the influence of organizational justice on organizational 

citizenship behavior. This study looked at 245 staff working at organizations in Ho Chi Minh 

City. The study also uses the Cronbach's Alpha method to test the reliability of the scale, test 

the CFA assay factor assay to reassess the scales after performing the EFA discovery factor 

analysis. Finally, the study will use the SEM linear model to investigate the influence of 

components in the research model. Research results show the influence of the components of 

organizational justice on organizational citizenship behavior in the organization through the 

mediating influence of affective commitment. This result will give managers better policies to 

improve organizational justice as well as increase the level of affective commitment of 

employees to the organization. 

Keywords: Affective commitment, organizational justice, organizational citizenship 

behavior 

 

1. Introduction    

In an organization, the issue of human resources is very important. Staffing in a 

stable organization will help the organization grow stronger. In any organization, the 

justice will play an important role in making every employee in the organization 

happy to work. The concept of organizational justice has been extensively studied in 

the world over the years. If workers are treated fairly, they will motivate and 
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motivate employees to invest time, energy, experience, and dedication in their work 

to create greater productivity in their work (Ahmed, 2014). In addition, 

organizational citizenship behavior in the organization is recognized as an important 

priority in the organization with the aim of improving and utilizing human resources 

effectively to enhance the competitiveness of the business (Benjamin, 2012). Over 

the years, there have been many studies on organizational citizenship behavior to 

improve efficiency and employee engagement, encourage teamwork and provide a 

good working environment (Taghinezhad et al., 2015; Shim & Rohrbaugh, 2014). 

However, in Ho Chi Minh City, no specific study has examined how the influence of 

organizational justice affects organizational citizenship behavior in the organization 

through weak affective commitment. Therefore, this study attempts to understand the 

relationship between organizational justice affecting organizational citizenship 

behavior in the organization through the element of affective commitment in Ho Chi 

Minh City. 

2. Literature Review And Hypotheses    

2.1. Organizational Justice     

The concept of organizational justice was introduced by Greenberg (1987), 

which mentions employees being aware of fairness in the workplace. In particular, 

organizational justice is related to how the employee determines whether they have 

been treated fairly in the job and how the decisions made affect the outcome variables. 

micro-organizations. In a review of the past and present status of organizational justice 

research, Greenberg (1990) states that justice research in an organization is capable of 

explaining many of the results of organizational behavior. Organizational justice can 

help explain why employees "retaliate" for unfair outcomes or inadequate processes 

and interactions between them (Alsalem & Alhaini, 2007). 

The complexity of building justice theory in development organizations over the 

years. Many researchers have studied organizational justice with a two-pronged model 

of distribution justice and procedures justice (Greenberg, 1990, Sweeney & McFarlin, 

1992). However, several other recent studies Colquitt (2001) and Hasan Ali & Al-

Zu'bi (2010) argue that organizational justice consists of three components: 

distribution justice, procedures justice, and interactive justice, and it has received high 

consensus among researchers in the world about the completeness and completeness of 

the study of organizational justice. 
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2.2. Affective Commitment   

Affective commitment is a component of organizational commitment to 

understanding this concept, the author will start with the concept of organizational 

commitment. Organizational commitment is a very important part of organizational 

behavior research, which is significant for the study of employee change and 

productivity. There are now so many definitions of organizational commitment, each 

with its own views and arguments that stand out from different angles, giving a more 

comprehensive view of the concept. According to Buchanan (1974), the commitment 

to the organization is simply the connection between an individual (employee) and the 

organization (the business owner). According to O'Reilly & Chatman (1986), 

organizational commitment is the psychological status of a member of the 

organization, reflecting the degree to which individuals absorb or accept 

organizational characteristics. Based on the viewpoint of commitment as an emotional 

bond, researchers have argued that commitment to the organization reflects the 

strength of each individual in commitment and adhering to a particular organization. 

(Meyer et al., 1993; Mowday et al., 1979). 

Among the many definitions of organizational commitment, the definitions of 

Meyer and Allen are used in this study, because this concept has been proven and 

widely used in all other studies. According to Meyer & Allen (1990), organizational 

justice is a psychologically cohesive individual with that organization. Each 

component of the commitment is developed into a separate function and has different 

effects on the behavior of the individual at work. Meyer & Allen (1991) have 

identified three types of commitments: affective commitment, continuance 

commitment and normative commitment. The model of Meyer and Allen (1991) 

identifies the components of a mutually supportive organization commitment, an 

individual who can have all three types of commitments or two or three at different 

levels. Affective commitment is the premise of continuance commitment and 

normative commitment; In order to increase the level of organizational commitment, it 

is important to first develop an affective commitment. Employees will feel more 

positive, motivated and experience greater job satisfaction. Make sure employees are 

happy and enjoy their work most comfortably during work.       

2.3. Organizational Citizenship Behavior (OCB)  

In 1983, the term civic behavior first appeared in Smith, Organ, and Near. In 

1988, the organ was evaluated in a complete and detailed manner. Organ (1988) 

argues that OCB is a voluntary, self-evident behavior that is not directly and explicitly 
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acknowledged incorporate incentives but promotes efficiency activities of the 

organization. And in the organ study (1988), it was also pointed out that OCB was 

considered very important to the existence of an organization. Many years after the 

discovery of the term OCB, this term has been widely used in studies because 

organizational citizenship behavior has a profound influence on the efficiency of the 

organization (Walz & Niehoff, 1996). Therefore, OCB has become a prerequisite often 

used in achieving organizational effectiveness (Alzayed et al., 2017). Research by 

Vivel (2016) also shows that OCB refers to things beyond the organization's 

requirements for that employee but they will have no other reward when they achieve 

the effect they do in addition to love. bridge. However, organizational citizenship 

behavior will maximize the efficiency and productivity of its employees (Podsakoff et 

al., 2009; Shim and Rohrbaugh, 2014). Hence, understanding of the conditions that 

can occur and the reasons for such behaviors are tools to give an insight into when and 

how the organizational citizenship behavior occurs. 

2.4. Relationship between organizational justice and affective commitment     

Some researchers report that organizational jusitce influences affective 

commitment in the organization (Cohen-Charash and Spector, 2001; Colquitt et al., 

2001; Guh et al., 2013; Ohana, 2014). In the context of the government, Kim, Kolb, 

and Kim (2015) have confirmed that procedures justice significantly affects affective 

commitment. Distribution justice has been identified as an important predictor of 

affective commitment (Sweeney & McFarlin, 1993). Procedures justice were also 

found to be the strongest variable affecting affective commitment (Loi et al., 2006). In 

a similar context, staff perceptions of procedural justice were found to be positively 

related to the affective commitment (Ahmed, 2014). Turgut et al. (2012) have 

proposed that the affective commitment be affected by both components as fair 

distribution and fair interaction. Guh et al., (2013) report that the scattered, fair, and 

impartial directives interact in a positive and meaningful way with the affective 

commitment. Therefore, the hypothesis of this study would be 

H1: Distribution justice has a positive influence on affective commitment in the 

organization. 

H2: Procedures justice have a positive influence on affective commitment in an 

organization. 

H3: Information justice has a positive influence on affective commitment in the 

organization. 
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H4: Interactive justice has a positive influence on affective commitment in the 

organization 

2.5. The relationship between affective commitment and organizational citizenship 

behavior     

Organizational Citizenship Behavior (OCB) is recognized as an important 

priority that all organizations must consider for the purpose of improving and utilizing 

human resources to remain viable in a competitive environment around the world. 

gender (Benjamin, 2012). The effect of organizational commitment has been studied in 

analytically relevant OCB (LePine et al., 2002; Meyer et al., 2002; Organ & Ryan, 

1995). LePine et al. (2002) observed that there is a correlation between affective 

commitment in the organization and OCB. The study by Meyer et al. (2002) observed 

that there is a strong correlation between affective commitment and OCB. Employees 

with higher levels of affective commitment to the organization will have higher levels 

of commitment, so the employee's behavior in the organization will be higher (Jha, 

2011). In support of this view, Ng & Feldman (2010) argue that employees with high 

levels of affective commitment tend to respond with organizational citizenship 

behavior. Evidence suggests that increased employee commitment to the workplace 

will further promote organizational citizenship behavior (OCB) of the organization 

(Mohamed & Yeo, 2014). Recent experimental studies have found that AOC has a 

positive effect on OCB (Benjamin, 2012; Kang, Gatling & Kim, 2015; Huang et al., 

2012). H5 theory is as follows: 

H5: Affective commitment positively influences organizational citizenship 

behavior 

From the above discussion, the authors propose the following research model: 

Figure 1: Research models 
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3. Research methodology    

Research using qualitative-quantitative research method. The qualitative method 

is used to find the scale that matches the model and then uses a quantitative method to 

verify that the model is appropriate. Data were collected from staff working at 

organizations in Ho Chi Minh City through convenient sampling method 

The data collection tool consists of 3 parts. Firstly, 23 questions were designed 

to measure the components of organizational justice, in which 5 observable variables 

of the distribution justice component, 5 observed variables of the procedural justice 

component, 7 variable observations of the interactional justice component and 6 

observed variables of the information justice component. Organizational justice is 

adjusted from Neihoff and Moorman (1993). In the second part, six questions were 

designed to measure affective commitment and this factor was adjusted by Meyer & 

Allen (1993). Finally, in Part 3, seven questions were designed to measure the 

organizational citizenship behavior, and this factor was adapted from Organ (1988). 

These scales are used on the Likert scale of 5 levels from level 1 to "completely 

disagree" to level 5 as "absolutely agree". The number of participants in this study 

was 245. 

Research using SPSS 22 and AMOS 22 software to process research data. The 

study will evaluate the reliability of the scale through Cronbach's Alpha processing to 

find statistically significant variance. The authors then use the EFA factor analysis 

method to find out if the components are consistent with the hypothesis and then use 

the CFA assay factor analysis to reassure component of the model. Finally, the authors 

will use the SEM model to evaluate the influence of the components in the model. 

4. Analysis of data and results    

Scale Reliability Analysis and EFA Discovery Factor Analysis 

For organizational justice scale, the reliability test results with the Cronbach 

Alpha coefficient are as follows: 5 observed variables of distribution justice (PPhoi), 5 

observed variables of procedure justice (TTuc), 6 observable variables in 7 variables 

of the interactional justice component (TTac) (the observation variable TTac6 was 

rejected because the coefficient of variation was 0.097 <0.3), and 5 observed variables 

in the six variables of the component information justice (TTin6 observation variable 

whose index is less than 0.3 should be excluded) is highly reliable (greater than 0.6), 

so independent variables are included for analysis. EFA for the next step. 
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For the affective commitment scale, the reliability test result with a Cronbach 

Alpha coefficient of 0.900 > 0.6 should be accepted in terms of reliability. Of these, 6 

observational variables of the affective commitment component had a correlation 

coefficient greater than 0.3, so that all six observed variables of affective commitment 

were included in the EFA analysis. 

For the OCB, the reliability test result with a Cronbach Alpha coefficient of 

0.875> 0.6 should be accepted for statistical reliability. In particular, the seven 

observed variables of OCB in the OCB were found to have a correlation coefficient 

greater than 0.3, so that these variables were included in the EFA analysis. 

After the components of the organizational justice Scale, affective commitment 

and organizational citizenship behavior were assessed through credibility with the 

Cronbach Alpha coefficient, all observed observational variables for EFA analysis. 

The factorial used is Principal Axis Factoring (PAF) with the non-perpendicular 

rotation of Promax. The results of the EFA analysis stopped at the fourth rotation after 

the failure of the observed failures, OCB2, TTac5, and OCB5 respectively, because 

factor weights were less than 0.5 (Gerbing & Anderson, 1988) at 3 previous rotation. 

After performing the fourth EFA as shown in Table 1, the KMO = 0.848> 0.6 

indicates that the results of the EFA analysis are reliable and that the analysis is 

appropriate. Sig value. = 0.000? 0.05 in the Battle test showed that the analysis results 

were statistically significantly greater than 95% and the observed variables were 

correlated in the overall. The total variance of 58,310% representing the factors derived 

from the analysis can explain 58,310% of the variance of the initial survey data 

Table 1: Reliability Analysis Results and EFA Discovery Factor Analysis 

Variable 
Factor 

Cronbach‘s Alpha  
TTin PPhoi AC OCB TTuc TTac 

TTin5 .965           

0.883 

TTin4 .874           

TTin2 .794           

TTin3 .623           

TTin1 .613           

PPhoi5   .972         

0.884 

PPhoi1   .859         

PPhoi4   .810         

PPhoi2   .649         

PPhoi3   .635         
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Variable 
Factor 

Cronbach‘s Alpha  
TTin PPhoi AC OCB TTuc TTac 

AC6     .920       

0.9 

AC2     .870       

AC4     .737       

AC5     .706       

AC3     .645       

AC1     .602       

OCB4       .890     

0.875 

OCB3       .851     

OCB6       .847     

OCB7       .660     

OCB1       .557     

TTuc5         .848   

0.819 

TTuc1         .711   

TTuc4         .703   

TTuc2         .616   

TTuc3         .544   

TTac3           .811 

0.801 

TTac7           .746 

TTac1           .684 

TTac2           .596 

TTac4           .556 

Invalid method 27.556 37.168 44.865 51.146 55.159 58.310   

Eigenvalues 8.947 3.331 2.746 2.348 1.684 1.385   

KMO = 0.848, Sig. = 0.000 

 

Factors groups did not have any disturbance when performing the EFA discovery 

factor analysis. Thus, in order to confirm these observational variables appropriately, 

the author performs the CFA assay factor assay to confirm the suitability of the 

components in the study model. 

Confirmatory Factor Analysis (CFA) 

The results of the first CFA analysis showed the Ttuc3 observation of the 

procedure justice component and the observation variable TTac7 of the weighted 

variable interactive justice component were 0.47 and 0.48, respectively, smaller than 

the allowable (> = 0.5), so that the scale converges to the value (Gerbing & Anderson, 
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1988), the Ttuc3 variable and the TTac7 variable will be excluded from the model and 

the second CFA 

The second CFA results (Fig. 2), the weight of the observed variables were (> = 

0.5) statistically significant and statistically significant because the p-values of the 

observed variables were 0.000. After the second CFA, the Chi-square / df = 1.336 was 

satisfactory because it was less than 2 and the Chi-square / df = 1.336. Indicators such 

as CFI = 0.972> 0.9, TLI = 0.967> 0.9 and RMSEA = 0.037 <0.05 were statistically 

significant. 

Figure 2: Confirmatory Factor Analysis (CFA) 

 

 

Structural Equation Analysis (SEM) 

The results of the model estimation are presented in Figure 3. The model 

has indicators indicating the model that matches the data collected from the 

actual Chi-square / df = 1,350 <2, TLI = 0.966> 0.9, CFI = 0.970> 0.9 and 

RMSEA = 0.038 <0.05. 
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Figure 3: Structural Equation Analysis (SEM) 

 

Table 2 shows the influence of distribution justice components, information 

justice, procedural justice, interactive justice to affective commitment (p-value indices 

are less than 0.05) and citations the part of organizational justice has a positive effect 

on affective commitment with the estimates estimated to be greater than zero. In 

addition, the affective commitment component also has a positive effect on 

organizational citizenship behavior with an estimate of 0.332 and a p-value of 0.000 

Table 2: The results estimate the relationship between the components in the research 

model 

   
Estimate S.E. C.R. P Label 

CKTC <--- CBTTin .126 .030 4.171 *** 
 

CKTC <--- CBPP .088 .038 2.303 .021 
 

CKTC <--- CBTTuc .179 .055 3.238 .001 
 

CKTC <--- CBTTac .453 .079 5.729 *** 
 

HVCD <--- CKTC .332 .080 4.138 *** 
 

 

Thus, the components of organizational justice have a positive influence on the 

affective commitment of employees, from which the organizational citizenship 

behavior will also be more positive. The research hypotheses H1, H2, H3, H4, and H5 

were accepted 
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5. Conclusion    

This research contributes to the introduction, aggregation, measurement, 

analysis, and testing of the components of organizational justice that affect 

organizational citizenship behavior through affective commitment in organizations in 

Ho Chi Minh City, Vietnam. The results of the study have shown that the components 

of organizational justice affect the affective commitment of employees and that 

employees will have the more active civic engagement in the organization. 

The study uses a convenient sampling method, so the generality may not be high. 

Therefore, to enhance the value of the study, better representative sampling methods 

should be applied, such as probabilistic sampling should be used in future studies. In 

addition, it should also increase the sample size for better factor analysis results. This 

study only considers one component of the organizational commitment that is affective 

commitment; and the remaining two commitments, including continuance commitment  

and normative commitment remain unresolved. Therefore, in order to have a more 

complete body of research, two components should be considered. In addition, the 

differences between the surveyed subjects in terms of age, gender, education level and 

job placement may also influence the behavior of citizens in the organization. Further 

studies should include these elements in the model to explore further. 
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Abstract: 

This paper applies the extension of the dynamic Olley–Pakes decomposition (1996) to 

Vietnam‘s manufacturing industry in period 2000 – 2016. Vietnam manufacturing firms were 

put into three groups according to firm‘s size to capturing the contribution of surviving, 

entering and exiting firms to aggregate productivity change; parallel to calculate allocation 

efficiency within a group and between groups. The results show that the main contribution to 

aggregate productivity change has been due to allocative efficiency within surviving 

enterprises and the biggest contribution from big size enterprises. In general, exiting firms 

always have contributed positively but joining firms have had negative impacts on aggregate 

productivity. And finally, the intergroup allocation effects have been found to be positive in 

most years. 

Keywords: allocation efficiency, firm size, surviving firms, exiting firms, entering firms. 

 

1. Introduction 

Extensive empirical evidence considers the hypothesis that in the developed 

market economies there is a positive relationship between firm size and productivity 

(Leung et al., 2008, Melitz and Ottaviano, 2008, Syverson, 2004). The resources 

following the productivity show that in economy, larger companies turn out to be more 

productive as well. Deregulation and removal of administrative barriers is a 

precondition for allocating effectively. The literature dealing with determinants of 

market selection shows that low productivity companies are more likely to exit the 

particular economic sector as well as that the young, newly – established firms, which 

survived, record faster productivity growth than the incumbent‘s firms. 
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We see that a well – functioning market economy can allocate more production 

resources to more productive enterprises. Because developing economies are generally 

to have lower allocation efficiency than developed economies, improving resource 

allocation is expected to increase their aggregate TFP and GDP per capital. Therefore, 

developing an appropriate measure of allocation efficiency and theoretically as well as 

empirically investigating the sources of misallocation are important to implementing 

better economic policies. And to clarify the source of productivity growth, several 

methods have been explored to decompose aggregate productivity into various 

components including contribution of surviving firms, contributions of entering and 

exiting firms (Baily et al., 1992, Griliches and Regev, 1995, Foster et al., 2001, Melitz 

and Polanec, 2015, Maliranta and Maattanen, 2015). 

However, all of these studies only measure those effects as well as allocative 

eficiency in a group but have not calculated the allocation efficiency between groups. 

In order to evaluate the dependence of the allocation efficiency of existing firms on 

their size and calculate the contributions of entering firms and exiting firms. In 

addition, we capture allocative eficiency between groups which are devided by firm 

size, this study has applied the extension of the dynamic productivity decomposition 

for Vietnamese manufacturing firms in period from 2000 to 2016. Specifically, 

enterprises are devided into three group: small firms (including micro and small 

firms); medium and large firms (deviding by General Statistic Office), after that we 

calculate the impacts of surviving, entering and exiting businesses on aggregate 

productivity and parallel to capturing allocative eficiency between these groups. The 

remainder of this paper is structured as follows. Secction 2 describes theoretical and 

literature review. Section 3 describes methodology. Section 4 presents results and 

discussion and section 5 concludes and proposes further research directions. 

2. Literature Review 

There are many different ways to consider effective allocation. However, in 

recent studies, allocative efficiency is measured by covariance between market share 

and firm productivity (Olley and Pakes, 1996, Collard – Wexler et al., 2011, Melitz 

and Polance, 2015). This is explained by covariance increases as more-productive 

firms have higher market shares, and conversely, it decreases as less productive firms 

have higher market shares (Olley and Pakes, 1996). According to Bartelsman et al. 

(2013), the covariance measure is a robust theoretical and empirical measure to assess 

the effect of misallocation. 
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This method was originally proposed by Olley and Pakes (1996) (hereafter, OP). 

The aggregate productivity of the industry is measured as the weighted average of the 

firm-level productivity with the weight is the output proportion. The study 

decomposed aggregate productivity into two components: a moment of the firm 

productivity distribution (the unweight mean), and a moment of the joint distribution 

with market shares (the covariance between productivity and market share). OP used 

plant-level panel data on the U. S. telecommunications equipment industry from 1974 

to 1987 to estimate plant-level productivity for the industry and then exploited it to 

calculate OP decomposition. They found that the unweighted mean productivity did 

not change much since 1975, but the covariance term increased from 0.01 in 1974 to 

0.32 in 1987. They concluded that a factor reallocation occurred from less-productive 

to more-productive plants. 

Applying this OP decomposition, many empirical studies spanning different 

countries and industries have calculated allocative efficiency and studied the factors 

that affect this term. As Dondur et al. (2011) used OP decomposition to calculate 

allocation efficiency by years (2005, 2006 and 2007); by regions (Vojvodina, Central 

Serbia and Belgrade) and by industrial sectors (27 sectors) of the Serbian industry in 

the period from 2005 to 2007. The results showed that during the research period, 

allocation efficiency tended to increase and the highest was in 2007. The privatized 

and new private-owned enterprises showed positive allocative efficiency. Companies 

with higher productivity also had larger participation in the output market. Regionally 

viewed, the highest degree of allocation efficiency was seen in Vojvodina, then in 

Central Serbia and the lowest in the area of Belgrade, though it was positive in all 

three regions. When observed by industrial sectors, the highest allocative efficiency 

was seen in the sectors such as metal ore extraction, wood industry, tobacco industry 

and base metal production; negative allocative efficiency was recorded by motor 

vehicle industry and electrical machinery production. 

Besides, there are many studies show that the change in aggregate productivity is 

not only due to composition changes between firms or the changes in market shares 

among surviving firms but also due to the entry of new producers and the exit of old 

ones (Foster et al., 2001, Bartelsman et al., 2013). However, OP‘s decomposition 

method does not assess the contribution of the new entrants and exiters to the change 

of aggregate productivity. Therefore, Melitz and Polance (2015) extended the OP 

decomposition into dynamic version which is called dynamic Olley-Pakes productivity 

decomposition (hereafter, DOP). This method was based on following individual 
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producers from one period to the next. They showed that the difference in the 

aggregate log TFP at the times 1 and 2 (        ) can be decomposed into three 

components: unweighted TFP of firms surviving during the period; the OP‘s 

covariance term calculated using surviving firms‘ log TFP and market shares, and the 

contribution of entering and exiting firms during the period. The authors found that the 

aggregate log TFP change (  ) from 1995 to 2000 of Slovenian manufacturing is 

0.4013 and is decomposed into unweighted mean productivity for surviving firms 

(          ), the covariance term change (            ), and the contributions 

of entering and exiting firms (                    ). In addition, they indicated 

that the improvement in allocation efficiency added 10 percentage points to aggregate 

TFP growth during five years. 

However, the OP and DOP decompositions only allow us to quantify the degree 

of allocation efficiency within a group but not capture the distributional efficiency 

between groups (such as narrow industries, ownership groups or regions, etc.). 

Hashiguchi (2015) expanded OP and DOP decompositions to multigroup versions to 

simultaneously calculate the level of allocation efficiency within a group and between 

groups, in parallel to measure the contribution of entering and exiting firms. The 

author divided Chinese manufacturing enterprises into groups with the following two 

group definitions: classified by three-digit industrial sectors (including 159 industries) 

and by three ownership sectors (State-owned enterprises, Private enterprises and FDI 

enterprises). He found that: new entering and exiting firms did not contribute 

significantly to the increase in growth of aggregate manufacturing TFP. Misallocation 

among industrial sectors was found to increase over time, and allocation efficiency 

within an industry was found to worsen in industries that use more capital and have 

firms with relatively higher state-owned market shares. Allocation efficiency among 

three ownership sectors tends to improve in industries wherein the market share moves 

from a less-productive state-owned sector to a more productive private sector. 

In Vietnam, researches on allocation efficiency according to OP‘s approach are 

very few. Nguyen and Nguyen (2018) applied DOP decomposition for Vietnamese 

manufacturing industry in period 2000 – 2013, the results showed that entering firms 

contributed positively to productivity change in 2005, 2010, 2011 and 2013 when their 

productivity was higher than surviving enterprises. Exiting firms also contributed 

positively to the change of aggregate productivity due to lower productivity than 

surviving firms. The surviving companies have positive effect on aggregate 

productivity change only in 2007, 2008, 2009 and 2012 due to the negative effects 
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from the 2007 – 2009 global economic crisis and post – crisis which force surviving 

enterprises to be highly productive to exist. The study also found that trade 

liberalization and corruption control reduce resource misallocation and contribution of 

surviving enterprises to aggregate productivity and total factor productivity reduced 

44% and 28% respectively in period 2000 – 2013. 

In another study of Phung and Nguyen (2018), the research focused on 

measuring competitive effects from high-tech enterprises and from increasing market 

share enterprises during the reallocation of Vietnamese manufacturing industry in 

period 2012 – 2016, the authors applied OP and DOP decompositions to see that the 

exiting of firms caused the most damage to aggregate productive growth. 

3. Methodology 

3.1. Semi-parametric method to estimate total factor productivity 

In this study, we estimate TFP according to semi-parametric method proposed by 

Levinsohn and Petrin (2003). Firstly, we consider the Cobb-Douglas production 

function in the form of logarithm as follows: 

                                                                 (1) 

Where:        is the log of value added (    ),       is the log of capital (   ), 

              is the log of labor (   ). 

Consider the following version where small cases refer to variables in logs:   

                                                                    (2) 

The terms     and     are not observable by the econometrician but     is 

observed by firm. This leads to the simultaneity problem, since     is likely is to be 

correlated with the choice of capital and labor. Levinsohn and Petrin (2003) assume 

that                 , where     is the intermediate input, and show that this 

relationship is monotonically increasing in    . Then, equation (2) becomes: 

                                                                     (3) 

Where                              . Levinsohn and Petrin estimation 

involves two steps: In the first step, equation (3) is estimated treating            non-

parametrically, which gives the estimates for the labor inputs. 

The second step indentifies  . Assuming that    follows a first-order Markov 

process: 
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                                                                               (4) 

And given that,     is decided at    , then             , which implies that 

    and     are uncorrelated. This moment condition is used to estimate the elasticity of 

capital (  ). In this study, consumption of electricity and other intermediate inputs are 

used as the intermediate input that allows identification of the elasticity of capital. 

Finally, TFP is calculated as: 

                  ̂      ̂                                                (5) 

Then                      ̂      ̂                                         (6) 

Where       is the logarithm of TFP; 

               is the logarithm of real output of the factory i in the period t. 

3.2. Productivity decomposition methods 

The study applies aggregate productivity decomposition methods to calculate 

allocation efficiency in a group and between groups of manufacturing industry which 

were divided by firm size (including small firms, medium firms and large firms). 

Simultaneously, we capture the contribution of entering firms and exiting firms for 

each group and compare. 

3.2.1. Olley-Pakes and Dynamic Olley-Pakes decompositions 

Olley and Pakes (1996) showed that aggregate productivity    can be 

decomposed into the following two parts: 
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Where:     is firm i‘s share of output at time t,       sum to 1.  

   represents unweighted mean productivity.     
   is the covariance between 

market shares and productivity, this term represents the magnitude of allocation 

efficiency because it increases as more-productive firms have higher market shares, 

and conversely, it decreases as less-productive firms have higher market shares. The 

more positive the covariance value (cross-term value) is the higher allocative 

efficiency and the factor productivity of the industry is improved.  In Vietnam, the 
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cross-term value is a measure representing quite a convenient measure of the quality of 

market and institutional reform.   

Then Melitz and Polance (2015) extended the OP decomposition into dynamic 

version (which was called the dynamic Olley – Pakes, DOP) to capture the 

contribution of entering and exiting firms in aggregate productivity (an entrant is 

interpreted as a enterprise whose market share increases from zero; similarly, an exiter 

is interpreted as a enterprise whose market share decreases to zero) 

With S, E and X denote the sets of surviving, entering and exiting firms, 

respectively. Authors analyzed the difference in productivity as follows: 

               
    

    
     

    
    

   

Or                                                                                (8)  

Where                                       
    

  

          
      

  

      
    

    
   

       
    

    
   

     the change in the unweighted average log TFP for surviving firms 

       the change in covariance which shows the change in the magnitude of 

allocation efficiency among surviving firms 

The contributions of entering and exiting firms appear in ent and ext, 

respectively, both of which are valuated in comparison with the productivity of 

surviving firms as follows: 

                 
    

     

                
    

     

3.2.2. Extension of the Olley-Pakes and Dynamic Olley-Pakes decomposition 

The OP and DOP decompositions allow us to quantify the degree of allocation 

efficiency within a group. Hashguchi (2015) expanded to many groups version to 

simultaneously calculate the allocation efficiency within a group and between groups. 

Assuming that the number of groups is J and the aggregate productivity is 

represented as: 
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Where:     is group j‘s output share at time t 

 ̃   ∑
   

   
    : is the weighted average log TFP for group j 

Applying OP decomposition, we have: 
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                                                     (10) 

The  ̃   can be decomposed as: 

 ̃             

And having the augmented OP (AOP) decomposition as follows: 
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The first term of equation above is the unweighted mean productivity 

          ̃   represent the degree of allocation efficiency within group j and 

between groups, respectively. 

Similarly, we have the augmented DOP (ADOP) decomposition as follows: 
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Where:      
  is the change in allocation efficiency among surviving firms 

within group j 

                  ̃ is the change in allocation efficiency between groups 

          indicates the contribution of entering and exiting firms to aggregate 

productivity  ̃  , respectively.  

4. Results and discussion 

4.1. Descriptive statistics 

We use the mixed data based on the annual General Statistic Office (GSO) 

survey of Vietnamese manufacturing industry from 2000 to 2016 with a total of 

117,520 enterprises. This data source is full of important variables, such as industry 

code (based on 2-digit VSIC standard), ownership type, number of labors, capital, 

revenue, profit, depreciation, labor cost, short-term assets, long-term assets, etc. Inputs 

and outputs have been deflated. In this study, value added (VA) is used to estimate 
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TFP at the enterprise level according to semi-parametric method proposed by 

Levinsohn and Petrin (2003). Value-added data is not available and is measured based 

on the income approach. 

Enterprises are divided into three groups including small enterprises - SE (with 

the number of employees is not exceeding 100 employees); medium enterprises - ME 

(the number of employees is over 100 and not more than 200 employees); large 

enterprises - LE (with over 200 employees). Means of important variables as capital 

(K), number of labor (L), value added (VA), lnTFP of each group in the first year, the 

last year and during the research period are presented in Table 1. 

Table 1: Summary Descriptive Statistics for Vietnamese manufacturing firms by size 

Year 2000 2016 2000 – 2016 

Valiable SE ME LE SE ME LE SE ME LE 

Obs 5,917 805 1,365 45,053 3,272 4,869 343,882 33,390 50,706 

Mean K 3,417.31 26,319.34 99,607.83 15,883.26 128,034.1 644,078.8 10,899.94 74,528.7 340,283.5 

Mean L 25.01082 144.8025 744.1978 19.34373 142.3729 986.9102 22.25657 142.5773 872.2066 

Mean VA 608.624 5,192.65 22,965.03 2,252.517 23,826.6 189,009.1 1,466.742 12,645.23 86,727.75 

Mean lnTFP 0.970589 1.400722 1.56576 1.129384 1.902421 2.127174 1.064169 1.5727 1.766867 

Source: Authors‘ calculation, based on the Annual Survey on Enterprise by GSO 

We find that during the research period, the number of small enterprises 

increased the most (about more than 7 times), then to the number of medium 

enterprises increased more than 4 times (but the number enterprises of this group 

always was the least in three groups), while this number for large firms was 3 

times. Whereas small and medium firm groups with average of employees 

decreased lightly in the whole period but large firm group had a number of 

employees increased rapidly or having expanded size. For the capital, the large firm 

group had mean capital increasing nearly 6.5 times during the period while 

remaining two groups increased over 4 times. For the mean VA, large enterprises 

also had the highest increasing, over 8 times after 16 years, while this number for 

remaining two groups was less than 4 times. The average TFP of medium firm 

group as well as large firm group increased over 1.3 times but that of small firm 

group was less than 1.2 time during the research period. 

Besides, enterprises were divided into three categories: surviving firms, entering 

firms and exiting firms: 
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- Surviving firms include enterprises that existed from 2000 to 2016; 

- Entering firms include enterprises that joined after 2000 and existed until 2016; 

- Exiting firms include enterprises that existed before 2016. 

We have descriptive statistics table of some variables for three firm types as 

shown in Table 2. 

Table 2: Summary descriptive statistics for three firm types in 2000 – 2016 period 

Variables Mean of the whole 2000 – 2016 period 

 Observations        Mean Std. dev 

      Surviving firms    

K 29,429 185,161.7 817,698.8 

L 29,429 464,240.7 1,928.542 

VA 29,429 48,626.55 312,512.7 

lnTFP 29,429 1.623406 0.9095416 

       Exiting firms    

K 192,674 19,665.38 188,684.3 

L 192,674 59.75943 281.255 

VA 192,674 2,988.59 31,922.94 

lnTFP 192,674 0.9922116 0.9741395 

           Entering firms    

K 205,875 69,231.76 929,771.7 

L 205,875 152.8314 685.5187 

VA 205,875 16,113.53 331,632 

lnTFP 205,875 1.30712 0.9950942 

Source: Authors‘ calculation based on GSO‘s data 

Table 2 shows that in the period 2000 – 2016, the average size of surviving firms 

was the biggest (about 460 employees), followed by entering firms (about 153 

employees). The smallest size group is exiting firm group (about 60 employees). 

Businesses had existed during the 17 years of the research period were usually large 

firms while firms that entered and exited were mostly small and medium enterprises. 

The highest average capital was 185,161.7 million VND which belonged to surviving 

enterprises, followed by entering firms (69,231.76 million VND). Exiting firms had 

the lowest mean capital (19,665.38 million). Mean VA and mean TFP of surviving, 

entering and exiting enterprises also had the similar results. In general, enterprises 
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which had high capital, labor and value added were more likely to exist than those that 

low capital, labor and value added. 

4.2. Decomposition Results 

Applying the augmented dynamic OP decomposition for 2000 – 2016 period, we 

have results shown in Table 3. 

Table 3: The results of ADOP decomposition for 2000 – 2016 period 

  

   

Within-effect Between 

 

  ̃ 

  

    ̃                     

SE 0.4173382 0.1954165 -0.1912998 -0.050542 -0.0016458 0.4389041 0.2219217 

ME 0.2598248 0.0379031 -0.468191 0.875446 -0.6576862 0.2883343 0.2219217 

LE 0.7100426 0.4881209 -0.5099933 1.369071 -0.4838575 0.1129007 0.2219217 

Total 0.4624019 0.2404802 -0.3898280 0.731325 -0.3810632 0.2800464 0.2219217 

Source: Authors‘ calculation based on GSO‘s data 

In the period of 2000 – 2016, we saw an increase in aggregate productivity for 

the whole manufacturing industry as well as for three groups of enterprises. In which, 

the largest contribution belonged to large firm group, then to small firm group and 

finally, medium firms had the smallest contribution. Among the components of 

productivity decomposition, the mean unweighted productivity of surviving 

enterprises and the contribution of entering firms for all three groups declined (More 

specifically, the contribution of entering firms for small firm group had the least 

decrease and that effect of medium firm group had the largest one). The main 

contribution to the change of productivity over the period was due to the increase in 

allocation efficiency among surviving firms (of which the largest increase belonged to 

large firm group, small firms had a slight decrease in effective allocation), then to the 

contribution of exiting firms (the biggest increase belonged to small firm group) and 

finally due to the contribution of allocation efficiency between three groups. 

Similarly, we divided the research period into one–year periods and used ADOP 

decomposition, we saw that the main contribution to productivity change was mostly 

of surviving firms for all three groups. However, for small enterprises, in most of 

stages, allocative efficiency among surviving firms were higher mean unweighted 

productivity. While this was the opposite for large enterprise group in all small stages. 

For medium enterprise group, in 2005 and before, this number was similar to small 
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firm group and after 2005, the trend was the converse. Thus, for large and medium 

firm groups (after 2005), productivity was more uniform and the reallocation within 

surviving firms was less than that of small firm group. In most of periods, exiting 

firms always had positive contribution (except for 2007, 2008, 2011 and 2013) while 

entering firms almost negatively affected (except for 2008, 2009 and 2011). 

From the augmented of OP and DOP we got the inter-group allocation efficiency 

in each year of the research period as in Figure 1. 

Figure 1: Allocative eficiency between groups 
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The results revealed that allocation efficiency between groups was positive in 

most years (except for 2002 and 2009). This was able due to the impact of global 

financial crisis in 2008 – 2009 to economy of Vietnam. The biggest value was in 2015. 

Thus, it could be seen that between three groups which were divided by firm size, 

there was not misallocation (except for 2002 and 2009) or high-productivity 

enterprises would have more market share. In the whole 2000 – 2016 period, in 

general, inter-group allocation efficiency tended to increase. Speciffically, there was a 

shark increase in allocative efficiency from 0.0176 in 2000 to 0.2396 in 2016. In other 

words, there was a reallocation from low-productivity firms to high-productivity firms 

between three groups. 

5. Conclusion 

Our study used the augmented of OP and DOP decompositions for 

manufacturing industry of Vietnam in 2000 – 2016 period for three groups which were 

divided by firm size to simultaneously capture the contributions of surviving, entering 

and exiting firms. Parallel to calculate the degree of allocation efficiency within a 
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group and between groups. The results showed: Firstly, in the research period for the 

whole industry as well as for each group, the main contribution to aggregate 

productivity change was due to allocation efficiency within surviving firms and the 

biggest contribution was of large enterprise group. Secondly, in the most of small 

stages, exiting firms always had positive contribution but entering firms had negative 

impact to aggregate productivity. Thirdly, intergroup allocation efficiency was found 

to be positive in most years (except for 2002 and 2009). In other words, there was not 

misallocation between three groups which were divided by firm size in most years. In 

further research, authors will study allocation efficiency in different ways of dividing 

groups, such as by narrow industries, by provinces, etc. to see whether there is a 

misallocation and analysis factors which affect that misallocation. 
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Abstract: 

Reverse knowledge transfer within multinational corporations refers to a process in 

which the accumulated knowledge in a foreign subsidiary is transferred back to the 

headquarters. Although this phenomenon has attracted increasing interest of scholars from 

multiple fields over the last 15 years, the current state of knowledge regarding reverse 

knowledge transfer is equivocal due to the absence of a comprehensive review. The main aim 

of this study is to provide an updated and complete examination of relevant academic works 

on this topic. To this end, 40 relevant articles published in 15 leading journals from 2005 to 

2019 are systematically reviewed to identify key research accomplishments, existing gaps, 

and future research agenda.     

Keywords: multinational corporations, research gaps, reverse knowledge transfer, 

subsidiary management, research directions. 

 

1. Introduction  

The multinational corporations (MNCs) build their competitive advantages based 

on their ability to transfer knowledge effectively and efficiently through the intra-

organizational networks (Kogut & Zander, 1992). For this reason, the transfer of 

knowledge within MNCs is an important topic that has received much of attention 

from international business scholars (Alharbi & Singh, 2003). A systematic review of 

existing research on knowledge transfer points out that the mainstream literature has 

much focused on conventional transfer with knowledge flows from headquarters in 

home country to their subsidiaries located in foreign countries (Dunning, 2001; 

Johanson & Vahlne, 1977, 2009; Rugman & Verbeke, 2006). Applying knowledge 

based perspective, these studies made assumptions that headquarters hold the key for 

gaining a competitive advantage as the significant strategy resources (such as 

knowledge) stay within their home boundary and their key role is to transfer 
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knowledge with the required support to their subsidiaries in order to exploit their 

existing knowledge (Almeida & Phene, 2004; Najafi-Tavani et al., 2012).  

Surprisingly, there is very few studies have paid their attention on investigating 

reverse knowledge transfer (RKT) in a cross – border scenario – the transfer of explicit 

and tacit knowledge from an overseas subsidiary back to the parent company (Ambos 

et al., 2006; Mudambi et al., 2014; Rabbiosi, 2011; Yang et al., 2008). Recognizing the 

importance of foreign subsidiaries‘ abilities in enhancing the MNCs‘ strategic 

competitive advantage and potential benefits those affiliates could provide, recently 

scholars have called for more both theoretical and empirical research on RKT, 

especially in the context of multinational enterprises originated from emerging 

economies (EMNCs) (Mudabi et al., 2014; Nair et al., 2016).  

Responding to this appeal, there is a remarkable increase in the amount of 

research publications which cover many interesting issues including the antecedents, 

processes and consequences of RTK in the last five years (e.g. Nair et al. 2015, 2016; 

Driffield, 2016; Kong et al., 2018; Fu et al., 2018). However, among existing 

publications, there is no comprehensive review has been conducted to provide 

researchers with an overview on the results of existing works, the literature gaps, and 

directions for future research in this field of study related to RKT within MNCs.  

Therefore, through undertaking a systematic review this work aims to provide a 

description of the contemporary research knowledge in the field. By drawing attention 

to distinctive knowledge gaps in current research, the paper will presume to identify 

and point out opportunities for future studies.   

2. Methodology 

This paper adopted a systematic literature review method (Denyer & Tranfield, 

2009) to examine existing works concerning RKT in MNCs. Literature reviews have 

been increasing commonly used methodology in business and management studies 

because these works facilitate scholars to effectively grasp findings of large number of 

previous studies (Mortazavi et al., 2019). Our analysis of the literature on RKT in 

MNCs is based on a systematic review of 40 articles which published during the 

period of 15 years from 2005 to 2019. All the relevant articles are identified through 

systematic searches on academic databases including ProQuest, ABI/Inform, 

ScienceDirect, and JSTOR. The terms ―reverse knowledge transfer‖ and 

―multinational corporations‖ were used to identify available published papers in the 

fields of business and management within the time range 2005 - 2019. Then the search 
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was extended with key words ―knowledge flows from subsidiary to headquarters‖ 

because a number of articles use this phrase to describe the phenomenon instead of 

using ―reverse knowledge transfer‖. All these selected papers are published on journals 

with high ranking (2 to 4*) according to the Academic Journal Guide 2018 (ABS). The 

first hit showed a total of 54 articles published on 21 qualified journal publications 

within several domains: international business studies, general management, 

innovation, marketing, organizational studies, strategies, and human resources 

management. In the next step, the scanning of all abstracts and key words was also 

carefully conducted by the two authors in order to ensure that the chosen papers are 

most relevant to this investigation.  

In this study, only papers which directly focus on the topic of reverse knowledge 

transfer or the flow of knowledge from subsidiary back to headquarters are selected 

(with keywords appear in the abstracts). Several works related to knowledge flows 

within MNCs in general (vertical from headquarter to subsidiaries, or horizontal flows 

between subsidiaries) have not been finally picked out to be reviewed in this paper. A 

short summary of 40 appropriate and selected articles in 15 high ranking journals with 

information related to name of paper, journal, author, year of publication, document 

type, country of affiliation of authors, data collection method, and main findings are 

presented in the Appendix. 

Table 1. Overview of the Identified Articles 

Research area Journal 

ABS 

2018 

Rating 

Number of 

identified 

articles 

International 

business and area 

studies 

Journal of International Business Studies (JIBS) 4* 2 

Journal of World Business (JWB) 4 8 

International Business Review (IBR) 3 6 

Management International Review (MIR) 3 3 

Journal of International Management (JIM) 3 2 

General management 

Journal of Management (JM) 4* 1 

British Journal of Management (BJM) 4 2 

Journal of Business Research (JBR) 3 5 

European Management Journal (EMJ) 2 2 

Innovation Research Policy (RP) 4 1 

Marketing 
Industrial Marketing Management (IMM) 3 1 

Journal of Strategic Marketing (JSM) 2 1 

Organizational studies Journal of Knowledge Management (JKM) 2 3 

Strategy Long Range Planning (LRP) 3 2 

Human resource 

management 

International Journal of Human Resource 

Management (IJHM) 

3 1 

Total number of articles reviewed 40 
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3. Analysis of literature on reverse knowledge transfer 

3.1. Characteristics of the studies 

Among 40 selected articles, only three of them are conceptual nature. These are 

works of Lazarova &Tarique (2005), Oddou et al. (2009), Leposky et al. (2016). The rest 

studies were based on empirical investigation and there is no literature review article on 

this topic. Twenty-eight of the empirical investigations were done using survey methods, 

and eight used interviews. The two works of Peng et al. (2016) and Yu et al. (2018) used 

mix methods research with a combination of both quantitative and qualitative methods. 

The data were mainly collected from MNCs with headquarters located in developed 

countries (North American, European countries, and Japan). Meanwhile, MNCs from 

emerging economies as Brazil, China, and India have been recently receiving the attention 

of scholars (i.e. Borini et al., 2012; Peng et al., 2016; Nair et al., 2015, 2016; Fu et al., 

2018; Kong et al., 2018) but the number of works focusing on emerging market MNCs is 

still smaller in comparison to that focus on advanced countries. The country of affiliation 

of the authors show that the topic on reverse knowledge transfer within MNCs get much 

attention from scholars who are working for academic institutions in developed countries 

(USA, UK, Spain, and Canada). 

3.2. Content of the studies 

Based on suggestion in the works of Minbaeva (2007) and Michailova & 

Mustaffa (2012), our synthesis of the reviewed papers allowed to classify the existing 

base of knowledge on RKT within MNCs into four themed sections. The first section 

is Outcomes of RKT and ―a number of papers have treated outcomes as the dependent 

variable of knowledge flows‖ (Michailova & Mustaffa, 2012: 385). The other three 

sections including - knowledge characteristic, characteristics of actors involved in the 

RKT process, and characteristics of relationships between these involved actors. These 

three sections contain variables related to explaining outcomes of RKT.  

3.2.1. Outcomes of reverse knowledge transfer  

A number of articles have paid their attention on the outcomes or the benefits 

gaining through knowledge inflows from subsidiary to the parent company or the 

MNC as a whole. Nair et al. (2018) recently published an article which points out a 

positive relationship between the extent of RKT and benefits could be gained by 

EMNCs from RKT. Surprisingly, this finding is not fully compatible with the study 

result of Ambos et al. (2006) that the quantity of RKT is by no mean equal with the 

quality of benefit gained by headquarters. In particular, the work of Ambos et al. 
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(2006) figured out that the degree of benefit for headquarters from RKT depends on a 

number of factors such as the subsidiary‘s strategic role, the economic development of 

the host country, the level of integration between a focal subsidiary with the whole 

MNC network, and also the absorptive capacity of the headquarters.  

Driffield et al. (2016), through collecting data from 1673 parent companies and 

4196 foreign affiliates of MNCs with headquarters located in developed countries, 

identified strong and consistent evidence that the productivity of foreign affiliates has 

a positive effect on parent productivity. This result led to these authors‘ statement that 

knowledge or technological capability of foreign affiliates could contribute to enhance 

the performance of their parent companies. Having the same argument, with data 

collected through a combination of an online survey and archival data from 219 

subsidiaries in Portugal with headquarters located in North America, Europe, and 

Japan, Crespo et al. (2014) confirmed that knowledge flows from subsidiary to 

headquarters are positively associated with the MNC‘s performance.  

Meanwhile, analyzing a sample of 104 Spanish MNCs, Jimenez-Jimenez et al. 

(2014) recognized that RKT from foreign subsidiaries has a positive effect on the 

innovation of the MNCs. Also related to innovation, based on survey evidence from 

131 foreign subsidiaries operating in Brazil, Isaac et al., (2019) identified that through 

external relational embeddedness in an emerging market, a subsidiary will have more 

chance to develop local innovations, however, the transformation of local innovations 

into global innovations is more likely to happen in the case that subsidiary has 

previous RKT in functional areas. It means that the relationship between the local 

innovation in a foreign subsidiary and global innovation in scope of the whole MNC is 

moderated by subsidiary RKT. 

3.2.2. Characteristics of knowledge 

Previous studies have underlined the importance of examining the characteristics 

of the knowledge being transferred within MNCs as they have impact on the manner in 

which organizational mechanisms could be effectively applied to facilitate the 

knowledge flows (Bjorkman et al., 2004; Fey & Furu, 2008). With a focus on 

marketing knowledge transfer within MNCs, Leposky et al. (2016) developed a 

conceptual paper and proposed that type of knowledge in emerging market subsidiary 

influences marketing knowledge RKT, where generalized marketing knowledge has 

more potential for RKT than location bound marketing knowledge. Building on the 

knowledge-based view of the firm, Crespo et al. (2014) suggested the knowledge 

attributes are fundamental to the intensity of knowledge outflows from a foreign 
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subsidiary to its headquarters. Moreover, these authors also highlighted that the 

explicitness of knowledge is positively associated with the extent of RKT.  

Meanwhile, by examining the effects of subsidiary level factors on RKT in 

EMNCs originated from India, Nair et al. (2015) and Nair et al. (2018) surprisingly 

figured out that the higher level of knowledge complexity and the tacitness of the 

subsidiary knowledge may lead to a greater extent of RKT. These findings could be 

explained that the more tacit knowledge in subsidiary, the more difficult to materialize 

such transfer, and therefore, EMNCs tend to engage more with RKT to ensure the 

smooth flow of RKT (Nair et al., 2018).  

Another related characteristic of knowledge is knowledge distance when this 

examines the extent to which the subsidiary knowledge stock is relevant to the 

knowledge stock of the parent. Still giving the attention on the RKT in emerging 

market multinational in the Indian context, Nair et al. (2016) identified that knowledge 

relevance has a positively influence on RKT. Accordingly, knowledge is considered as 

relevant when the knowledge developed in a subsidiary is associate or developed on 

existing knowledge of headquarters or the whole MNC (Schulz, 2003). This finding is 

in line with the work of Yang et al. (2008) since a sample of 105 acquired subsidiaries 

in this study revealed that knowledge relevance may help parent companies give 

attention and understand the potential benefits could be gained from the new 

knowledge developed in subsidiary, and thereby, it is significant in explaining the 

extent of RKT within MNCs.    

3.2.3. Characteristics of actors involved in the process of RKT  

Characteristics of actors are perhaps the most examined theme in research on 

subsidiary knowledge flows (Michailova &Mustafa, 2012). Existing studies dig deeper 

in characteristics of actors who participate in the RKT process at three levels: 

subsidiary level, headquarter level, and individual level. 

At the subsidiary level, Leposky (2016) suggested subsidiary autonomy, the 

extent to which a subsidiary has the right to make decisions with a degree of 

independence from headquarters, needs to be considered as one of the necessary 

antecedents of subsidiary‘s unique capability development and this leads to the RKT. 

By examining 358 Italian MNCs, the results of studied conducted by Rabbiosi (2011) 

confirmed the same opinion that subsidiary autonomy plays an important role in RKT 

process within MNCs. In the opposite direction, Najafi-Tavani et al. (2015) recognized 

that RKT makes more influence on level of autonomy granted for a subsidiary as 
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internal embeddedness increases. This finding was explained by the argument that 

increasing embedded relationships between headquarters and subsidiary reduce the 

tension between the two involved parties and create the mutual trust, and therefore, 

more power would be granted for subsidiary. Data collected by Borini et al. (2012) 

suggests not only the strategic orientation of the foreign subsidiary‘s R&D function 

but also the subsidiary age have influence on the reverse transfer innovations. Based 

on the organizational ecology theory and a dataset of 146 transfers of knowledge from 

84 foreign subsidiaries to their respective Italian headquarters, Rabbiosi and 

Sangtangelo (2013) recognized that the age of subsidiary is important determinant of 

parent company benefits from RKT and RKT from older subsidiaries is viewed as 

more beneficial to the parent company.  

However, with the data collected from 30 foreign subsidiaries of Chinese MNCs, 

Peng et al. (2016) emphasized that a subsidiary may transfer less knowledge to 

headquarters as it getting older because a maximum amount of new learning will occur 

and the communication between subsidiary with its parent is more likely to be frequent 

and intense when the subsidiary is newly established. Analyzing database of 178 

subsidiaries operating in knowledge intensive services sector in the UK, Najafi-Tavani et 

al. (2012) argued that subsidiary willingness is one of the most significant determinants of 

the extent of RKT meanwhile external embeddedness has a negative impact on the extent 

of RKT. This argument was then consolidated by the finding results in research of Kong 

et al. (2018) when they examined 128 subsidiaries of 73 Chinese MNCs and recognized a 

positive influence of foreign subsidiaries‘ willingness in sharing their acquired and 

developed knowledge on the extent of RKT. With the aim of investigating the relationship 

between subsidiary innovativeness and the level of RKT, Mudambi et al. (2014) analyzed 

data from 358 Italian manufacturing MNCs and identified that there existed an inverted 

U-shape in the effect of subsidiary innovativeness on RKT, and this influence would vary 

depending on the entry mode of that focal subsidiary in foreign market.   

At the individual level, Lazarova et al. (2005) proposed a conceptual article with 

the argument that effective knowledge transfer from subsidiary back to headquarters 

occurs when there is a fit between individual readiness to transfer knowledge and 

organizational receptivity to knowledge. Through data collected from more than 500 

functional departments of foreign subsidiaries in Japan which belong to Western 

MNCs, Peltokorpi (2015), Peltokorpi and Yamao (2017) recognized that host country 

national employee corporate language proficiency and employees‘ shared vision with 

headquarter have positive direct effect on RKT. With the purpose to understand the 
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impact of repatriates‘ abilities and motivation to share knowledge on the transfer of 

knowledge from subsidiaries to headquarters, Sanchez-Vidal et al. (2016) found out 

that repatriates‘ disseminate capacity plays a key role in the RKT process. This finding 

is then reinforced by the study of Burmeister et al. (2018). Based on multi-source time-

lagged data from 101 dyads of repatriates and domestic employees, these authors 

confirmed that the disseminative capacity of repatriates is positively associated with 

RKT. Vlajčić et al. (2019) analyzed survey data collected from 103 senior expatriates 

and affirmed the role of expatriate managers‘ cultural intelligence as a filter in 

codification process that helps to codify and remove the specific cultural path 

dependency of the host country where the knowledge in subsidiary is created, and 

thereby facilitate the efficiency of RKT within MNCs.   

At the headquarter level, Nair et al. (2016) identify that the absorptive capacity of 

the MNCs‘ headquarters positive influence on the knowledge flows to parent units in 

emerging markets from their overseas subsidiaries. The results in workings of Nair et 

al. (2016) and Barnard (2011) also point out that the MNCs‘ perception capability on 

the competencies of subsidiary competencies (or perceived subsidiary capability) by 

the parent companies positively influence RKT. With two pilot studies on two 

European MNCs for building the background of the study, Kurma (2013) suggest that 

managerial attention is a key factor in recognizing potential source of knowledge 

within the multinational network and a prior requirement for knowledge transfer to 

take place.  

3.2.4. Characteristics of relationship between actors 

Among all the characteristics of relationship, the bilateral communication 

between subsidiary and headquarter seem to be the topic that gain much attention from 

scholars in this field of study. Chung (2014) acknowledges the role of person to person 

communication for intra-MNC capability-transfer in any direction. Rabbiosi (2011) 

recognizes that different communication mechanisms take important role in the 

process of RKT. In particular, this empirical analysis shows that both personal and 

electronic-based coordination mechanisms can have a positive effect on the extent of 

RKT. Borini et al (2012), Crespo et al. (2014) and Peltokorpi & Yamao (2017) 

acknowledge the frequency of communication between parent company and its 

subsidiary is positive related to the reverse transfer of knowledge and innovation. This 

finding is in line with the two studies of Nair et al. (2015) and Nair et al. (2018) when 

these authors confirmed that the RKT is positively related to the collaboration between 

the subsidiary and the parent units. 
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 In addition, Peltokorpi (2015) observed that host country national employee 

corporate language proficiency in communication has a positive direct effect on RKT. 

With a study on the functioning of learning mechanisms in the reverse transfer and 

sharing of useful capabilities in the context of emerging multinational corporations, 

Barnard (2011) suggested because EMNCs are at an early stage of their evolution, so 

informal learning mechanisms are more important than attempts to formalize learning 

in the extent of RKT. Najafi-Tavani et al. (2012) argued that socialization mechanism 

(include joint training programs, visits, task forces, and informal communications) is 

one of the most significant determinants of the extent of RKT. Chung (2013) 

suggested that the wholly-ownership, the international human resource management 

control of staff in cross-border subsidiaries, and the active trust building can improve 

explanatory power of achieving the objectives of reverse transfer of practices 

significantly. Having the same argument, Leposky et al. (2016) proposed that trust 

between EMCs subsidiaries and their HQs influences RKT, where trusting relationship 

has more potential for RKT. Peng et al. (2016) highlighted that there is a positive 

relationship between the control of headquarters and knowledge transfer from its 

subsidiary and a higher degree of control from the HQs is likely to enable the 

headquarter to learn from the subsidiary more smoothly and efficiently thus leading to 

higher level of RKT.  

Recently, the study of Yu et al. (2019) is among the first to examine the 

relationship between headquarters attention on subsidiaries and RKT activities within 

MNCs. Through analyzing data collected from 96 foreign subsidiaries located in 

Shanghai region (China), this study confirms the positive correlation between 

headquarters attention and RKT. This finding could be explained that due to the 

attention, the attended subsidiary can frequently communicate with and receive 

resources or special treatment from headquarters to strengthen its innovation 

capabilities, and therefore, can enhance the extent of RKT. Also related to this 

characteristic, Wang et al., (2019) acknowledged that the formal attention of 

headquarters on subsidiary fully mediates the relationship between reverse transfer of 

innovation and the MNC‘s internal distribution of power to the subsidiary.  

4. Guidelines for future research 

The review of existing research on RKT within MNCs also points out current 

gaps in the literature that requires further attention from academic scholars. In 

addition, the actual number of papers related to RKT published in high quality journals 

is smaller in comparison with study on conventional knowledge transfer. To enrich the 
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knowledge base on this topic and continue enhancing the quality of future studies, this 

paper proposes several directions for expanding existing literature as below:   

First, future research should focus increasingly on the topic related to the 

outcome of reverse knowledge transfer for the parent company as well as the whole 

MNC. As Michailova & Mustafa (2012) and Tseng (2015) recommended that when 

analyzing the benefits obtained by the reverse knowledge flow, studies tend to analyze 

the effects on separate dimensions (innovation, productivity…) instead of focusing on 

the whole operation of MNC. A comprehensive evaluation on the relevance between 

RKT and the MNC‘s business strategy is necessary to see how much did the RKT help 

this company to reach its objectives and goals on both domestic and global markets. 

Second, RKT within an MNC is a full and complex process which includes three 

consecutive stages named ―pre-transfer‖, ―the reverse knowledge transfer‖ and ―post-

transfer‖. Existing studies have been mainly giving much attention and interest on the 

second stage with the aim to examine how the reverse knowledge transfer occurs. 

Hence, in order to have a thoughtful understanding this phenomenon and its benefits, 

future research need to put all of its parts and contexts into their studies. 

Third, regarding the research method, the current literature on RKT as presented 

above is imbalanced in the sense that there is an over-representation of quantitative 

studies (mainly use questionnaire-based survey) and a clear under-representation of 

qualitative works. This imbalanced obstructs the continuous accumulation of 

knowledge about this complex and contemporary phenomenon. Thus, future research 

could use case study and more qualitative methods to produce much needed rich and 

detailed descriptions and particularized interpretations of RKT. 

Fourth, although RKT is important resource in the context EMNCs as these firms 

are latecomers with a catch-up strategy in outward investment to seek strategic assets 

and knowledge to enhance their competitiveness (Ambos et al., 2006; Awate et al., 

2015), but a large number of existing studies on this phenomenon have still mainly 

focused on MNCs originated from developed countries (Buckley et al., 2002; Nair et 

al., 2016). Obviously, the findings from these large economies may not be always 

relevant and suitable with firms from emerging markets since such enterprises are 

often in the early stage of internationalization and they have the different background 

and starting point in comparison with counterparts from developed economies. 

Therefore, future studies in this field should give more attention on the RKT within 

MNCs originated from emerging markets. 
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5. Conclusion  

Taken together, several important contributions and suggestions have emerged 

from this paper. To the best of our knowledge, this research is among the first 

academic paper to systematically review contemporary research on RKT in the context 

of MNCs. The review recognizes that the topic of RKT within MNCs has been gaining 

more attention from business scholars, and thus, led to a significant increase in the 

number of studies published on prestigious journals over the last few years. The 

selected articles in this study are classified into four main clusters: studies on 

outcomes of RKT; studies on characteristics of transferred knowledge; studies on 

characteristics of actors involved in RKT process; and studies on characteristics of 

relationships between actors. This way of classification helps us to map the connection 

between findings of different studies and identify knowledge gaps which provide 

opportunities to expand the current literature.  

Although this study advances our understanding on the current state of existing 

works related to under-explored phenomenon RKT, it is not exempt from limitation. 

Due to the fact that only articles published on top ranking journals in the fields of 

business and management are selected, the literature review was not able to cover all 

studies which may be direct relevant to this topic in various fields of study. However, 

from a positive perspective, the quality of this review paper could be guaranteed as the 

research results from all selected articles from prestigious journals are highly accurate 

and reliable. More importantly, the limited scope of selected papers in our review 

provides opportunities for future research to broaden our understanding of this 

interesting phenomenon.          

    

REFERENCES 

Ambos, T.C., Ambos, B., & Schlegelmilch, B.B. (2006). Learning from foreign 

subsidiaries: An empirical investigation of headquarters‘ benefits from reverse 

knowledge transfers. International Business Review, 15(3), 294–312. 

Awate, S., Larsen, M.M. and Mudambi, R., (2015). Accessing vs sourcing 

knowledge: A comparative study of R&D internationalization between emerging and 

advanced economy firms. Journal of International Business Studies, 46(1), pp.63-86. 

Barnard, H. (2011). Emerging multinationals benefiting from subsidiaries located 

in more developed countries: Drivers for the sharing of capabilities. Innovation and 

Development 1 (2): 187–203. doi:10.1080/2157930x.2011.606646 



  

 

 

1594 

Borini, F. M.; & Fleury, M. T. L. (2011). Development of non-local competences 

in foreign subsidiaries of Brazilian multinationals. European Business Review, 23(1), 

106-119 

Buckley, P.J., Clegg, J. and Wang, C., (2002). The impact of inward FDI on the 

performance of Chinese manufacturing firms. Journal of international business 

studies, 33(4), pp.637-655. 

Burmeister, A., Lazarova, M.B. and Deller, J., (2018). Repatriate knowledge 

transfer: Antecedents and boundary conditions of a dyadic process. Journal of World 

Business, 53(6), pp.806-816. 

Chung, L. (2014). Headquarters‘ managerial intentionality and reverse transfer of 

practices. Management International Review, 54, 225–252. 

Crespo, C. F., Griffith, D. A., & Lages, L. F. (2014). The performance effects of 

vertical and horizontal subsidiary knowledge outflows in multinational corporations. 

International Business Review, 23, 993–1007. 

Denyer, D. and Tranfield, D., (2009). Producing a literature review. Buchanan 

and Bryman (2009). SAGE Handbook of Organizational Research Methods 

(Chapter39). SAGE Publications Ltd, London, England. 

Driffield, N., Love, J., & Yang, Y., (2016). Reverse international knowledge 

transfer in MNC: (Where) does affiliate performance boost parent performance? 

Research policy, 45(2), 491-506 

Dunning, J.H., (2001). The eclectic (OLI) paradigm of international production: 

past, present and future. International journal of the economics of business, 8(2), 

pp.173-190. 

Friesl, M. and Larty, J., (2018). The Exploration Phase of Replication Strategies: 

The Role of Autonomous Action for Reverse Knowledge Flows. British Journal of 

Management, 29(3), pp.411-427. 

Fu, X., Sun, Z. and Ghauri, P.N., (2018). Reverse knowledge acquisition in 

emerging market MNEs: The experiences of Huawei and ZTE. Journal of Business 

Research, 93, pp.202-215. 

Furuya N., Stevens M., Oddou G., Bird A., Mendenhall M. (2009). Managing the 

learning and transfer of global management competence: Antecedents and outcomes of 

Japanese repatriation effectiveness. Journal of International Business Studies, 40(2), 

200–215. 



  

 

 

1595 

Isaac, V.R., Borini, F.M., Raziq, M.M. and Benito, G.R., (2019). From local to 

global innovation: The role of subsidiaries‘ external relational embeddedness in an 

emerging market. International Business Review, 28(4), pp.638-646. 

Jiménez-Jiménez, D., Martínez-Costa, M., & Sanz-Valle, R. (2014). Knowledge 

management practices for innovation: a multinational corporation's perspective. 

Journal of Knowledge Management, 18(5), 905-918. 

Johanson, J. and Vahlne, J.E., (1977). The internationalization process of the 

firm—a model of knowledge development and increasing foreign market 

commitments. Journal of international business studies, 8(1), pp.23-32. 

Johanson, J. and Vahlne, J.E., (2009). The Uppsala internationalization process 

model revisited: From liability of foreignness to liability of outsidership. Journal of 

international business studies, 40(9), pp.1411-1431. 

Kogut, B. and Zander, U., (1992). Knowledge of the firm, combinative 

capabilities, and the replication of technology.Organization science, 3(3), pp.383-397. 

Kong, L., Ciabuschi, F. and Martín, O.M., (2018). Expatriate managers' 

relationships and reverse knowledge transfer within emerging market MNCs: The 

mediating role of subsidiary willingness. Journal of Business Research, 93, pp.216-229. 

Kumar, N. (2013). Managing reverse knowledge flow in multinational 

corporations. Journal of Knowledge Management, 17(5), 695-708. 

Liu, Y. and Meyer, K.E., (2018). Boundary spanners, HRM practices, and 

reverse knowledge transfer: The case of Chinese cross-border acquisitions. Journal of 

World Business. 

McGuinnes, M., Demirbag, M., & Bandara, S. (2013). Towards a multi-

perspective model of reverse knowledge transfer in multinational enterprises: A case 

study of Coats plc. European Management Journal, 31, 176–195. 

Michailova, S., & Mustaffa, Z. (2012). Subsidiary knowledge flows in 

multinational corporations: research accomplishments, gaps, and opportunities. 

Journal of World Business, 47(3), 383-396. 

Minbaeva, D.B., (2007). Knowledge transfer in multinational 

corporations. Management international review, 47(4), pp.567-593. 

Mortazavi, S., Laine, I., Quarshie, A., Väätänen, J. and Gupta, S., (2019). 

Multinational Enterprise and Inclusive Innovation at the Bottom of the Pyramid: A 

Systematic Literature Review. In International Business and Emerging Economy 

Firms (pp. 19-47). Palgrave Macmillan, Cham. 



  

 

 

1596 

Mudambi, R. Piscitello,L.  Rabbiosi, L., (2014). Reverse knowledge transfer in 

MNEs: Subsidiary innovativeness and entry modes. Long Range Planning, 47 (1/2), 49-63 

Nair, S.R., Demirbag, M. & Mellahi, K. (2016). Reverse knowledge transfer in 

emerging market multinationals: The Indian context. International Business Review, 

25, 152 – 164. 

Nair, S.R., Demirbag, M., & Mellahi, K. (2015). Reverse knowledge transfer 

from overseas acquisition: a survey of Indian MNEs. Management International 

Review, 55, 277-301. 

Nair, S.R., Demirbag, M., Mellahi, K. and Pillai, K.G., (2018). Do parent units 

benefit from reverse knowledge transfer?. British Journal of Management, 29(3), 

pp.428-444. 

Najafi-Tavani, Z., Giroud, A., & Sinkovics, R. R. (2012). Mediating effects in reverse 

knowledge transfer processes. Management International Review, 52(3), 461–488. 

Najafi-Tavani, Z., Robson, M.J., Zaefarian, G., Andersson, U. and Yu, C., 

(2018). Building subsidiary local responsiveness:(When) does the directionality of 

intrafirm knowledge transfers matter?. Journal of World Business, 53(4), pp.475-492. 

Najafi-Tavani, Z., Zaefarian, G., Naudé, P. and Giroud, A., (2015). Reverse 

knowledge transfer and subsidiary power. Industrial Marketing Management, 48, 

pp.103-110. 

Oddou G., Osland J. S., Blakeney R. N. (2009). Repatriating knowledge: 

Variables influencing the ―transfer‖ process. Journal of International Business Studies, 

40, 181-199 

Park, C. and Vertinsky, I., (2016). Reverse and conventional knowledge transfers 

in international joint ventures. Journal of Business Research, 69(8), pp.2821-2829. 

Peltokorpi V. & Yamao S. (2017). Corporate language proficiency in reverse 

knowledge transfer: A moderated mediation model of shared vision and 

communication frequency. Journal of World Business, 52(3), 404-416 

Peltokorpi, V. (2015). Corporate language proficiency and reverse knowledge 

transfer in multinational corporations: Interactive effects of communication media 

richness and commitment to headquarters. Journal of International Management, 21 

(1), 49-62. 

Rabbiosi, L., & Santangelo, G.D. (2013). Parent company benefits from reverse 

knowledge transfer: The role of the liability of newness in MNEs. Journal of World 

Business, 48(1), 160-170 



  

 

 

1597 

Rabbiosi, L., (2011). Subsidiary roles and reverse knowledge transfer: an 

investigation of the effects of coordination mechanisms. Journal of International 

Management. 17 (2), 97–113. 

Rosenbusch, N., Gusenbauer, M., Hatak, I., Fink, M. and Meyer, K.E., 2019. 

Innovation Offshoring, Institutional Context and Innovation Performance: A Meta‐

Analysis. Journal of management studies, 56(1), pp.203-233. 

Rugman, A.M. and Verbeke, A., (2006). Strategies for multinational enterprises. 

In The Oxford Handbook of Strategy. 

Schulz, M., (2003). Pathways of relevance: Exploring inflows of knowledge into 

subunits of multinational corporations. Organization Science, 14(4), pp.440-459. 

Tseng, C. (2015). Determinants of MNC‘s knowledge inflows to subsidiaries: a 

perspective on internalization advantages. Management International Review, 55(1), 

119-150. 

Vlajčić, D., Caputo, A., Marzi, G. and Dabić, M., (2019). Expatriates managers‘ 

cultural intelligence as promoter of knowledge transfer in multinational 

companies. Journal of Business Research, 94, pp.367-377. 

Wang, N., Hua, Y., Wu, G., Zhao, C. and Wang, Y., (2019). Reverse transfer of 

innovation and subsidiary power: A moderated mediation model. Journal of Business 

Research. 

Wu, J., Wang, C., Hong, J., Piperopoulos, P., & Zhuo, S. (2016). 

Internationalization and innovation performance of emerging market enterprises: The role 

of host-country institutional development. Journal of World Business, 51(2), 251-263. 

Yang, Q., Mudambi, R., & Meyer, K.E. (2008). Conventional and reverse knowledge 

flows in multinational corporations. Journal of Management, 34(5), 882–902. 

Yu, Y., Liu, Y. and Bai, T., (2019). Does attention from headquarters influence 

subsidiary behavior? A social psychological perspective. Long Range Planning. 

Zeng, R., Grøgaard, B. and Steel, P., (2018). Complements or substitutes? A 

meta-analysis of the role of integration mechanisms for knowledge transfer in the 

MNE network. Journal of world business, 53(4), pp.415-432. 



  

 

 

1598 

Appendix. Summary of the articles (C: Conceptual; E: Empirical) 

Journal Title 
Author(s) 

and Year 

Type 

of 

study 

Region of  

Affiliation 

of Authors 

Method of 

data collection 
Major findings 

 

JWB 

Knowledge transfer upon 

repatriation 

Lazarova 

& Tarique 

(2005) 

C Canada 

USA 

- Proposed conceptual framework suggests specific 

contingencies that MNE needs to consider when designing the 

most appropriate mechanisms for capturing, retaining and 

integrating the knowledge and expertise gained by repatriates. 

It requires a fit between individual readiness to transfer 

knowledge and organizational receptivity to knowledge for 

transferring knowledge effectively 

 

IBR 

Learning from foreign 

subsidiaries: An 

empirical investigation of 

headquarters' benefits 

from reverse knowledge 

transfer 

Ambos et al. 

(2006) 

E UK  

Austria 

The sample consists of 

294 knowledge transfer 

of 66 overseas 

subsidiaries to their 

respective HQs. The 

subsidiaries belong to 33 

MNCs HQs in Europe. 

The headquarters' benefit from RKT depends on the 

subsidiaries' strategic mission, the economic development of 

the source country, and the absorptive capacity of the 

headquarters. Context similarity had no significant impact on 

the benefits of knowledge transfer. The result also confirms 

the importance of headquarters' own (prior) knowledge in the 

field. 

 

JM 

Conventional and reverse 

knowledge flows in 

multinational 

corporations 

Yang et al., 

(2008) 

E USA  UK Questionnaire-based 

survey to collect data 

from 105 foreign-

affiliated units in Eastern 

Europe 

 Knowledge characteristics are important in RKT so that 

subsidiaries whose knowledge is more relevant are able to 

transmit significantly larger outflows. Host country locations 

have significant moderating effects. 

 

JIBS 

Repatriating knowledge: 

Variables influencing the 

"transfer" process 

 

Oddou et al., 

(2009) 

 

C USA - Propose a conceptual model in which repatriate characteristics 

(ability to transfer knowledge, motivation to transfer 

knowledge) with work characteristics (ability to receive, 

motivation to receive) and the repatriate-Work relationship 

(perceived mutual trust, communication frequency) are 

integrated in. 
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Journal Title 
Author(s) 

and Year 

Type 

of 

study 

Region of  

Affiliation 

of Authors 

Method of 

data collection 
Major findings 

 

JIBS 

Managing the learning 

and transfer of global 

management 

competence: Antecedents 

and outcomes of 

Japanese repatriation 

effectiveness 

Furuya et al. 

(2009) 

 

 

E USA The participants for this 

research included 305 

employees from five 

large Japanese 

multinational 

corporations that actively 

manage a professional 

pool of managerial 

employees on global 

assignments 

Organizational support is positively related to increases in 

individual learning and transfer of global competencies. This 

study also finds out that possession of higher level of 

intercultural personality traits before an international 

assignment is positively related to subsequent competency 

transfer upon repatriation. The results also reveal a significant, 

positive relationship between self-adjustment and global 

management competency upon reintegration into the home 

office 

 

JIM 

Subsidiary roles and 

reverse  knowledge 

transfer: An investigation 

of the effects of 

coordination mechanisms 

Rabbiosi 

(2011) 

E Denmark The final sample 

consisted of 358 Italian 

MNEs, of which 84 were 

studied through on site 

face to face interviews 

with the parent 

companies' top managers 

The results show that the effects of different coordination 

strategies on reverse knowledge transfer differ systematically 

for subsidiaries with different roles. The analyses suggest that 

coordination mechanisms within the parent company - foreign 

subsidiaries dyadic relationship can be designed to influence 

the amount of reverse knowledge transfer. 

 

JID 

Emerging multinationals 

benefiting from 

subsidiaries located in 

more developed 

countries: drivers for the 

sharing of capabilities 

Barnard 

(2011) 

E South 

Africa 

Questionnaire-based 

survey to collect data 

from 53 subsidiaries of 

emerging market 

multinational enterprises 

located in the US.  

The results suggest that the sharing of capabilities typically 

takes place informally, and that formalizing the process does 

not improve the sharing of capabilities. The headquarters is as 

much developing a sense of the subsidiary as a source of 

useful capabilities as it is directly benefiting from those 

capabilities, and sharing capabilities is best supported by a 

similar rather than differentiated institutional context. 
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Journal Title 
Author(s) 

and Year 

Type 

of 

study 

Region of  

Affiliation 

of Authors 

Method of 

data collection 
Major findings 

 

EMJ 

The reverse transfer of 

innovation of foreign 

subsidiaries of Brazilian 

multinationals 

Borini et al., 

(2012) 

E Brazil Data were collected from 

30 Brazilian MNCs with 

93 overseas subsidiaries. 

These firms are engaging 

in manufacturing or 

supplying technological 

services. 

The results show that the reverse transfer of innovation relies 

on the strategic orientation of the foreign subsidiary's R&D 

function; strong integration (communication) between the 

parent company and its subsidiaries; the entrepreneurial 

orientation of the corporation; the subsidiary's period of 

existence; and, though marginally, its entry mode through 

Greenfield investments. 

 

 

MIR 

Mediating effects in 

reverse knowledge 

transfer processes - The 

case of knowledge 

intensive services in the 

UK 

Nahafi-

Tavani et 

al., (2012) 

 

E UK A survey was carried out 

to build a database of 178 

subsidiaries operating in 

Knowledge Intensive 

Services sector in the UK 

The willingness and socialization mechanisms are the most 

significant determinants of the extent of RKT. The impacts of 

shared values and internal embeddedness are mediated by 

subsidiary willingness. The external embeddedness has a 

negative influence on the extent of RKT 

 

JKM 

Managing reverse 

knowledge flow in 

multinational 

corporations 

Kurma 

(2013) 

E Sweden Qualitative case study. 

Two pilot studies on two 

European MNCs were 

conducted to build the 

background for this study 

A higher level of knowledge outflow will occur from the units 

with more valuable knowledge stock. The perception of the 

recipient about the source of knowledge can influences the 

process of RKT.  

 

JWB 

Parent company benefits 

from reverse knowledge 

transfer: the role of the 

liability of newness in 

MNEs 

Rabbiosi & 

Santangelo 

(2013) 

E Denmark 

Italy 

A data set of 146 

transfers of knowledge 

from 84 foreign 

subsidiaries to their HQs 

in Italy was collected. 

The results show that parent companies believe that their 

innovative skills and capabilities benefit from the use of 

knowledge transferred from foreign subsidiaries, and that this 

benefit increases with subsidiary age. This relationship is 

negatively moderated by the use of acquisitions and majority-

owned joint ventures, and positively moderated by the use of 

socialization mechanisms. 
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JWB 

The interplay of 

networking activities and 

internal knowledge 

actions for subsidiary 

influence within MNCs 

 

Najafi-

Tavani 

et al., (2013) 

 

E UK 

Denmark 

Sweden 

Questionnaire-based 

survey to collect data 

from 184 managers of 

subsidiaries which are in 

knowledge-intensive 

business services in UK.  

Subsidiaries in the KIBS sector can augment their influence 

within MNCs, but only when engaging in RKT activities and 

the relationship between knowledge development and 

influence is strongly mediated by the extent of RKT. The 

existence of close relations between a subsidiary and its HQs 

can considerably facilitate RKT.  

 

EMJ 

Towards a multi-

perspective model of 

reverse knowledge 

transfer in multinational 

enterprises: A case study 

of Coats Plc 

McGuinness 

et al. (2013) 

 

E UK and Sri 

Lanka 

 Qualitative research with 

a single case study on the 

operation of Coast PLC – 

a UK based multinational 

firm. 

Grounded in existing theory, the study finds that RKT 

phenomenon can be characterized by 18 variables, which can 

be grouped under the four main constructs of the potential to 

create knowledge, relevance of the knowledge created, ability 

to reverse transfer new knowledge and motivation to reverse 

transfer new knowledge.   

MIR Headquarters‘ 

managerial intentionality 

and reverse transfer of 

practices 

Chung 

(2014) 

E UK The data were collected 

through interviews with 

the final sample of 503 

respondents of 

Hongkong MNCs with 

subsidiaries in China. 

The results suggest high headquarters intentional arrangements 

involving choosing wholly-ownership, international human 

resource management control, active trust building, and 

frequent personal contact can improve explanatory power of 

achieving the objectives of reverse transfer of organizational  

practices significantly 

 

LRP 

Reverse knowledge 

transfer in MNEs: 

Subsidiary 

Innovativeness and Entry 

Modes 

Mudambi 

et al. (2014) 

E USA  

Denmark 

Questionnaire-based 

survey to collect data 

from 358 manufacturing 

Italian MNEs  

The study results showed that the influence of subsidiaries' 

innovativeness on the levels of reverse knowledge transfer is 

also likely to vary depending on subsidiary entry mode.  
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IBR 

The performance effects 

of vertical and horizontal 

subsidiary knowledge 

outflows in multinational 

corporations 

Crespo et 

al., (2014) 

E Portugal 

USA 

France 

Data were collected 

through a combination of 

an online survey and 

archival data from 219 

MNC subsidiaries in 

Portugal  

The results demonstrate that not only do vertical and 

horizontal subsidiary knowledge outflows enhance MNC 

performance (i.e. return on assets) but that the size of the effect 

is considerable (providing evidence of the strategic value of 

knowledge resources as envisioned under the knowledge-

based view).  

 

JKM 

Knowledge management 

practices for innovation: 

a multinational 

corporation's perspective 

2014 

Jimenez-

Jimenez 

et al. (2014) 

E Spain Questionnaire-based 

survey to collect data 

from 104 Spanish MNCs 

The results show that internationalization has no direct effect 

on organizational innovation but an indirect effect through the 

transfer of knowledge from external subsidiaries to the 

headquarters (RKT has a positive effect on MNCs' 

innovation). Furthermore, this knowledge and other that comes 

from internal and external social capital is essential for the 

development of innovations. 

 

IMM 

Reverse knowledge 

transfer and subsidiary 

power 

Najafi-

Tavani 

et al. (2015) 

E UK 

Austria 

The data was collected 

through online 

questionnaire mailed to 

the UK subsidiaries of 

non-UK parent 

companies in the 

knowledge intensive 

business service sector 

The extent of RKT positively impacts the influence of a 

subsidiary within the multinational corporation. By contrast, 

the relationship between reverse knowledge transfer and 

subsidiary autonomy is positive and significant, but only when 

moderated by internal embeddedness.  
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MIR 

Reverse knowledge 

transfer from overseas 

acquisition: a survey of 

Indian MNEs 

Nair et al. 

(2015) 

E UK Questionnaires-based 

survey to collect data 

from 329 Indian MNEs 

with overseas 

acquisitions. 

Higher levels of collaboration facilitate RKT to parent firm, 

and this effect is more prominent in high technology and 

knowledge intensive industries. Also, subsidiaries that hail 

from host countries with a higher competitive index compared 

to India and those that perform the role of specialized 

contributors contribute more towards RKT. In addition, a 

higher level of knowledge complexity leads to a greater extent 

of RKT 

 

JIM 

Corporate language 

proficiency and RKT  in 

multinational 

corporations: Interactive 

effects of communication 

media richness and 

commitment to 

headquarters  

Peltokorpi 

(2015) 

E Japan Data derived at two 

points in time from 661 

functional departments of 

foreign subsidiaries in 

Japan.  

Host country national (HCN) employee corporate language 

proficiency has a positive direct effect on RKT. The findings 

also suggest that HCN employee corporate language 

proficiency in conjunction with communication media 

richness enhance RKT in MNCs. HCN employee HQs 

commitment has a moderating effect between communication 

media richness and RKT.  

 

IBR 

Reverse knowledge 

transfer in emerging 

market multinationals: 

The Indian context 

Nair et al. 

(2016) 

E UK Questionnaire-based 

survey to collect data 

from managers 101 

Indian MNEs. 

The way the parent firm perceives the capability of the 

subsidiary, has an impact on reverse knowledge transfer in 

Indian MNEs. They also indicated that the positive effect of 

perceived subsidiary capability on RKT will be stronger with 

greater knowledge relevance.  



  

 

 

1604 

Journal Title 
Author(s) 

and Year 

Type 

of 

study 

Region of  

Affiliation 

of Authors 

Method of 

data collection 
Major findings 

 

JWB 

Internationalization of 

innovation performance 

of emerging market 

enterprises: The role of 

host-country institutional 

development 

Wu et al. 

(2016) 

E Macau 

UK 

Data was collected from 

three sources: (1) 

financial and ownership 

information from 

CSMAR databases (2) 

patent data from China's 

state intellectual property 

office, (3) information 

about 599 EMEs' 

overseas subsidiaries 

from their annual reports.  

The effects of host-country institutional development may 

spread beyond national boundaries to boost innovation 

performance of the parent internationalizing EME. However, 

well-developed institutions alone might not be enough, firms 

need to develop strong absorptive capacity. In addition, the 

study also points out that though EMEs may perceive a greater 

investment risk in institutionally less-developed countries, 

those with a higher level of state ownership can actually boost 

innovation performance because of its similarity to their home 

environments 

 

RP 

Reverse international 

knowledge transfer in 

MNC: (Where) does 

affiliate performance 

boost parent 

performance? 

Nigel 

Driffield et 

al. (2016) 

E UK The analysis draws on 

Orbis and employs data 

from 1673 parent 

companies and 4196 

overseas affiliates.  

The results show strong and consistent evidence that affiliate 

productivity has a positive effect on parent productivity. The 

importance of location (strategic location, physical location…) 

in this relationship is also highlighted.  

 

IJHRM 

Repatriates and reverse 

knowledge transfer in 

MNCs 

Sanchez-

Vidal 

et al. (2016) 

E Spain Questionnaires-based 

survey to collect data 

from 115 Spanish firms.  

The results supported the idea that repatriates' disseminative 

capacity plays a key role in the reverse knowledge transfer 

process. Also, the findings identified some drivers of 

repatriates' disseminative capacity including: the knowledge 

the repatriates acquired during the expatriation and the firm's 

international assignments policy.  
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TIBR 

Towards a framework of 

reverse knowledge 

transfer by emerging 

economy multinationals: 

Evidence from Chinese 

MNE Subsidiaries in the 

United States 

Peng et al. 

(2016) 

E China and 

USA 

Combination of both 

qualitative and 

quantitative method. A 

set data of 30 subsidiaries 

of Chinese MNCs which 

responded to the survey 

has been used. 4 cases 

study also were analyzed. 

The results proved initial evidence that strategic asset-seeking 

motivations and headquarter control are significantly and 

positively related to RKT. Furthermore, contrary to the 

predictions of previous studies, the empirical evidence also 

indicated a negative relationship between subsidiary age and 

reverse knowledge transfer.  

 

JSM 

Determinants of reverse 

marketing knowledge 

transfer potential from 

emerging market 

subsidiaries to 

multinational enterprises' 

HQs 

Leposky et 

al. (2016) 

C Finland 

UK 

- Propose a framework with 8 key factors that may influence 

marketing RKT potential from emerging market subsidiaries. 

These factors include 3 properties of the EM subsidiary 

(establishment mode, age, autonomy); properties of the 

relationships of the EM subsidiary (external embeddedness, 

trust, internal embeddedness); and properties of marketing 

knowledge (type of knowledge; knowledge transfer 

mechanism) 

 

JBR 

Reverse and 

conventional knowledge 

transfers in international 

joint ventures 

Park & 

Vertinsky 

(2016) 

E Canada Questionnaires-based 

survey to collect data 

from 199 international 

joint ventures in South 

Korea.  

The R&D activities and the performance of foreign 

subsidiaries in the form of international joint ventures have 

negative impacts on the flow of knowledge transferred back to 

their parent firms.  
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IBR 

Outward foreign direct 

investment and domestic 

innovation performance: 

evidence from China 

Li et al. 

(2016) 

E China 

 and UK 

The study used a 

balanced panel dataset 

for 30 provinces and 

municipalities over the 

period 2003 - 2011. The 

OFDI and R&D data 

were drawn from the 

several trusty sources   

The results show that OFDI has a very significant (both 

statistically and economically) impact on domestic innovation. 

Furthermore, this study also identified three contingent factors 

- absorptive capacity, inward FDI, and the competition 

intensity of the local market - that moderate the impact of 

OFDI on innovation performance.  

 

JWB 

Corporate language 

proficiency in reverse 

knowledge transfer: A 

moderated mediation 

model of shared vision 

and communication 

frequency  

Peltokorpi 

& Yamao 

(2017) 

E Japan  

Australia 

Data were collected from 

Japanese middle 

managers representing 

574 functional 

departments of foreign 

subsidiaries in Japan.   

Shared vision mediates the positive effect between host 

country national employees' corporate language proficiency 

and RKT. In addition, the headquarters-subsidiary 

communication frequency enhances the relationship between 

language proficiency and shared vision as well as shared 

vision and reverse knowledge transfer.  

 

JBR 

Expatriate managers‘ 

relationships and reverse 

knowledge transfer 

within emerging market 

MNCs: The mediating 

role of subsidiary 

willingness 

Kong et al. 

(2018) 

E Sweden and 

Spain 

Questionnaires-based 

survey to collect data 

from 128 overseas 

subsidiaries of 73 

Chinese MNCs. 

The subsidiary‘s willingness to transfer knowledge has 

significant positive effects on the extent of RKT. The good 

relationships of expatriate managers with local subsidiary 

managers positively affect subsidiary willingness to transfer 

knowledge 

 

 

JWB 

Boundary spanners, 

HRM practices, and 

RKT: The case of 

Chinese cross-border 

acquisition 

 Liu 

&Meyer 

(2018) 

E UK and 

Canada 

Qualitative research with 

multiple case studies. 

Using four cases of 

Chinese acquisition in 

Germany and the UK 

Developing a conceptual framework  to provide a deeper 

understanding on the role played by boundary spanners in 

alignment with HRM practice in RKT under the context of 

EMNEs cross-border acquisition 



  

 

 

1607 

Journal Title 
Author(s) 

and Year 

Type 

of 

study 

Region of  

Affiliation 

of Authors 

Method of 

data collection 
Major findings 

 

BJM 

The exploration phase of 

replication strategies: the 

role of autonomous 

action for reverse 

knowledge flows 

Friesl 

&Larty 

(2018) 

E UK Semi-structured 

interviews with 20 

franchisees. 

The role of autonomous action for RKT is moderated by unit 

managers‘ resource expectations that emerge as a result of 

autonomous action. 

 

JWB 

Building subsidiary local 

responsiveness: (When) 

does the directionality of 

intra-firm knowledge 

transfer matter? 

Najafi-

Tavani et 

al., (2018) 

E UK, 

Sweden, 

Norway 

Online survey to collect 

data from 173 wholly 

owned subsidiaries base 

in China with overseas 

HQs. 

The results indicate the existence of psychological safe 

environment within the MNC strengthens relationship of past 

reverse knowledge transfer with subsidiary local 

responsiveness. 

 

JWB 

Repatriate knowledge 

transfer: Antecedents and 

boundary conditions of a 

dyadic process 

Burmeister 

et al. (2018) 

E Switzerland 

Canada 

Germany 

Using multi-source time-

lagged data from 101 

dyads of repatriates and 

domestic employees. 

Repatriates‘ disseminative capacity, domestic employees‘ 

absorptive capacity, and formal opportunities for interaction 

(e.g. meetings) are positively associated with RKT. The 

influence of domestic employees‘ absorptive capacity on RKT 

is stronger if repatriate knowledge is difficult, and 

opportunities for interaction is less important for RKT if 

domestic employees have more international experience   

JBR Reverse knowledge 

acquisition in emerging 

market MNEs: the 

experiences of Huawei 

and ZTE 

Fu et al. 

(2018) 

E UK  

China 

Qualitative research with 

two cases selected for 

study: Huawei and ZTE. 

Interview senior 

managers at the HQs and 

subsidiaries.   

Propose a reverse innovation and capacity acquisition model 

in which a reverse learning mechanism, a multi-level hub and 

spoke type of knowledge sharing mechanism and a two-tier 

three-step mechanism. Also this study identified that the 

reverse learning mechanism led by subsidiaries, and 

capabilities accumulated within MNCs, include awareness 

values of customers, choosing and testing innovative ideas, 

new concepts of product as well as managerial capability.   
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BJM 

Do parent units benefits 

from reverse knowledge 

transfer? 

Nair et al. 

(2018) 

E UK Survey to collect data 

from 101 Indian firms 

who had engaged in 

overseas acquisition 

between 2000 and 2010 

The extent of RKT increases with the tacitness of the 

subsidiary knowledge. EMNEs have been able to earn more 

benefits with a greater extent of RKT. The collaboration 

between organizational units involved in a transfer has a 

significant positive influence on both benefits from RKT and 

the extent of RKT. 

 

IBR 

From local to global 

innovation: The role of 

subsidiaries‘ external 

relational embeddedness 

in an emerging market 

Isaac et al. 

(2019) 

E Brazil, 

Pakistan, 

and 

Norway 

Survey to collect data 

from 131 foreign 

subsidiaries located in 

Brazil.  

Subsidiary‘s relational embeddedness with the external local 

network is essential for the development of local innovations. 

The transformation of local innovation in subsidiary located in 

emerging market into global innovations is more likely happen 

in the case with subsidiary has previous RKT activities.  

 

JBR 

Expatriates managers‘ 

cultural intelligence as 

promoter of knowledge 

transfer in MNCs 

Vlajcic et al. 

(2019) 

E Croatia, 

UK 

Survey to collect data 

from 103 senior 

expatriate managers 

working in Croatia. 

Expatriate managers use their cultural intelligence in RKT to 

codify and remove the specific cultural path dependency of the 

local market where the knowledge is created.  

 

LRP 

Does attention from 

headquarters influence 

subsidiary behavior? A 

social psychological 

perspective 

Yu et al. 

(2019) 

E New 

Zealand 

China 

Mixed methods. 

Interview-based survey 

were used to collect data 

from 96  FDI firms in 

Shanghai (China) 

The attention from headquarters on a focal subsidiary is 

positively associated with subsidiary‘s RKT activities. 

Subsidiary‘s shared vision moderate positively the relationship 

between the attention of HQs and RKT, while subsidiary‘s 

market performance negatively moderate this relationship  

 

JBR 

Reverse transfer of 

innovation and 

subsidiary power: A 

moderated mediation 

model 

Wang et al. 

(2019) 

E  China Using multiple informant 

survey data of managers 

from 145 subsidiaries of 

MNEs with HQs located 

in 19 countries.  

Formal attention provided by the parent firm on subsidiary 

takes a full mediating role in the relationship between reverse 

transfer of innovation and subsidiary power.  
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BEST PRACTICES OF MICROLOAN SCHEMES FOR SMES IN 

CENTRAL AND EASTERN EUROPE: CHOSEN EXAMPLES 

Maciej Woźniak
125

 

AGH University of Science and Technology, Poland 

 

Abstract: 

The paper seeks to compare different microloan schemes for small and medium-sized 

enterprises (SMEs) in the chosen countries from Central and Eastern Europe: Lithuania, 

Romania, and Hungary to identify the best practices and processes which could explain the 

differences in their performance. The study was conducted on a sample of about 1760 

beneficiaries. The author decided to use the new benchmarking method which was proposed for a 

comparison of support instruments for SMEs. That approach requires using mixed-method 

research. The results suggest several processes in the area of strategy, purposes, technology, and 

organization of work which influence existing differences in the performance of these microloan 

schemes. Therefore, the article seeks to fill the existing cognitive gap and contribute to the area of 

New Public Governance. 

Keywords: Benchmarking, microloan schemes, public policy, small and medium-sized 

enterprises, SMEs, support instruments. 

 

1. Introduction 

The problem of access of small and medium-sized enterprises (SMEs) to external 

sources of financial capital has been widely recognized in the academic literature for 

many years (Berger and Udell, 2002; Bhalla and Kaur, 2012; Woźniak, 2012; Duda and 

Woźniak, 2018). It derives from the concept of market failures, particularly in the field of 

asymmetric information. That concept supports the theories of credit discrimination by 

Galbraith (1957) or credit rationing by Stiglitz and Weiss (1981) which were verified also 

by other researchers. They underpin the view that there is a need for public intervention in 

this field. In the European Union (EU) state aid is forbidden, however, there are some 

exemptions. One of them is support for SMEs. In connection to the above, some 

initiatives have been implemented for over 40 years, particularly since the 1990s (Surdej 

and Wach, 2011). The evaluation of the results is under consideration (Becker, 2015; 

Cadil et al., 2017). It is but the issue of importance taking into consideration the concepts 

of New Public Governance (Wiesell, 2014; Volacu, 2017).  
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In connection to this, some changes were undertaken in the public policy for SMEs 

in the countries of the EU. Financial repayable instruments became a priority. Such 

instruments encompass also microloan schemes which are very common in Central and 

Eastern Europe. There are but significant differences in their performance. However, 

neither the reasons nor examples of the best practices are clear.  

Although there is extensive literature about microloans (Newman et al., 2017), only 

some authors (Meager et al., 2003; Banerjee et al., 2015; Bertoni et al., 2017; Brown and 

Earle, 2017) focus on the economics outcomes, like the creation of new enterprises or 

growth of existing companies. However, there is not much research (Feint, 2004; Ganci, 

2010; Banerjee, 2011) about the processes which influence the performance of the 

microloan schemes based on reliable methods like benchmarking. That problem is but of 

importance both for politicians and SMEs.  

Therefore, the paper aims to compare different microloan schemes for small and 

medium-sized enterprises in the chosen countries from Central and Eastern Europe: 

Lithuania, Romania, and Hungary to identify the best practices and processes which could 

explain the differences in their performance.  

The paper contributes to the public policy area, particularly New Public 

Governance. I provide the results of the comparison of microloan schemes from the 

countries of the EU that was neglected so far by the existing literature. Moreover, I 

present the processes leading to the best practices. I also add new knowledge to the 

literature on evaluation. I verify the proposed method of benchmarking, showing how it 

could be used for ex-post assessment. Nevertheless, I present practical implications for 

public authorities trying to improve the performance of state aid. 

The paper is organized as follows. First, the literature review and the research 

questions were provided. After that, the methodology was described. Then, the 

competitive benchmarking analysis of microloan schemes was done. The 

recommendations and conclusions were presented at the end of the paper. 

2. Literature review and research questions 

The results of research by Meager et al. (2003) do not reveal any significant effect 

on the growth of the enterprises which obtained microloans in the United Kingdom 

through the Princes‘ Trust. The randomized evaluation of microloans in India (Banerjee et 

al., 2015) reveals that the average company-beneficiary was no more profitable; however, 

there was an increase in profits at the top end. Brown and Earle (2017) also find that there 

was a growth of employment in enterprises which obtained small business administration 
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(SBA) loans in the United States of America (USA). The findings of Bertoni et al. (2017) 

reveal that participate loans boost the growth and employment of firms-beneficiaries.  

Only some authors research the processes in microloan schemes using the 

benchmarking method to explain the differences in their performance and find the best 

practices. Feint (2004) presents the results of benchmarking microloan schemes, which 

were made for four countries of the European Union: Netherlands, Wales, Germany, and 

the Czech Republic. The goal of that research was to improve the access to finance for 

enterprises from the disadvantaged group including women, migrants, unemployed and 

disabled. However, the study focuses only on qualitative analysis and it was restrained 

only to microloan schemes in those four countries.  

Ganci (2010) shows the benchmarking of microloans in Romania. That was already 

the fourth benchmarking report. This is consistent with the principle that benchmarking is 

a continuous process. Moreover, this report uses qualitative and quantitative data. The 

microloan institutions were aggregated into two groups: large and small as well as 

medium-sized. The conclusions are that there is a need for the growth strategy into real 

partnership with investors/lenders and improve the relationship with clients and 

communities/associations. Moreover, new risk managing techniques should be introduced 

such as early warning systems for delinquency. However, the report covers only 

microloan funds in Romania.  

Very extensive international research was done outside of Europe. Asia 

Microfinance Analysis and Benchmarking Report (MIX and Intellecap, 2008) included 

over 300 microfinance institutions (MFIs) from 16 countries of South and East Asia as 

well as the Pacific. The conclusion is that although microloan funds had been growing 

very fast before 2007, they had to face an economic slowdown in the following years. It 

was connected with reduced market liquidity that made funds for loans scarce and 

increases the cost of access to financial capital. Nevertheless, the analysis was quite short. 

The conclusion is too general. Moreover, the economic circumstances in those regions are 

different than those in the European Union.  

There are also interesting and very comprehensive researches of microloans in India 

(Banerjee, 2011). The detailed methodology of benchmarking was brought forward. The 

analysis was both quantitative and qualitative. The conclusion is that microloan schemes are 

moving towards fully regulated financial institutions. There is a need for improvement in 

the field of communication and professionalizing the organization. Moreover, the early 

warning systems should be introduced – Ganci (2010) presents a similar finding. However, 

the economic circumstances are different than those in the European Union, too. 
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Woźniak (2018) presents the assumptions for the benchmarking of support 

instruments for SMEs and describes in detail the phases and stages of the procedure. This 

proposal could be important both for scientists, business organizations as well as 

politicians. The usefulness was verified on the example of 43 financial support 

instruments for SMEs from 16 countries of the EU under the Difass project. However, it 

was done only for the preparation phase.  

The literature review reveals that most surveys were done for microloan schemes 

only in one country. Some studies were made without much rigorous scientific research. 

The conclusion is that there is a lack of international research based on a complex 

methodology which compares microloan schemes. Although such methodology was 

proposed by Woźniak, it has not been verified so far in the analysis phase. In connection 

to this, there is a cognitive gap which suggests the following research questions: 

Q1: What are the best practices among microloan schemes for small and medium-

sized enterprises in the chosen countries? 

Q2: What are the reasons for differences in performance among microloan schemes 

for SMEs on an international level in the chosen countries? 

The study was conducted on a sample of 1762 small and medium-sized enterprises 

which were beneficiaries of microloans schemes in the chosen countries. The author 

decided to use the new benchmarking method which was proposed in order to compare 

support instruments for SMEs. That approach requires using mixed method research 

which has its own methodology (Creswell and Tashakkori, 2007). The procedure was 

presented in detail in the next section. 

3. Material and methods 

The process of benchmarking was proceeded according to the new procedure 

proposed by Woźniak (2018). This proposal was intended to be used for support 

instruments for SMEs such as microloan schemes. It consists of three phases: 

implementation, analysis, and transfer. 

The preparation phase of benchmarking for microloans schemes based on Woźniak 

(2018, p. 100) proposal. In connection with this, the following stages were realized. 

3.1. Preparation 

3.1.1. Selection of support instrument 

The subject of the benchmarking process was microloans schemes as the 

entrepreneurs rank them very high. Moreover, they are repayable instruments.  
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3.1.2. Identification of potential schemes 

Potential microloan schemes came from countries that belong to the European 

Union. They use similar legal regulations. It concerns also public policy.  

3.1.3. Selection of schemes for comparison 

The author decides to choose microloans schemes analyzed in the Difass project. 

This project was co-financed by the Interreg IVc program in the years 2012-2014. The 

author of that study was also engaged in this project as a scientific partner. In the 

workshop in Tallin, Estonia, five microloan schemes were presented. Two of them were 

excluded from this study. The reasons were incomplete questionnaires and a too short 

period of functioning.  

Table 1: Microloan schemes selected for the study 

Ime Region Country Number of supported SMEs 

Credinfo All regions Hungary 250 

Opportunity Microloan Transylvania Romania 1 236 

Entrepreneurship 

Promotion Fund 

All regions Lithuania 276 

Source: The author‘s elaboration. 

Therefore, three microloans schemes were chosen. They were presented in Table 1. 

There was no need to make a sample as the data of enterprises were chosen for purposes. 

3.1.4. Identification of characteristics and activities 

The data for the comparison of the characteristics of the chosen microloan schemes 

are presented in Table 2.  

Table 2: List of characteristics 

Area Data 

Strategy Region/country, goals, beneficiaries, requirements. 

Organization Duration, stakeholders, intermediaries, networking (binary measure). 

Finance Budget, sources of finance. 

Product Amount of investment which could be covered by the microloan schemes (in 

percent), amount which enterprise could obtain (in euro), interest rates, 

difference between the interest rates in commercial banks and that provided 

under the microloan schemes, time of repayment, additional support (binary 

measure), difficulty of application. 

Source: The author‘s elaboration based on Woźniak (2018). 
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The indicators of activities which are to determine the differences between 

microloan schemes within the crucial area of comparison are presented in Table 3. 

Table 3: List of indicators of activities 

Field Indicator Description 

Selection of 

applications 

Time of selection Maximum time from the date of submitting an 

application form to the decision about acceptation 

or rejection (destimulant) 

Accepted 

applications/ 

submitted 

applications 

The number of the submitted applications which 

were accepted (stimulant) 

Submitted 

applications/ 

employed personnel 

The number of the submitted applications which 

were evaluated per one employee (stimulant); 

Realisation 

of a scheme 

Accepted 

applications/ 

employed personnel 

The number accepted applications which were 

evaluated by one employee (stimulant), 

Used funds/budget The amount of the budget (in %) which was used 

for the support (stimulant); 

Influence on 

beneficiaries 

Funds/new and saved 

jobs 

The value of funds which were needed to create 

new or save existing job (destimulant), 

Funds/accepted 

applications 

The value of funds which was granted for one 

accepted application (stimulant). 

Source: The author‘s elaboration based on Woźniak (2018). 

The tools to compare the measures in Table 3 were used:  

- A maximum amount to identify the best practices, 

- A difference between the performance of the best practice and the others. 

Labor costs were used for indicators connected with creating new saving existing 

jobs (Woźniak, 2018, p. 98-100). 

In table 4 the detail relationships between the characteristics and activities of 

selected schemes were presented. 
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Table 4: Detail relationships between characteristics and activities  

of support schemes for SMEs 

Activities Characteristics 

Strategy Organization and staff Finance Product 

Selection 

of applications 

- time of selection - - 

Accepted 

applications/submitted 

applications 

accepted 

applications/submitted 

applications 

- - 

- submitted 

applications/employed 

personnel 

- - 

Realization 

of a scheme 

- Accepted applications/ 

employed personnel 

- - 

- Used funds/budget - - 

Influence 

on beneficiaries 

- - funds/accepted 

applications 

funds/new and 

saved jobs 

Source: Woźniak (2018). 

Then, the elements of Strengths, Weaknesses, Opportunities, and Threats (SWOT) 

analysis were used to explain the differences between the schemes. 

3.1.5. Collecting data 

The author of the study prepared the questionnaire, which was filled by Difass 

partners. It required both quantitative and qualitative data. The additional qualitative data 

for the elements of the SWOT analyze came from research made during Difass workshop 

in Tallin with the World Café Method. There were 25 specialists from 16 countries of the 

EU who were discussing the strengths and weaknesses of the analyzed microloan 

schemes. After that, they had to decide which of them was the most important.  

3.2. Analysis 

The analysis phase of benchmarking was done as follows. First, a comparison of 

characteristics of microloan schemes was done. Then, the differences between the 

indicators of activities were determined using statistical methods to achieve reliable 

results. After that, the qualitative methods which can explain these differences and give 

recommendations to improve the analyzed schemes were used.  

4. Comparison of characteristics 

4.1. Strategy 

Credinfo was set up to accelerate the credit application process for the Micro-loan 

Program in Hungary. Then, the Internet-Based Micro Finance System was developed to 
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provide an online facility for the Local Enterprise Agency network in Hungary for SME 

to access funds. The target group included for-profit and not for profit organizations and 

socially disadvantaged groups: women, unemployed and people which were over 50 years 

old (Nagy, 2012). They could grant a loan both for working capital and investments but 

the beneficiaries had to make a business plan, provided adequate collaterals and met the 

conditions of the Micro-loan Program (Difass project, 2012). 

Opportunity Microcredit Romania (OMR) was a financial institution that was set up 

to support micro and small size enterprises in the Transylvania region. (Potinteu, 2012, 

p.1). The main goals were creation jobs, improving living conditions for entrepreneurs 

coming from disadvantaged backgrounds, support equal opportunities for companies and 

overcoming discrimination. Companies eligible for support include microenterprises, 

small enterprises, agricultural companies, and agro-licensed individuals. The program was 

aimed at four key sectors: manufacturing, services, trade, and agriculture. Clients of OMR 

could use microloans for both working capital and investments. Although it was a private 

organization, the Regional Development Agency in Transylvania promotes this scheme 

through their networks (Potinteu, 2012, p.2).  

Entrepreneurship Promotion Fund (EPF) was aimed to support start-ups and micro-

enterprises which had been trading for more than 12 months in Lithuania. The key aims 

were to:  

- Grant 1,200 loans to start-up companies,  

- Train more than 5,000 individuals from the companies involved in the scheme, 

- Provide 30% of the training and more than 15% of the loans to benefit the priority 

groups: unemployed, disabled, young people (under 29) and people which were more than 

50 years old (Zabotka, 2012, p.1). 

The applicants must become members of the Credit Unions. This mechanism had 

been developed to offset the legislative restrictions because members could borrow a 

maximum of 10 times their share capital (Zabotka, 2012, p.1-2). 

The selected microloan schemes were quite different: Credinfo from Hungary was a 

program for local enterprise agencies. The aim of that scheme was the acceleration of 

applications process as well as the provision of a one-stop offer for enterprises. The 

second program – OMR – was a private initiative that was promoted by a public 

development agency. The Lithuanian EPF was a public microloan scheme. The target 

group was only new enterprises. One of the aims of these schemes was socially 
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disadvantaged groups. It seems very important because such groups had particularly 

difficult access to finance.  

4.2. Organisation 

The time of functioning of the selected three microloan schemes was given in Figure 

2. Both OMR and Credinfo had been operating for over 16 years which suggests that their 

staff had gathered much experience. That includes success as well as failures. On the 

contrary, Lithuanian EPF was quite new scheme as it had been functioning only for two 

years. However, the manager was INVEGA, which was set up in the 2001 year and had 

extensive experience of microloan loan schemes and SME financing (Zabotka, 2012, p.1-

2) what inevitable influences on the functioning of EPF. 

Figure 1: Time of functioning of selected microloans in years 

  

Source: The authors‘ elaboration based on questiionnaires 

There were 10 employees who were responsible for the functioning of Credinfo in 

Hungary. The staffs of Lithuanian EPF were just a little lower - 8 persons. Unfortunately, 

there was no such data for Opportunity Microcredit Romania.  

The next important issue of the organization was intermediaries. That question was 

presented in Table 5. Only microloans under EPF were delivered through a network 

consortium of 57 Credit Unions. They were represented by the Lithuanian Central Credit 

Union which besides co-finances 10% of each loan (Zabotka, 2012, p.2). There were no 

intermediaries under OMR and Credinfo. 

Table 5: Intermediaries and networking under selected microloan schemes (binary 

measures). 

Measure Microloan schemes 

OMR Credinfo EPF 

Intermediaries - - X 

Networking X X - 

Source: The author‘s elaboration based on questionnaires. 
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Both Opportunity Microcredit Romania and Hungarian Credinfo cooperate within 

some networks. OMR belongs to Opportunity International Network (OIN). It was a 

globally recognized leader in the microloan which provides services to 5 million people 

all over the world. The OIN provides technical assistance and links to the financial 

systems and processes needed to implement the program in addition to funds (Potinteu, 

2012, p.3). The Hungarian Microfinance Network was a network of 20 Local Enterprise 

Agencies that offer financial and non-financial programs in Hungary. The Credinfo 

system was used to manage their funding programs. Zala County Foundation for 

Enterprise Promotion was the lead partner which was responsible for the coordination and 

managing of the program. The Credinfo system was developed in response to the needs of 

clients. This includes management system, development of dashboard and module for 

measurement of social benefits. Funding bodies, partners of clients and client businesses 

had instant access to up to date management information that enables them to manage the 

flow of funds (Nagy, 2012). Moreover, many Local Enterprise Agencies were also 

members of the European Microcredit Network (Minutes of the meeting, 2012, p.4-5). 

4.3. Finance 

OMR was a private initiative which belongs to the international network OIN. In 

connection to this, they use only private funds – Table 6 – and do not unveil their budget 

(Potinteu, personal communication2013).  

Table 6: Sources of finance under selected microloan schemes 

Measure Microloan schemes 

OMR Credinfo EPF 

EU - X X 

State - X - 

Regional - - - 

Private X - - 

Source: The author‘s elaboration based on questionnaires 

The loans under Credinfo were funded from two sources: the JEREMIE program of 

the EU and the state. The budget was Euro (EUR) 210,400 (Difass project, 2012). The 

budget of EPF was almost EUR 14,5m for the period from December 2009 to December 

2018. It comes only from the European Social Fund (Difass project, 2012; Potinteu, 2012, 

p.2-3). The selected microloan schemes reflect a variety of possible sources of finance. 

However, the budget of Credinfo was nearly 15 times bigger than EPF. This finding 

should be a matter of the importance of interest.  
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4.4. Product 

Table 7 sets our microloans which were offered for enterprises under analysis 

schemes. Romanian OMR distinguishes two groups of clients: new enterprises (maximum 

credit: EUR 15000) and existing companies (maximum credit: EUR 30000). Nonetheless, 

each of them could use microloans to finance 100% of their investments.  

Potinteu (2012, p.2-3) noticed also that OMR had simplified the applications and the 

approval processes. That makes them more accessible for persons without a background 

in finance and limited access to technology. 

Table 7: Microloans offered by selected schemes. 

Measure Microloan schemes 

OMR Credinfo EPF 

Amount of microloan 

(in thousands euro) 

EUR 250-15 000 for new 

enterprises EUR 250-30000 for 

existing enterprises 

EUR 3570-

35700 

up to EUR 

25000 

Part of investment 

covered by Microloan (in 

%) 

100 50-70 50-70 

Interest rate in 

commercial banks 

11.3 9 5.29-6.06 

Interest rate in 

microloan scheme 

5.2 

(ROBOR) 

5-8 (EU 

reference base 

rate) 

0.28-0.48 

Time of repayment (in 

months) 

3-60 12-120 24-60 

Level of application 

difficulty 

medium medium medium 

Additional support no yes yes 

Source: The author‘s calculations based on: questionnaires of Kotlebova (2012), Rmania 

Interest Rate (2015), Lending interest rate (2018). 

Customers of Credinfo could grant a maximum of about EUR 35 000 but it could 

cover 50-70% of their investment. The additional funds must be provided by SMEs. An 

interesting fact was that Credinfo provides an online application, assessment and credit 

management facility together. The average assessment period for loans had been 30 days 

before the implementation of Credinfo. This was reduced to a maximum of 2 weeks 

(Nagy, 2012, p.3-4).  
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The beneficiaries of EPF in Lithuania could obtain up to EUR 15000. They could 

use these funds to cover 50-70% of their investments which was similar to Credinfo.  

An important question of microloans was the interest rate. In 2012, the highest rates 

in commercial banks were in Hungary (9%) and in Romania (11.3%). The offer of 

microloan schemes was but more attractive for SMEs. They had to pay interest rates 

which were a few percent lower than in commercial banks. The situation was but different 

for clients of Lithuanian EPF. The companies had to pay interests that were similar to the 

ones in commercial banks (about 5.5%). INVEGA decided but to develop a different, 

‗tailor-made‘ financial grant instrument. It had been introduced to run in parallel to the 

microloan scheme. Companies could recoup up to 95% of the interest paid (Zabotka, 

2012, p.2) but no more than 30% of the loan (INVEGA Good Practice Presentation, 

2012). As a result, companies recovered interest payments of EUR 80000 to October 2012 

(Zabotka, 2012, p.3). The interest rate was only under 0.5% so this cost was very low. 

Another question that must be raised was the time of repayment. Clients of 

Romanian and Lithuanian schemes were in a similar situation as they could repay 

microloans up to 5 years. SMEs which were the recipients of Credinfo faced better 

conditions because the maximum time of repayment was 10 years. 

The next analysed question was the level of application difficulty. In every selected 

scheme this level was described as a medium according to the staff.  

Many schemes offered additional support for their clients for many years. OMR did 

not propose but such support for their customers. Given the fact that it was part of global 

network OIN which was focused only on financial issues, this was not surprising. The 

other two selected programs offered but additional support for their beneficiaries. 

Credinfo supplied: business partner search, advice, information, marketing consulting 

(Nagy, 2012). The loans under EPF were accompanied by help with Business Planning 

and access to optional training services. The fully subsidized training was so popular amid 

companies involved in the scheme that the training targets exceeded loan targets. In 

connection to this, some part of the funds for microloans was moved for training services 

(Zabotka, 2012, p.4). 

5. Determining the differences (GAPS) of indicators 

5.1. Selection of applications 

Table 8 presents the data regarding the time of decision making. The fastest 

response for credit application was under Opportunity Microcredit Romania (7 days). It 

was twice faster than under Hungarian Credinfo and three times faster than under the 
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Lithuanian Entrepreneurship Promotion Fund. The highest number of accepted 

applications to submitted applications was also in the case of Opportunity Microcredit 

Romania. The other two schemes were lag as the differences were about 35-40%. 

Table 8: Selection indicators in chosen microloan schemes 

Indicator of selection Microloan schemes 

OMR Credinfo EPF 

Time (in days) 7 14 21 

Difference (in %) 0 - 100 - 200 

Accepted applications/submitted applications (in %) 92.5 62.5 55.2 

Difference (in %) 0 35.5 40.3 

Submitted applications/employed personnel 21 40 62.5 

Difference (in %) - 47.5 - 36 0 

Source: The author‘s calculations based on questionnaires. Note: best practices were 

bolded and underlined. 

However, the highest efficiency of staff during the selection was observed under 

Lithuanian EPF – 62.5 submitted applications per employee. The biggest differences were 

in the case of Romanian OMR. It was about 50% than for EPF. Credinfo had smaller 

disparity – almost 1/3. 

5.2. Realisation of a scheme 

The first indicator from Table 9 answers the question of how many accepted 

applications were per one employee (on average). The best practice came again from 

Lithuania - Entrepreneurship Promotion Fund. In 2011, one employee was working on 

34.5 applications what was far more than under Credinfo and OMR. Taking into 

consideration the second indicator, Credinfo used about 50% of the budget for 

microloans. This was much higher than under Lithuanian EPF (almost 33%). 

Unfortunately, there were no available data for Romanian OMR.  

Table 9: Realisation indicators in chosen microloan schemes 

Indicator 
Microloan schemes 

OMR Credinfo EPF 

Accepted applications/employed personnel 19 25 34.5 

Difference (in %) - 45 - 27.5 0 

Used funds (microloans)/budget (in %) n/a 50.1 33.7 

Difference (in %) - 0 - 32,7 

Source: The author‘s calculations based on questionnaires. Note: best practices were 

bolded and underlined. 
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5.3. Influence on beneficiaries 

Only EUR 2500 was used to create or save one job under Opportunity Microcredit 

Romania. It was much lower cost than in Lithuania (EUR 15000 per one job) and 

Hungary (EUR 17700 per one job) – Table 10. The difference was significant even taking 

into consideration the level of labor costs amid these countries. It was also interesting that 

there was only EUR 4673 per one accepted application under OMR what was 

considerably lower than for other schemes. The Lithuanian EPF and Hungarian Credinfo 

granted over EUR 17700 per one application. That raised a question - was there any 

relationship between this indicator and the previous one? 

Table 10: Influence on beneficiaries indicators in chosen microloan schemes 

Indicator Microloan schemes 

OMR Credinfo EPF 

Microloans /new and saved jobs EUR 2500* EUR 17700 EUR 15000 

Difference (in %) 0 608 500 

Microloans /new and saved jobs weighted by  

average hourly labor costs 

EUR 2500 EUR 10620 EUR 11 175 

Difference (in %) 0 324 347 

Microloans/accepted applications EUR 4673 EUR 17703 EUR 17681 

Difference (in %) 73.6 0 0.1 

* available data only for OMR in Romania 

Notes: best practices were bolded and underlined.  

Source: The author‘s calculations based on questionnaires. 

Average hourly labor costs were defined as total labor costs divided by the 

corresponding number of hours worked by the yearly average number of employees, 

expressed in full-time units. It includes wages and salaries and non-wage costs such as 

employers‘ social contributions plus taxes fewer subsidies 

(http://ec.europa.eu/eurostat/tgm/web/table/description.jsp. Accessed 1.06.2018). 

6. Establishing the reasons of differences 

6.1. Selection of applications 

The shortest time of selection of submitted applications was under OMR 

although the level of difficulty in all analysed schemes was the same – medium. 

Another important issue that should be mentioned was the value of microloan which 

could be granted to SME. It was quite similar for all selected schemes. The number of 

submitted applications was but considerably higher for OMR in comparison to 

Credinfo or EPF but the number of employees was also much higher for Opportunity 

http://ec.europa.eu/eurostat/tgm/web/table/description.jsp.%20Accessed%201.06.2018
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Microcredit Romania than for other schemes. The reason was connected with two 

important characteristics. The first one was a great experience because it had been 

operating for 16 years. Second, OMR belonged to the international network which 

specializes in microloans and gives technical assistance and funds. Given the above, it 

was possible to simplify the application process. Besides, the authorities of the scheme 

emphasized the fast and flexible approval process. Besides, the experts during the 

workshop in Tallinn pointed at the short turnaround on loan application. However, 

OMR used only private funds so there was the following question – was it possible to 

transfer such process to public schemes? Hungarian Credinfo had also a good 

experience and belongs to the international network. The authorities stressed a long 

time of operating and membership in the Hungarian Network and the EMN. The 

internet application enabled to shorten considerably the period of the selection process. 

The external experts focused on the innovative online client application. That was why 

the difference in terms of the time of selection was shorter than in the case of the 

Lithuanian microloan scheme. In the case of EPF the reason was bureaucracy because 

the main source of finance came from the European Social Fund which had very strict 

regulations.  

OMR had also the highest ratio of accepted applications to submitted applications 

which were connected also with the experience and support from international network 

OIN. In connection to the above, the authorities of the scheme pointed out the following 

strengths: focus on personal relationships with the client and specific knowledge 

concerning the microloans sector. The external experts raised the question of the 

relationship with the clients, too and ‗ready to go model‘ which was also backed by an 

experienced international organization with expert knowledge. Taking this indicator into 

consideration, the Hungarian microloan scheme had also a smaller difference to OMR 

than EPF. The reasons were experience and participation in the networks. The problem of 

Credinfo and EPF was again bureaucracy. In the case of the latter, the legal basis makes 

difficult to initiate any changes. 

EPF was but the best practice in terms of efficiency of staff. It was connected 

with the organizations of the scheme as there were private intermediaries responsible 

for grant microloans. The staff of the scheme had fewer obligations and was able to 

evaluate more applications. Credinfo and OMR did not decide to such an organization 

of the application process and had much work to do. However, the authorities of EPF 

identified some threats. One of them was the selection of appropriate financial 
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intermediaries. This was but connected with the level of development of the financial 

market in a region or a country.  

6.2. Realisation of a scheme 

Lithuanian EPF had also the highest efficiency of staff during the realization of a 

scheme. It should be not surprising taking into consideration the organization of the 

application process which had already been discussed. However, there were additional 

threats that were connected with the disparity in audit and interpretations of decision 

making during the controlling process.  

Credinfo was but the best practice in terms of the effectiveness of using funds. That 

was enabled because of the internet-based system. The authorities admired this system to 

provide real-time management information about clients and the overall status of the 

functioning scheme. Moreover, SMEs could tract the progress of their applications and 

the status at their loan account (Factsheets, 2012, p.6). The entire credit assessment 

module also includes an online value appraisal. The system created documents on request 

concerning collaterals. The credit assessment function enabled a complex assessment 

process. The system was adaptable to different legal and linguistic requirements what was 

confirmed by the transfer of this scheme to Norway (Minutes, 2012, p.3). The external 

experts stressed the possibilities of real-time information and status reports. Such a system 

did not exist in Romania and Lithuania what explained the difference in the effectiveness 

of using funds.  

6.3. Influence on beneficiaries 

The value of microloans needed to create or save jobs was lower under OMR than 

other schemes. The explanation of that fact was taking the social purpose of creating jobs 

as one of the most important elements of the strategy. Moreover, the agriculture 

enterprises were also eligible to grant a microloan. This sector does not require many 

funds to create new jobs. Although other selected schemes had also social purposes as 

they aimed to support socially disadvantaged groups, they did lag behind OMR.  

EPF and Credinfo gave a much higher value of microloans per on application than 

OMR. The latter accepted but far more applications (over 1200 only in Transylvania 

region) than Credinfo (250 in Zala county) or EPF (about 280 in the whole country). In 

connection to the above, the average microloan was much lower than under Hungarian 

and Lithuanian schemes. The higher value of microloans enables purchasing more 

production factors or more technologically advanced machines. However, SME which 

were clients of either Credinfo or EPF had to cover an additional 30-50% of costs that 
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increased the value of investments. They were also offered non-financial support that 

appreciated both officials of this scheme as well as external experts. The threat concerned 

with too strict requirements. They should not be too heavy in comparison to the size of the 

loan (Recommendations, 2012, p.5). 

7. Recommendations 

Given the explanation of these differences, the recommendations for the following 

activities could be formulated:  

Time of selection: simply and flexible approval process which was connected with 

less bureaucracy; on-line application system, participating in international networks, good 

experience; 

Accepted applications/submitted applications: good relationships with clients which 

were connected with good experience and online application system, participating in 

international networks; 

Submitted applications/employed personnel: using financial intermediaries which 

were connected with the level of development of the financial market and possibilities of 

selection at appropriate intermediaries; 

Accepted applications/employed personnel: using financial intermediaries which 

were connected with the level of development of the financial market and possibilities of 

selection at appropriate intermediaries, synchronization of controlling processes; 

Used funds/budget: access to real-time information which was connected with using 

the internet-based system; 

Used funds (microloans)/new and saved jobs: creation jobs as the aim and include 

the agriculture sector as the elements at the strategy; 

Funds (microloans)/accepted applications: additional support for recipients that were 

connected with offered products. 

8. Conclusions 

The author decided to use the new benchmarking method which was proposed for a 

comparison of support instruments for small and medium-sized enterprises. In the study 

three microloan schemes were analysed. These schemes come from Central and Eastern 

Europe countries which became members of the EU in the XXI century. One of them – 

Opportunity Microcredit from Romania – was a private initiative, the other two programs 

– Credinfo from Hungary and EPF from Lithuania - were financed from public sources. 
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The author set two research questions to try to fill the cognitive gap: 

Q1: What are the best practices among microloan schemes for small and medium-

sized enterprises in the chosen countries? 

Given the analyzed seven indicators, the Romanian scheme was the best practice in 

three of them. This includes the fastest response for application; the highest number of 

accepted to submitted applications and the lowest value of microloans per one new or 

saved job. Only by the other two indicators, Lithuanian EPF and Hungarian Credinfo 

were the best. However, in one of these two cases, there was no available data for OMR. 

Q2: What are the reasons for differences in performance among microloan schemes 

for SMEs on the international level in the chosen countries? 

The reasons for existing gaps between the schemes could be connected with their 

differences in the areas of strategy, organization, finance, and product. The strategy is 

connected with the simple and flexible approval process of selection applications. 

Organization issues regard good relationships with clients, participating in international 

networks, using financial intermediaries and access to real-time information. As far as 

finance is concerned, additional support for enterprises-recipients of support is important. 

In the case of product, creating jobs and including companies from the agriculture sector 

is crucial. Those issues should be improved to decrease the gaps.  

The results provide important information about the best practices which should be 

used to improve the performance of microloan schemes. The paper fills the cognitive gaps 

that concern the performance of microloans schemes on an international level in the 

European Union. The article contributes to the area of New Public Governance. However, 

not all data are available that constrains some comparisons. Moreover, the research does 

not encompass all microloan schemes in Central and Eastern Europe – only three of them. 

Besides, the results raised a question – were the differences coupled with the source 

of funds: private or public sources? That is the topic for further research.  
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Appendix I: Questionnaire 

INSTRUMENT DETAILES  

Title  

Website  

Partner  

E-mail  

Start date  

Closing date  

Budget (Euros)  

Region covered by the Instrument Country NUTS 1 NUTS 2 City 

Source of Finance EU State Regional Private Other (detail 

below) 

What type of SME can be a beneficiary? 

All 

If not please detail types 

 

Is the Instrument connected with any other 

support? (grants, coaching etc) 

Yes / No 

Please specify if yes 

 

Instrument aims: What did the instrument set out to achieve?  

Instrument outline: Please describe what it is and how it works   

 

What % of the SME investment could be covered by the instrument?  

How much investment could the SME obtain? Minimum 

Maximum 

What repayment terms were applied to the instrument? (how long?) Minimum 

Maximum 

Technical Support: How many people were involved in delivering the 

support 
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EFFECTIVENESS  

How many applications were submitted last year?  

How many applications were accepted?  

How difficult would you say the application process was for SMEs? Low 

Medium 

High 

Decision Making 

How long did SMEs have to wait for a decision after application? 

 

How much funding was granted to the successful SMEs?  

How much did the SMEs invest?  

EFFICIENCY  

How many new enterprises were started?  

How many new jobs were created?  

Can you estimate the application costs incurred by an average SME?  

What were the partner administrative costs?  

What was the difference between the normal (bank) interest rate and 

that provided under the instrument? 

 

IMAPC/LEGACY  

Has there been any lasting legacy? 

What has the impact been on businesses/the region? 

 

Strengths  

What worked well 

 

 

Weaknesses 

What didn‘t work so well? 

Would you change anything? 

 

Opportunities 

What opportunities do you see for transfer to other regions 

 

Threats  

What could jeopardise the future of the project or transfer to other 

regions  

 

 

Any other information  
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EFFECT OF PERCEIVED EXTERNAL EXPORT MOTIVES AND 

BARRIERS ON ASEAN+3 EXPORT MARKET SELECTION: THE 

CASE OF SMALL AND MEDIUM-SIZED AGRICULTURAL 

EXPORTERS IN VIETNAM 

Le Tan Buu
126

 

University of Economics, Ho Chi Minh 

Mai Xuan Dao 

University of Finance and Marketing, Ho Chi Minh 

 

Abstract: 

This paper examines the effect of perceived external motives and external barriers on 

Asean+3 market selection. Based on survey data from 165 Vietnamese small and medium-

sized enterprises exporting agricultural products, this research adopted a mixed 

methodological approach of qualitative and quantitative methods. The results show that 

perceived external export motives have a positive and significant influence on export market 

selection, while perceived external export barriers do not affect export market selection. 

Besides, the results also indicate the importance level of some external export motives which 

are perceived by decision-makers. Finally, some recommendations are suggested based on 

the study results. 

Keywords: Barriers, export, external, market, motives, perceived, selection. 

 

1. Introduction 

Agricultural products are ones of Vietnamese traditional and key export products. 

The annual average export value in the period of 2005-2018 was about 11 billion 

United States dollar (USD) and the proportion of agricultural exports in this period 

represented around 10% of Vietnam‗s total exports (authors‘ calculation based on 

statistic figures). Some Vietnamese agricultural products currently rank highly in the 

international market, such as cashew nuts and pepper rank first, rice and coffee rank 

second, tea ranks fifth... The result of this contribution to the export of agricultural 

products is partly due to the best efforts of the Vietnamese agricultural exporters. In 

addition, agricultural product export also helps to create jobs and income for the 

majority of the rural population in Vietnam…However, most of the Vietnamese 
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agricultural exporters are small medium-sized enterprises (SMEs) with resource 

limitations. Therefore, these exporters face a lot of barriers when exporting their 

products. Currently, Vietnamese agricultural products have been penetrated to many 

foreign markets. Among them, ASEAN, Japan, Korea and China (Asean+3) are 

Vietnamese big export markets. Thanks to Free Trade Agreements (FTAs), the 

Vietnamese export to FTAs member countries increases dramatically. However, 

Vietnam is always keeping the trade deficit with some FTAs member countries. In two 

recent years 2017 and 2018, the trade deficit between Vietnam and ASEAN was about 

7 billion USD, Vietnam and Japan were above 15 billion USD, Vietnam and Korea 

was around 30 billion USD, Vietnam and China were above 23 billion USD (authors‘ 

calculation based on statistic figures). In order to solve the problem of the trade deficit, 

export increase plays an important role, in which agricultural product export also 

contributes to reducing the trade deficit. Therefore, it is rather crucial to find out 

motives that stimulate agricultural exporters to increase the export and barriers which 

hinder or prohibit the firm‘s ability to expand or sustain their export operation.  

When the exporters understand the environment in which they operate, it can be 

assumed that there was a positive correlation between their real issues and their 

perceived issues. Exporter‘s perception will help us to understand exporters‘ problems 

(Katsikeas and Morgan, 1994) as well as their stimuli. Export motives and barriers can 

be divided into internal motives, internal barriers and external motivates, external 

barriers. Internal motivates and barriers are considered internal factors that can be 

solved by exporters, whereas external motives and barriers are considered as external 

factors that are outside their control. Therefore, it is necessary to study exporters‘ 

perception of external motives and barriers to specific markets. The study of perceived 

export motives and export barriers has attracted the interest of many international 

business researchers. However, it is a lack of studies in specific fields such as 

agriculture, in specific export markets such as Asean+3 and in developing countries 

with transmitting economy such as Vietnam. Because of all the above reasons, it is 

essential to study the effect of perceived external export motives and barriers on 

market selection to suggest some recommendations to relevant authorities to help 

exporters develop their export activity, especially for small and medium-sized 

agricultural exporters in Vietnam who export products to Asean+3 markets. 

Agricultural products export increase will help bring profit to exporters, income to 

farmers and reduce the country‗s trade deficit. Therefore, the objectives of this paper 

are as follows: 
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- To test the effect of perceived external export motives and barriers on an export 

market selection. 

- To understand the important level of external export motives and barriers which 

are perceived by the exporters when they select specific markets to export. 

- To make some recommendations to motivate the exporters to export to selected 

markets. 

2. Literature review 

One of the most important research questions in international business is why some 

firms export and others do not? (Sharkey et al., 1989). In addition, why some firms can 

keep or develop their export activity, while some firms cannot develop their export. 

External factors may be the reasons. External factors related to export can motivate firms 

to export or inhibit firms from export. 

2.1. Export motives 

Export motives, also called stimuli, incentives, or attention evokers, refer to all those 

factors triggering the decision of the firm to initiate and develop export activities. 

However, these factors can constitute a real driving force in exporting only to the extent 

with which they are brought to the attention of the key decision-maker(s) within the 

organization (Wiedersheim-Paul et al., 1978).  

The firm‘s engagement in exporting can be the result of a wide array of motives, 

which can be classified into internal and external. Internal motives are associated with 

influences endogenous to the firm, while external motives are derived from the 

environment within which the firm operates or intends to operate (Simpson and 

Kujawa, 1974). Alternatively, export motives may be categorized as proactive, 

denoting a firm‘s interest in exploiting a unique organizational competence or market 

opportunity, or reactive, indicating engagement in export activities as a response to 

internal or external pressures (Johnston and Czinkota, 1982). 

In general, in the literature, we can find a lot of different classifications of 

export motives. However, the most popular classification was based on internal and 

external. The following table shows the perceived external export motives in 

previous studies. 
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Table 1: Perceived external export motives 

No. Perceived external export motives Authors 

1 Saturation/shrinkage of domestic market Katsikeas (1996), Akomea et al. (2014) 

2 Need to reduce dependence on and risk of 

domestic market 

Katsikeas (1996), Leonidou (1998), Trimeche 

(2002), Akomea et al. (2014) 

3 Favorable foreign exchange rates Katsikeas (1996), Ramaseshannand Soutar (1996), 

Morgan (1997), Leonidou (1998), Trimeche (2002), 

Akomea et al. (2014), Revindo (2016) 

4 Simplified export procedures in domestic 

market 

Morgan (1997), OECD (2009), Revindo (2016) 

5 Demand in foreign markets Morgan (1997), OECD (2009), Revindo (2016) 

6 Close physical proximity to foreign markets Leonidou (1988), Morgan (1997), Revindo (2016) 

7 Stable politics in foreign markets Stouraitis et al. (2017) 

8 Home country‘s good image Morgan (1997), Revindo (2016) 

9 Government export assistance/ incentives 

 

Katsikeas (1996), Morgan (1997), Leonidou (1998), 

Trimeche (2002), Dudko (2013), Akomea et al. 

(2014), Revindo (2016), Stouraitis (2017) 

10 Relaxation of foreign rules and regulations 

in foreign markets 

Katsikeas (1996), Trimeche (2002) 

11 Encouragement by industry, trade, and other 

associations 

Leonidou (1998) 

12 Encouragement by banks/financial 

institutions 

Leonidou (1998) 

13 Intense domestic competition Leonidou (1988), Katsikeas and Piercy (1993), 

Trimeche (2002), Revindo (2016), Stouraitis (2017) 

14 Initiation of exports by domestic 

competitors 

Morgan (1997), Leonidou (1998), Akomea et al. 

(2014), Revindo (2016), Stouraitis (2017) 

15 Receipt of unsolicited orders from foreign 

customers 

Leonidou (1988), Albaum et al. (1989), Katsikeas 

(1996), Tzokas et al. (2000) 

16 Receipt of orders after participation in trade 

fairs 

Leonidou (1988 

17 Proximity to international ports/airports Shoham et al. (1995) 

18 Low transportation cost Morgan (1997), Revindo (2016) 

19 Reduction of tariffs in FTAs member 

countries 

Katsikeas and Piercy (1993), Katsikeas (1996) 

Source: Authors‘ summary. 

2.2. Export barriers 

Export barriers, also called challenges, constraints, hindrances, impediments, 

obstacles, and problems. Leonidou, in his study in 2004, described that all issues that 

curtail a firm‘s progress to initiate, develop and sustain business opportunities in external 
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markets are considered as obstacles. Based on his approach, Leonidou classified obstacles 

faced by a firm as internal and external ones all causes associated with the firm‘s internal 

structure are internal obstacles and all those issues that are outside the firm are considered 

external. Internal obstacles include informational, functional, financial and marketing 

barriers while external barriers include procedural, governmental, task and environmental 

barriers. Furthermore, firms face export barriers at every stage of internationalization 

starting from the pre-involvement stages to the more advanced stages (Bilkey and Tesar, 

1977; Leonidou, 1995). For example, companies in the pre-export stage would be worried 

about identifying export market opportunities, the ones in the initial stage would be 

worried about increasing market presence, and the firms in the advanced stages would be 

worried about establishing a long term working relationship with the customers 

(Leonidou, 1995). In addition, export barriers can be divided based on firm classification 

of non-exporting firms, pre-exporters, experimental involvement firms, active 

involvement firms and committed involvement firms, born global firms (Uner et al., 

2013). This author also established that barriers faced by SMEs can be country-specific. 

In general, it is the same as motives, in the literature we can find a lot of different 

classifications of export barriers, nevertheless, the most popular classification was based 

on internal and external. The following table shows the perceived external export barriers 

in previous studies. 

Table 2: Perceived external export barriers 

No. Perceived external export barriers Authors 

1 Complicated exporting 

procedures/paperwork 

Dean et al. (2000), Dean (2015) 

2 Lack of home government export 

assistance/incentives 

Albaum and Shoham (1995), Morgan and Katsikeas 

(1998), Leonidou (2000), Leonidou (2004) 

3 Unfavorable home country‘s export 

rules and regulations 

Albaum and Shoham (1995), Morgan and Katsikeas 

(1998), Dean et al. (2000), Leonidou (2000), 

Leonidou (2004), Dean (2015) 

4 High transportation cost Katsikeas and Morgan (1994), Dean et al. (2000), 

Da Silva and Da Rocha (2001), Suarez-Ortega 

(2003), Leonidou (2004), Julian and Ahmed (2005), 

Da Rocha et al. (2008), Dean (2015) 

5 High interest rate and inflation Dean et al. (2000), Shaw and Darroch (2004), Dean 

(2015) 

6 Corruption Morgan (1997), Leonidou (2004), Revindo (2017) 

7 Difficult collecting and transferring 

funds/payment 

 

Katsikeas and Morgan (1994), Leonidou (2004), 

Shaw and Darroch (2004), Julian and Ahmed (2005), 

Pinho and Martins (2010),  
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No. Perceived external export barriers Authors 

8 High risks of foreign currency Morgan and Katsikeas (1998), Dean et al. (2000), 

Leonidou (2004), Julian and Ahmed (2005)  

9 Stiff competition in foreign markets Katsikeas and Morgan (1994), Leonidou (1995), 

Morgan and Katsikeas (1998), Leonidou (2000), Da 

Silva and Da Rocha (2001), Suarez-Ortega (2003), 

Leonidou (2004), Da Rocha et al. (2008), Pinho and 

Martins (2010), Revindo (2017) 

10 Health, safety and technical standards in 

foreign markets 

Morgan and Katsikeas (1998), Leonidou (2000), 

Leonidou (2004), Da Rocha et al. (2008), Dean 

(2015) 

11 Sophisticated target markets‘ laws/ 

regulations 

Shoham and Albaum (1995), Morgan and Katsikeas 

(1998), Leonidou (2000), Leonidou (2004), Da 

Rocha et al. (2008), Dean (2015) 

12 Different foreign customer 

habits/attitudes 

Dean et al. (2000), Leonidou (2004), Julian and 

Ahmed (2005), Dean (2015) 

13 Different socio-cultural traits Leonidou (1995), Dean et al. (2000), Leonidou 

(2000), Da Silva and Da Rocha (2001), Suarez-

Ortega (2003), Leonidou (2004), Pinho and Martins 

(2010) 

14 Political instability in foreign markets Mayo (1991), Karakaya (1993) 

15 Intellectual property rights protection in 

foreign markets 

Revindo (2016) 

16 Non-tariff barriers Khorana et al. (2010), Revindo (2017) 

17 Origin rules barrier Khorana et al. (2010), Revindo (2017) 

Source: Authors‘ summary. 

2.3. Export market selection 

Selecting international markets (IMS) in general and selecting export markets, in 

particular, is the process by which the company decides which markets to expand its 

operations. Export companies often face the challenge of choosing which markets to 

enter. This is not a simple matter because there are many market opportunities but the 

company has limited resources. Therefore, choosing which market to make the most of 

the company's resources is a difficult decision. The study of international market selection 

began in the 1960s. Stage theory argues that companies that will start international 

operations from overseas markets which have less distance or have many similarities with 

the home market (Johanson and Vahlne, 1977, 1990). In addition, businesses often choose 

to export to markets with high profits, low risks, consistent with strengths, goals, company 

strategies and full information about the markets (Koch, 2001). In addition, enterprises 
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choose markets which have a stronger competitive position (Eckman et al., 1997), and 

bring many opportunities compared to the risks faced, and control the market compared to 

the cost (Papadopoulos et al., 2002). 

Small and medium-sized enterprises with limited resources also face difficulties in 

market research and selection. Papadopoulos and Denis (1988) also argued that most 

small and medium-sized enterprises do not make real market selection decisions because 

the market selection is too expensive and complicated for this type of enterprise. 

Hollensen (2012) argued that small businesses often restrict the selection of international 

markets in similar and visually similar markets through their perceptions of the motives. It 

is also the same for the case of perceived barriers. 

2.4. Relationship of perceived external export motives and export market selection 

perceived external export barriers and export market selection 

In the literature, we cannot find the studies which test the relationship between these 

three factors. However, this relationship can be explained by the Stage model (Upsalla 

model) and Network model theory. 

Uppsala model: In this model, firms would take small incremental, gradual and 

sequential steps in increasing their engagement in international activities. Firms begin 

international activities from foreign markets that have less psychic distance or perceived 

as having many similarities to the home market. In terms of foreign market entry mode, 

firms will begin by exporting via an agent, joint venture, licensing or franchising, 

depending on the nature of each firm. As firms accumulate market knowledge, they are 

willing to give more commitment to intensifying their international activities (Gankema et 

al., 2000; Reid, 1981). In general, there are three generic stages/phases in exporting 

activities: the pre-engagement/pre-export stage, the initial/early export stage and the 

advanced export stage in which firms are already regular exporters with extensive 

international experience (Leonidou and Katsikeas, 1996). 

Through this theory, we understand that when initiating to export, firms usually 

choose a close distant market that has similarities to the home market. It means there are 

some stimuli that attract firms to export. Furthermore, during their business activity 

period, exporting firms can accumulate market knowledge from many troubles, barriers 

they face. That‗s why this theory can explain the relationship between perceived export 

motives and market selection, perceived export barriers and market selection. 

Network theory: A network can be defined as ―sets of two or more connected 

exchange relationships‖ (Easton and Axelsson, 1992). Networks in the international 

markets could be perceived as systems of cross-border industrial and social relationships 
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among suppliers, customers, competitors, family, and friends (Coviello and Munro, 1997). 

Network relationships, in which firms establish and develop positions concerning the 

involved parties including suppliers, customers, distributors, the industry, public and 

regulatory agencies as well as other market actors, can stimulate and facilitate firms to 

venture abroad. Networking provides market knowledge with which firms can gradually 

expand their activities beyond their current territories and across national borders (Johanson 

and Mattsson, 1988). For SMEs, network relationships could be a feasible route and 

strategy towards internationalization as the relationships in the network will help small 

firms to minimize their need for knowledge development and adjustment in international 

markets, and exploit established business network in a foreign country (Abdullah and Zain, 

2011; Ruzzier et al., 2006). The network can be considered as external factors which can 

bring some motives as well as can cause troubles, problems or barriers to firms. Therefore, 

this theory is also suitable to explain the relationship between perceived export motives and 

market selection, perceived export barriers and market selection. 

Given the inconclusive findings from previous studies of the firms‘ perceived 

external motives, external barriers to export and based on theories, the following research 

questions are offered for testing the case of Vietnamese agricultural export SMEs who 

select Asean+3 as their export markets: 

H1: Perceived external export motives have a positive effect on an export market 

selection. 

H2: Perceived external export barriers have a negative effect on export market 

selection. 

 

 

 

 

 

 

 

3. Methodology 

3.1. Method 

The study applied a mixed method of qualitative and quantitative methods and was 

conducted into two phases: the pilot study and the main survey. The first stage used 

Perceived external 

export motives 

(MO) 

Perceived external 

export barriers  

(BR) 

Export market 

selection 

(MS) 

H1 (+) 

H2 (-) 
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qualitative methods to explore and found out external motives and barriers perceived by 

Vietnamese agricultural export SMEs. This method was conducted through in-depth 

interviews with 8 senior executives, owners coming from small and medium-sized 

agricultural exporters in Vietnam. This stage aimed to review whether the research 

questions were appropriate or not before executing the main survey. After this phase, the 

indicators for the factors of external export motives, external export barriers, and export 

market selection were formed (Table 3). In the second phase, the quantitative method was 

undertaken to assess the measurement model and structure model. The main survey was 

implemented by using face to face interviews or online surveys. 

3.2. Sample and data collection 

The population of this empirical study has been drawn from the decision-

makers of small and medium-sized agricultural exporters in Ho Chi Minh city, 

some provinces in Southeast, Southwest regions and highland where a lot of 

Vietnamese agricultural exporters locate. The questionnaire for the main survey 

was used as primary data sources and was carried out over the period of April to 

September 2019. The questionnaire was distributed to 450 firms and there were the 

responses from 165 firms which accounted for 36.7%. 

3.3. Statistical analysis 

We used PLS-SEM path modeling to test our hypothesis, specifically the software 

SmartPLS 3.0 (Hair et al., 2013; Sarstedt et al., 2014). We believe that PLS-SEM path 

modeling is best suited to estimate our research model because of the following reasons: 

- The sample (n = 165) is somewhat small. 

- One of the study objectives is to test the relationship of factors that are lacking 

testing in previous studies so this study is also a kind of exploratory study for which PLS-

SEM is suitable. 

- PLS-SEM path modeling is considered a new statistical modeling technique in 

Vietnam. 

3.4. Measures 

This study uses indicators from previous studies which were shown in the literature 

review and they are adjusted through the phase of the qualitative method to suit conditions 

in Vietnam for the case of small and medium-sized agricultural exporters. 
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Table 3: Indicators of the study 

Indicator 

codes 
Indicators Notes 

Independent 

variables 

Perceived external export motives 

EM1 High demand in X* market Based on previous studies 

EM2 Close physical proximity to X* market Based on previous studies 

EM3 X* market culture is similar to Vietnamese 

culture 

New finding through qualitative 

phase 

EM4 Stable politics in X* market Based on previous studies 

EM5 Relaxation of foreign rules and regulations in 

X* market (in comparison with 

European/American markets) 

Based on previous studies with 

some modification 

EM6 Receipt of unsolicited orders from X* market Based on previous studies 

EM7 Receipt of orders after participation in trade 

fairs 

Based on previous studies 

EM8 Receipt of orders via e-commercial channels 

from X* market 

New finding through qualitative 

phase 

EM9 Favorable foreign exchange rates Based on previous studies 

EM10 Reduction of tariffs in FTAs member 

countries 

Based on previous studies 

 Perceived external export barriers  

EB1 Lacking of vertical link in agricultural value 

chain 

New finding through qualitative 

phase 

EB2 High interest rate Based on previous studies 

EB3 High export costs in domestic market New finding through qualitative 

phase 

EB4 Informal costs (Corruption) in home country Based on previous studies 

EB5 Lack of efficient home government export 

assistance/incentives 

Based on previous studies with 

some modification 

EB6 Unfavorable and changeable home country‘s 

export rules and regulations 

Based on previous studies with 

some modification 

EB7 Health, safety, quality and technical 

standards in X* market 

Based on previous studies with 

some modification 

EB8 Stiff competition in X* market Based on previous studies 

EB9 Different foreign customer habits/attitudes in 

X* market 

Based on previous studies 

EB10 The risk of being sued by the customers in 

X* market country who apply safeguard 

measures 

Based on previous studies 

EB11 Intellectual property rights protection in 

foreign markets 

Based on previous studies 

EB12 Origin rules barrier Based on previous studies 

Dependent 

variable 

Export market selection 

MS1 X is one of our first export market Based on previous studies (Vida 

and Fairhurst, 1998; Heitmeyer, 

2005) 
MS2 We increase the export to X market 

MS3 Our percentage of X market revenue is high Based on previous studies (Aulakh et 

al., 2000, Ayob and Senik, Z.C., 2015) 

*X market: one of Asean+3 market which was selected as export market by responders 

Source: Authors‘ calculation. 
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4. Results 

4.1. Measuring indicators before applying PLS-SEM path modeling 

All indicators should be tested Cronbach‘s Alpha and Exploratory Factor Analysis 

(EFA) to ensure that they have the reliability and validity. The criterion for choosing 

indicators when checking Cronbach's Alpha is 0.60 or higher (Nunnally and Burnstein, 

1994) and the indicators which have total-correlation coefficients < 0.3 will be excluded 

from EFA. After this test, some indicators of perceived external export motives were 

being excluded, including EM2, EM3, EM4, EM5, and EM9. All indicators of perceived 

external export barriers and export market selection are good to continue the next steps of 

PLS-SEM path modeling analysis. 

4.2. Evaluation of measurement model 

Table 4 results show that the measurement model meets all general requirements. 

First, all reflective items have a load higher than 0.707, which means that the reliability of 

individual indicators is higher than 0.5. Second, all-composite reliability values and 

Cronbach's alpha values are higher than 0.70, suggesting acceptable model reliability. 

Third, the average variance extracted (AVE) values of all constructs are higher than 0.50, 

indicating an adequate convergent validity and implying that our set of indicators 

represent the same underlying construct. Finally, regarding discriminant validity, the 

confidence interval of the heterotrait-monotrait ratio (HTMT) statistic should not 

include the value 1 for all combinations of constructs (Hair et al., 2013). In general, Table 

4 results show the existence of discriminant validity in our study. 

Table 4: Results summary for reflective measurement models 

Latent 

Variable 
Indicators 

Convergent Validity 
Internal Consistency 

Reliability 

Discriminant 

Validity 

Loadings 
Indicator 

Reliability 
AVE 

Composite 

Reliability 

Cronbach‟s 

Alpha  

>0.7 >0.5 >0.5 0.6-0.9 0.6-0.9 

HTMT 

confidence 

interval does 

not include 1 

MO EM1 0.721 0.520 0.571 0.765 0.621 Yes 

EM6 0.753 0.567 

EM7 0.792 0.627 

EM8 0.757 0.573 

EM10 0.751 0.564 

BR EB2 0.725 0.526 0.632 0.775 0.626 Yes 

EB4 0.918 0.843 

EB11 0.772 0.596 

EB12 0.752 0.566 

MS MS1 0.725 0.526 0.636 0.839 0.71 Yes 

MS2 0.807 0.651 

MS3 0.855 0.731 

(Source: Authors‘ calculation) 
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4.3. Evaluation of structural model 

In this step, we followed the five steps of Hair et al. (2013) to measure the structural 

model, namely: 

- Collinearity assessment between constructs 

- Structural model path coefficients 

- Coefficient of determination (R
2
 value) 

- Effect Size (f ²) 

- Blindfolding and Predictive Relevance (Q
2
) 

- Effect Size (q
2
) 

Collinearity assessment between constructs 

To analyze possible collinearity, we used values from the variance inflation factor 

(VIF). The results show that VIF values for the independent variables are 1.03, indicating 

that, in line with Hair et al. (2013) or Diamantopoulos and Siguaw (2006), the results 

obtained are not negatively affected by collinearity (Table 5). 

Table 5: Collinearity statistics (VIF) 

 MO BR MS 

MO - - 1.03 

BR - - 1.03 

MS - - - 

Source: Authors‘ calculation. 

Structural model path coefficients 

As the fundamental objective of PLS-SEM technique is the prediction of MS, the 

quality of our theoretical model will be determined by measuring the strength of each 

path, which is the relationship between MO and BR in the predictability of the 

endogenous construct MS. The result of structural model path coefficients is shown in 

Table 6 and Figure 1. 

Table 6: Significance testing results of the structural model path coefficients 

 

Path 

coefficients 
t Values p Values 

95% Confidence 

intervals 

Significance 

(p < 0.05) 

MO->MS 0.462 1.116 0.000 (0.336-0.572) Yes 

BR->MS 0.222 8.211 0.264 (-0.333-0.352) No 

Source: Authors‘ calculation. 
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Table 6 indicates that the relationship of MO and MS (H1) is supported with the 

path coefficient is 0.462, while the relationship of BR and MS is rejected. 

Figure 1: Results of structural model 

 

 

Coefficient of determination (R
2
 value) 

The coefficient represents the exogenous latent variables‘ combined effects on the 

endogenous latent variable. That is, the coefficient represents the amount of variance in 

the endogenous constructs explained by all of the exogenous constructs linked to it, where 

values of 0.5 are considered to be moderate and 0.25 weak (Hair et al., 2013; Sarstedt et 

al., 2014). In our model, the mediators' R
2
 coefficient is 0.297 for MS, so we can assess 

that these values are above weak. 

Effect size (f ²) 

In addition to evaluating the R
2
 values of all endogenous constructs, the change in 

the R
2
 value when a specified exogenous construct is omitted from the model can be used 

to evaluate whether 

The omitted construct has a substantive impact on the endogenous constructs. 

Guidelines for assessing ƒ2 are that values of 0.02, 0.15, and 0.35, respectively, represent 

small, medium, and large effects (Cohen, 1988) of the exogenous latent variable. Effect size 

values of less than 0.02 indicate that there is no effect. This result is showed in table 7. 
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Table 7: Effect size f
2
 

 BR MO MS 

BR - - 0.068 

MO - - 0.294 

MS - - - 

Source: Authors‘ calculation. 

ƒ
2
 of BR and MS are 0.068 which shows the small effect when BR is omitted from 

the model. 

ƒ
2 

of MO and MS is 0.294 which shows the medium effect when MO is omitted 

from the model. 

Blindfolding and predictive relevance (Q2) 

Stone-Geisser (Q2) test indicates the predictive ability of the dependent variables. 

Table 8 data shows that the dependent construct has a result higher than 0, 

specifically: 0.165 for MS, which supports the predictive capacity of our model. 

Table 8: Predictive relevance Q
2
 

 SSO SSE Q
2
 

MS 495.000 413.444 0.165 

BR 660.000 660.000  

MO 825.000 825.000  

(Source: Authors‘ calculation) 

Effect Size (q
2
) 

The Q
2
 values estimated by the blindfolding procedure represent a measure of how 

well the path model can predict the originally observed values. Similar to the ƒ
2
 effect size 

approach for assessing R
2
 values, the relative impact of predictive relevance can be 

compared using the measure to the q² effect size. As a relative measure of predictive 

relevance, values of 0.02, 0.15, and 0.35 indicate that an exogenous construct has a small, 

medium, or large predictive relevance, respectively, for a certain endogenous construct. 

This figure must be computed manually because the SmartPLS software does not provide 

them. To compute the q
2
 value of a selected endogenous latent variable, we need the Q

2 

included and Q
2
 excluded values. The Q

2
 included result from the previous blindfolding 
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estimation is available from Table 6. My manual calculation for this figure is 0.1976 

which shows that the exogenous construct of MO has medium predictive relevance for the 

endogenous construct of MS. 

In addition, we check the mean of each MO indicator to find out the important level 

from decision-maker perception toward different external export motives to select 

Asean+3 markets. The result is shown in Table 9. 

Table 9: Important level of perceived external motives 

No. MO Mean Ranking 

1 EM1 4.27 1 

2 EM6 3.43 5 

3 EM7 3.7 3 

4 EM8 3.68 4 

5 EM10 4.0 2 

(Source: Authors‘ calculation) 

5. Discussion and conclusion 

This study allows us to conclude that MO has a positive and significant impact on 

MS (H1 supported). Among the perceived external export motives, the ranking of 

important indicators is high demand in foreign markets, reduction of tariffs in FTAs 

member countries, receipt of orders after participation in trade fairs, receipt of orders via 

e-commercial channels, receipt of unsolicited orders. Besides, the effect of MO on MS is 

medium, basing on the path coefficients of 0.462. BR does not have a significant impact 

on MS (H2 not supported) is a sign that although a lot of perceived external export 

barriers, they do not affect the small and medium-sized agricultural exporters to select 

Asean+3 markets. This study sheds light on some recommendations which stimulate 

Vietnamese agricultural export SMEs to select Asean+3 markets to export. 

Firstly, the information on Asean+3 market demand should be supplied by the 

support from the Ministry of Agricultural and Rural Development and Ministry of 

Industry and Trade. Realizing high demand is the crucial motive to stimulate exports to 

Asean+3 markets. 

Secondly, training in FATs content should be set up, so that exporters can 

understand the benefit of each FTA content (Asean, Asean-Japan, Vietnam-Japan, Asean-



  

 

 

1646 

Korea, Vietnam-Korea, Asean-China). Information on the reduction of tariffs in FTAs 

related to Asean+3 member countries will encourage agricultural exporters to export. 

Thirdly, agricultural product trade fairs should be organized regularly in Vietnam 

and the government should support small and medium-sized agricultural exporters to 

attend trade fairs in Asean+3 countries as well as the in-home markets. It is a good way 

for the exporters to contact with the foreign buyers.  

Fourthly, a new method of doing business via e-commercial channels should be 

guided for the agricultural exporters. SMEs with resource limitations should be supported 

to update new business methods. Our study is responsive to the call of many previous 

studies, which suggests that, in an international market context, exporters‘ perception 

toward the external environment will help us understand which motives are important and 

which motives can create the stimulation for the exporters to export to specifically 

selected markets. Besides, some practical implications are being suggested to create 

suitable export stimuli. In spite of the significant findings, the study still has some 

limitations particularly related to sampling procedures and sample places. Convenience 

sampling was the sampling technique used in this paper. Although this technique is 

simple, it also has serious limitations. Many sources of selection bias are present, 

including respondent self-selection. Moreover, convenience samples are not 

representative of any definable population. Therefore, it would not be theoretically 

meaningful for us to generalize to any population from a convenience sample, and 

convenience samples are not suitable for research that involves population inferences. The 

sample places are just in some cities and provinces in Vietnam so that we cannot find out 

that there are any differences in exporters‘ perception in different areas related to export 

motives to the Asean+3 market. 

Future research should be tested on the relationship between both internal and 

external factors of export motives and barriers because the internal factors also affect 

exporters‘ market selection. Furthermore, future research should test the perceived 

difference among firms in various stages of export. Last but not least, to understand the 

reason why a firm selects specific markets, there is a need to empirically investigate all 

factors which have effects on a market selection. 
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Appendix: Questionnaire 

1. First, please select ONE of the export markets your company usually exports 

among the following markets (by ticking the box □). 

Asean: □  Korea: □  Japan: □  China: □ 

2. Below is a series of statements related to the market you have chosen in question 

number 1 (it is called X market). 

2.1. This section refers to your perceived external motives driving you to select X as 

your export market. Please TICK how significant each of the following statements for X 

market is on a scale of 1 to 5, where 1 - Completely disagree, 2 - Disagree, 3 - Neutral, 4 - 

Agree, 5- Completely disagree. 

No. Code Perceived external motives 1 2 3 4 5 

1 EM1 High demand in X market 1 2 3 4 5 

2 EM2 Close physical proximity to X market 1 2 3 4 5 

3 EM3 X market culture is similar to Vietnamese culture 1 2 3 4 5 

4 EM4 Stable politics in X market 1 2 3 4 5 

5 EM5 Relaxation of foreign rules and regulations in X market 

(in comparison with European/American markets) 

1 2 3 4 5 

6 EM6 Receipt of unsolicited orders from X market 1 2 3 4 5 

7 EM7 Receipt of orders after participation in trade fairs 1 2 3 4 5 

8 EM8 Receipt of orders via e-commercial channels from X 

market 

1 2 3 4 5 

9 EM9 Favorable foreign exchange rates 1 2 3 4 5 

10 EM10 Reduction of tariffs in FTAs member countries 1 2 3 4 5 

 

http://trungtamwto.vn/fta/da-ky-ket/asean-han-quoc
http://trungtamwto.vn/fta/da-ky-ket/asean-nhat-ban
http://trungtamwto.vn/fta/da-ky-ket/asean-trung-quoc
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2.3. This section refers to your perceived external barriers inhibiting you from 

selecting X as your export market. Please TICK how significant each of the following 

statements for X market is on a scale of 1 to 5, where 1 - Completely disagree, 2 - 

Disagree, 3 - Neutral, 4 - Agree, 5- Completely disagree. 

 

No. 
Code Perceived external barriers 1 2 3 4 5 

1 
EB1 Lacking of vertical link in agricultural value chain 

1 2 3 4 5 

2 EB2 High interest rate 1 2 3 4 5 

3 EB3 High export costs in domestic market 1 2 3 4 5 

4 EB4 Informal costs (Corruption) in home country 1 2 3 4 5 

5 EB5 Lack of efficient home government export 

assistance/incentives 

1 2 3 4 5 

6 EB6 Unfavorable and changeable home country‘s export rules and 

regulations 

1 2 3 4 5 

7 EB7 Health, safety, quality and technical standards in X market 1 2 3 4 5 

8 EB8 Stiff competition in X market 1 2 3 4 5 

9 EB9 Different foreign customer habits/attitudes in X market 1 2 3 4 5 

10 EB10 The risk of being sued by the customers in X market who apply 

safeguard measures 

1 2 3 4 5 

11 EB11 Intellectual property rights protection in X market      

12 EB12 It is difficult to meet origin rules to export to X market      

2.4. This section refers to your X market selection. Please TICK how significant 

each of the following statements is on a scale of 1 to 5, where 1 - Completely disagree, 2 - 

Disagree, 3 - Neutral, 4 - Agree, 5- Completely disagree. 

No. Code Export market selection 1 2 3 4 5 

1 MS1 X is one of our first export market 1 2 3 4 5 

2 MS2 We increase the export to X market 1 2 3 4 5 

3 MS3 Our percentage of X market revenue is 

high 

1 2 3 4 5 
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Abstract: 

The research used the Logit model to evaluate factors affecting the financial accessibility of 

enterprises, using the Enterprise Survey Data 2017 of General Statistics Office of Vietnam and 

the survey sample from 695 enterprises implemented in December 2017. The research points out 

that beside factors related to institution and business environment, factors from financial markets 

or financial intermediaries, factors related to internal problems of enterprises such as 

characteristics of enterprises, characteristics of enterprise owners, production and business 

results, geographical location, the role of networks, etc. or incurred official and unofficial 

expenses are barriers impacting on the financial accessibility of enterprises. From that point, 

some solutions are proposed to improve financial accessibility for enterprises in Vietnam in the 

present stage. 

Keywords: Barriers to financial access, enterprises, financial accessibility, Logit model. 

 

1. Introduction 

Vietnamese enterprises are the economic sector that plays the most crucial role in 

the economic growth scale and rate of the country. According to average statistics for the 

2010-2017 period, the number of enterprises actually operating in Vietnam increased by 

10.5%/year, the number of labors attracted to work in the enterprise sector increased by 

5.9%/year, production and business capital increased by 15.4%/year, revenue increased by 

15.6%/year and profits increased by 13.7%/year. Correspondingly, the enterprise sector 

has been increasingly asserting its important position when their contribution to the State 

budget increased by 12.4%/year, equivalent to over 60% in gross domestic product (GDP) 

of the entire economy (Ministry of Planning and Investment, 2019). 

Notwithstanding significant contributions to the overall development of the 

economy, the fact shows that enterprises in Vietnam are currently facing a large number 

of difficulties, especially those in accessing sources of capital. For enterprises, particularly 
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private enterprises, capital access is currently one of the major barriers to enterprise 

development. Among capital sources for this sector, the main source is bank credit. 

Nonetheless, the proportion of credit for private enterprises gradually decreased from 60% 

of total outstanding loans in 2011 to about 51% in 2015 and might only be at 41% in 2018 

(Central Inspection Commission, 2017). 

Certain results from enterprise surveys also indicate that financial access is a major 

barrier for enterprises. As stated in the Enterprise Survey 2015 of the World Bank, 

―Financial Access‖ is considered to be the biggest obstacle to business (with 22% of 

Vietnamese enterprises choosing this factor, compared to 11.3% of enterprises in East 

Asia -Pacific region). Besides, results of the sixth Small and medium-sized enterprises 

(SME) survey in 2015 presented that although the credit access indicator has improved 

significantly, enterprises still believe that capital shortage and difficulty in financial access 

are still the biggest obstacles. Meanwhile larger enterprises are more likely to access 

credit, all groups of other scales have lower credit access ratio than that in 2013.  

Besides, the difficulty that enterprises encounter is high financial costs. Costs for 

obtaining financial services, such as bank credit, include formal costs (mainly cost for 

interest payments, paperwork procedure costs, management fees, commitment fees, and 

penalty interest for breach of loan contracts, etc.) and other informal ones. According to 

the report of Provincial competitiveness index (PCI) in 2015, the fact that enterprises have 

to pay for informal costs such as "gratuity" for bank officials is still common with 64% of 

micro-enterprises, 56% of small enterprises and 49% of medium enterprises admitting to 

paying this cost. On the contrary, this ratio of large enterprises is only 30%. 

Due to difficult accessibility to bank capital, enterprises (mostly private ones) will 

have to access informal channels such as relatives, friends, family, or loans at high 

intereste rate. Interest rates from these loan sources can be significantly exorbitant, from 

20-25%/year and even up to 36%/year for large enterprises (PCI, 2015).  

With these actual issues, the research will focus on evaluating factors 

simultaneously impacting both formal financing sources (mainly from commercial banks) 

and informal ones (family/friends/relatives, etc., loans at heavy interest rate) for 

enterprises in Vietnam. From that point, some solutions will be offered to improve the 

accessibility to this financial resource for enterprises in general and private enterprises in 

particular. 

In addition to the general introduction and references, the research consists of 4 

different sections. Section 2 presents the research overview. Section 3 assesses the 
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current state of enterprises' financial accessibility. Section 4 shows research methods 

and designates an empirical model. Section 5 points out certain research results. 

Section 6 contains the main conclusions and recommendations. 

2. Research overview 

The research overview shows a number of crucial factors affecting the enterprises' 

accessibility to sources of loans, such as institution and business environment, factors 

from financial markets or financial intermediaries or those related to internal problems of 

enterprises such as characteristics of enterprises, characteristics of enterprise owners, 

production and business results, geographical location, the role of networks, etc.  

Regarding the institution and business environment, Fatoki and Smit (2011) 

considered that the legal environment is an important factor affecting the financial 

accessibility of enterprises. Pearson's correlation research and assessment between the 

business environment and the loan value that enterprises borrow commercial banks and 

credit institutions. In the same view, Fang (2007), Olomi et al. (2008) also identified 

underdeveloped business culture, the transaction environment between lenders and 

borrowers is one of three factors challenging enterprises' accessibility to financial 

resources. Additionally, research conducted by different authors such as Le (2012), Cao 

(2014), Trinh and Nguyen (2018) used PCI index to assess influences of the institution 

and business environment on enterprises' accessibility to bank credit source. All of these 

researchers conclude that the institution and business environment, especially the judicial 

quality and transparency of local governments, have impacts on enterprises' accessibility 

to this capital. 

The more developed the financial system is, the easier it is for enterprises to access 

external capital sources. The developed financial system helps reduce information 

asymmetry and law improvement in the implementation of contractual terms. In weak 

financial systems, it is difficult for even good businesses to find other sources of capital 

for investment increase (Levine, 2002). If considered more specifically, the impacts of the 

development of the financial system or financial structure also depend on the intrinsic 

characteristics of enterprises. Researchers often divide enterprises into two groups: those 

with no financial constraints (easy to access external capital) and those with financial 

constraints (difficult to access external capital). Financially constrained enterprises often 

have characteristics such as small scale, difficulties in collecting their information 

(Information Asymmetry) and low dividend payout ratio (Patrick Musso and Stefano 

Schiavo, 2007; Christopher et al., 2009). Research conducted by Tran and To (2018), 

Nguyen and Ha (2018) measured effects of financial market development on enterprises‘ 
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accessibility to financial sources from banks and credit institutions through the fact that 

whether or not they are listed on the stock market. Thereby, it is shown that the 

participation of enterprises listed on the stock market has a positive impact on the 

financial accessibility of such enterprises. 

In terms of lending procedures, according to the SME survey 2015 of The Central 

Institute for Economic Management (CIEM), for enterprises explaining why they do not 

borrow money, difficulty in administrative procedures with bank officials is the biggest 

cause, accounting for up to 30% of the total enterprise meeting difficulties in accessing 

loans. Sharing the same view, the PCI survey in 2015 also indicated that 43-64% of the 

SMEs surveyed face difficulties in loan borrowing procedures meanwhile this ratio in 

large enterprises is only 30-32%. Moreover, Tran and To (2018) assessed that 

complicated and time-consuming borrowing procedures will reduce the probability of 

accessing loans from commercial banks by around 11 percentage points. 

Another barrier when enterprises access loans from banks and credit institutions is 

they have to pay both formal and informal costs. Tran and Dinh (2015) pointed out that one 

of the reasons making enterprises rate loan access much easier could be ―softer‖ interest 

rates. The report on business environment characteristics (CIEM, 2015) assessed a large 

ratio of enterprises that do not need loans (54%) or do not want to be in debt (23%). The 

interest rate may be one of the causes for an explanation for why enterprises don't want 

loans. Additionally, Muravyev et al. (2009) considered that when the average interest rate 

that enterprises have to pay for their loans is low, it will create a positive effect for 

enterprises when they want to access loans. At the same time, the interest rate of the biggest 

loan within the year also affects the profitability of enterprises (Nguyen et al., 2015). 

Besides, according to the research conducted by Tran and To (2018), To and Nguyen 

(2019), the probability that enterprises can access a loan from credit institutions increases 

when enterprises pay informal costs such as costs for undercover payments, gifts, etc.  

The results of enterprises' production and business activities also have impact on 

their financial accessibility. Christopher et al. (2009) and Udichibarna (2015) also 

indicated that enterprises with greater profits (measured by Return on Assets - ROA) will 

increase their accessibility to formal credit capital sources. As concluded by Tran and To 

(2018), if the ROA ratio increased by 1%, the probability of an approved loan application 

increased by 6.6 percentage points and 5.3 percentage points, respectively. 

Cao (2014) argued that a large number of enterprise assets and land use rights of 

enterprise owners would help increase such enterprises' capital accessibility by 5% and 1%, 

respectively. Furthermore, as stated by Shinozaki (2012), the lack of collaterals is a major 
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barrier to the formal capital accessibility of enterprises. This result is similar to the research 

conducted by Fatoki and Odeyemi (2010), Kira and He (2012), Fatoki and Asah (2011). 

However, according to Cao (2014), a large number of assets does not help enterprises to 

attain their desired capital as the greater amount of enterprise assets is, the higher the capital 

demand is so it will be difficult for those enterprises to be satisfied with the loan. 

Besides, Cole et al. (2004) and Berger et al. (2005) also suggested that geographic 

location, measured by the distance from the enterprise to the bank branch where 

transactions are often made, affects the loan accessibility of enterprises. Malesky and 

Taussig (2005) added that the accessibility to bank credit may be easier for enterprises in 

rural areas of Vietnam, but more difficult for those in cities with more competitive and 

better conditions.  

It is also noteworthy for an enterprise to have a good credit history which means that 

it is strictly following the lending principles or may have previous credit relationship with 

banks and credit institutions, which will be more convenient to perform subsequent loans 

(Hakkala and Kokko, 2007); Cole et al., 2004; Berger et al., 2005). Collaterals, as well as 

specific business plans, help increase the capital accessibility of enterprises in credit 

institutions. Also, such collaterals and business plans are used to recover the principal in 

case of bankruptcy. Research conducted by Malesky and Taussig (2005) and Cole et al. 

(2004) pointed out that SMEs do not have this advantage since most of them are small-

sized and lacking in collaterals when performing loans.  

Certain research also suggests that the network and alternative relationships for the 

lack of effective market mechanisms are one of the factors having positive impacts on 

enterprises' accessibility to bank credit capital (Rand and Tarp, 2007; Bougheas et al., 

2006; Cole et al., 2004; Hakkala and Kokko, 2007; Le and Nguyen, 2009; Tran and To, 

2018; To and Nguyen, 2019).  

Factors related to the characteristics of enterprise owners such as gender, whether or 

not the enterprise has financial director, or educational level of enterprise owner all affect 

the financial accessibility of enterprises. As reported in the research of Nguyen et al. 

(2015), the capital accessibility of enterprises with male owners is 10.6% higher than that 

of enterprise with the owner of another gender. Sharing the same view with the above, 

Cole et al. (2004), Irwin and Scott (2010) also assessed that the female enterprise owner 

has lower accessibility to financial resources. In contrast, Yaldiz et al. (2011) argued that 

to establish and run business in an environment dominated by men, businesswomen are 

often more educated and more talented, compared to other entrepreneurs. Consequently, 

women are more likely to access formal credit. Enterprises with the financial director also 
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increase their accessibility to formal financial sources (Tran and To, 2018). On the other 

hand, a highly educated enterprise owner increases the likelihood of success in mobilizing 

external capital (Irwin and Scott, 2010). Bates (1990) found that owners with four or five 

years studying at university/college can access bank capital more easily. With the same 

opinion, Rand et al. (2007) showed that educational level plays an important role in 

making a loan decision.  

When evaluating factors affecting the capital accessibility of enterprises, those 

derived from the intrinsic capacity of enterprises play a significant role. For instance, 

enterprise size affects the capital accessibility (Bernanke et al., 2004; Hernandez and 

Martinez, 2008; Nguyen, 2014); enterprise ownership form also has a positive effect on 

accessing formal capital sources (Beck et al., 2008; Demirgüç-Kunt and Levine, 2008) 

considered that State-owned enterprises (SOEs) are less likely to face with issues related 

to mortgage requirements and administrative procedures than private ones. The age of an 

enterprise is also a factor affecting capital accessibility in various research such as those 

conducted by Beck et al. (2006), Hanedar et al. (2014). Accordingly, the variable of 

enterprise age has opposite effects on borrowing from informal sources at a high level of 

significance. The longer that enterprises have operated, the less they rely on capital from 

their relatives, friends or loans from others. 

Hence, it can be seen that almost all of the research focus on the assessment of 

factors affecting enterprises‘ accessibility to formal financial sources (from bank and 

credit institutions). Research evaluating impacts of factors on simultaneous accessibility to 

both two financial sources, formal and informal ones, are significantly limited. Regarding 

research methods, domestic research also uses quantitative techniques but at a simple 

level and issues related to endogenous variables have not been thoroughly solved. 

3. Actual situation of enterprises‟s financial accessibility  

Most enterprises need capital for their business development. Nonetheless, not all of 

them obtain or can obtain loans. Among those with demand for credit, the number of 

enterprises applying for bank loans accounts for about 58.4% in the whole sample, of 

which the disbursement rate for SMEs with loan application accounts for only 47.3% and 

only around 58% of enterprises have ever obtained loans. This ratio also increased 

according to enterprise size. While only 50% of SMEs applied for loans, the percentage 

for large-sized enterprises was 70%. This ratio also varies greatly in the enterprise 

ownership form, in which state-owned and private enterprises have the loan application 

rate of 68% and 60% respectively whereas this ratio for foreign-invested ones is only 48% 

(Table 1). In the meantime, according to the Report on Vietnam Business Environment in 
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2015, 25% of enterprises applying for formal loans and 15% of enterprises had difficulties 

in obtaining loans.  

This is partly because enterprises are not brave enough in capital mobilization. The 

rest reasons are that each capital source has certain barriers to enterprises with a large 

number of business constraints such as SMEs. 

Table 1: Ratio of enterprises applying for bank loans 

Do enterprises 

apply for bank 

loans? 

Enterprise size Enterprise ownership form Total 

Small and 

Medium-

sized 

enterprises 

Large 

enterprises 

Enterprises 

in 

agricultural 

sector 

Enterprises 

in FDI 

sector 

Enterprises 

in private 

sector 

 

Yes 50.25% 30.23% 32.00% 51.58% 39.70% 41.58% 

No 49.75% 69.77% 68.00% 48.42% 60.30% 58.42% 

Total      695 

Source: Survey data on 695 enterprises. 

For enterprises that do not take bank loans, the situation is based on questions in the 

questionnaire about the level of consent to barriers and obstacles after enterprises have 

access to bank loans and credit institutions which is assessed from 1-5 level (in which 

total agreements on the barrier or difficulty level is the most serious). It can be seen 

through statistics from barriers that excluding not having demand and not wanting to be 

indebted, basic reasons for not accessing bank loans are high-interest rates, complicated 

borrowing procedures, and insufficient collaterals.  

Regarding difficulties in accessing bank credit, the most serious assessed difficulty 

is in too high-interest rates (with the average score for this barrier of 3.13); and then the 

difficulty in the bank's requirement on enterprises' specific business plans (with the 

average score for this barrier of 3.11). In addition, enterprises also encounter various other 

difficulties when accessing bank credit such as: administrative procedures; banks' favor on 

foreign enterprises, state-owned enterprises; non-diversity of credit services, lack of 

appropriate credit products; improper loan term; no loan guarantee service; insufficient 

collaterals of enterprises; additional non-interest and informal costs; difficulties for 

enterprises in registration of asset ownership, etc. 
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Table 2: Enterprises‟ difficulties when accessing bank capital 

Reason Assessment point for 

enterprises‘ difficulty level
128

 

Too high interest rate 3.13 

Specific business plans required 3.11 

Complicated and time-consuming administrative procedures for 

accessing credit preferential policies  

2.9 

Banks' favor on foreign enterprises, state-owned enterprises 2.78 

Non-diversity of credit services, lack of appropriate credit products 2.67 

No loan guarantee term 2.65 

Insufficient collaterals of enterprises  2.52 

Additional non-interest and informal costs required 2.36 

Difficulties for enterprises in registration of asset ownership  2.46 

Source: Survey data on 695 enterprises. 

In the surveyed sample, 37.54% of enterprises use informal loans, of which 14.4% 

are private loans, 25.5% are from loans through personal relationships, the rest is other 

informal sources. The survey results also show that SMEs have a higher proportion of 

informal loans than large enterprises (41.90% compared to 31.41%). The private sector is 

also the main sector generating unofficial demand for loans when the ratio in this area is 

43.44% compared to 15.63% and 13.68% of the other two areas (Table 3). 

Table 3: Ratio of enterprises using informal loans 

Have 

enterprises 

used 

informal 

loans within 

the 3 latest 

months? 

Enterprise size Enterprise ownership form Total 

Small and 

Medium-

sized 

enterprises 

Large 

enterprises 

Enterprises 

in 

agricultural 

sector 

Small and 

Medium-

sized 

enterprises 

Large 

enterprises 

Enterprises 

in 

agricultural 

sector 

No 58.10% 68.59% 84.38% 86.32% 56.56% 62.46% 

Yes 41.90% 31.41% 15.63% 13.68% 43.44% 37.54% 

Total      695 

Source: Survey data on 695 enterprises. 

Reasons for accessing informal loans rather than formal ones are presented in Table 

4. It can be noticed that the most common reason is that informal loans do not have strict 

regulations like loans from a bank. 56% of enterprises choose informal capital sources 

because ―Easier methods‖, in which 51% of reasons is ―More flexible time‖; 46% of 

reasons is "No collateral required". Nevertheless, this fact shows huge potential risks 

behind this fairly common capital. 

                                           
128

 Assessment scale from 1-5 level, in which level 5 indicates the most serious difficulty 
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Table 4: Reasons for accessing informal loan sources 

Reason Choosing ratio of enterprises 

Easier methods 56.07% 

More flexible payment period 51.15% 

No collateral required 46.23% 

Available and accessible informal credit 19.02% 

More preferential interest rate  19.02% 

Inaccessibility to formal credit sources 14.75% 

Source: Survey data on 695 enterprises. 

4. Research methods and designation of empirical model 

4.1. Data and description of data 

The research used the General Enterprise Survey data of General Statistics Office of 

Vietnam in 2017 and the survey sample from 699 enterprises conducted in December 

2017 in 3 places which are Hanoi, Da Nang, and Dong Nai. After processing and sorting 

out the duplicate observations, the number of remaining samples is 695 observations. 

Table 5: Summarization of research sample information 

Ord.  

State- 

owned  

enterpr 

ises 

Non- 

state  

enterprises 

Total 

1 Survey sample 43 652 695 

 SMEs 10 384 394 

 Large enterprises 33 268 301 

2 The number of enterprises applying for loans 28 378 406 

 SMEs 3 193 196 

 Large enterprises 25 185 210 

3 The number of enterprises whose documents are disbursed 

(formal loans) 
28 363 391 

 SMEs 3 182 185 

 Large enterprises 25 181 206 

4 The number of enterprises obtaining informal loans 54 311 365 

 SMEs 43 208 251 

 Large enterprises 11 103 114 

5 The number of enterprises obtaining both formal and 

informal loans 
9 185 194 

 SMEs 7 149 158 

 Large enterprises 2 34 36 

6 The number of enterprise‘s operational years (on average) 24.3 9.9 10.8 

 SMEs 20 8.97 9.25 

 Large enterprises 25.6 11.23 12.81 

7 The number of enterprises with available collaterals 24 381 405 

 SMEs 3 221 224 

 Large enterprises 21 160 181 

Source: Calculated from survey data. 
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Table 5 shows that most of the enterprises in the survey sample are non-state enterprises 

(accounting for 98.3%), of which SMEs account for 56.69% of the total enterprises in the 

survey sample. The number of enterprises applying for bank loans takes up about 58.4% in 

the whole sample, of which the disbursement rate for SMEs with loan applications takes up 

only 47.3%. The average number of enterprises' operational years in the market up to the time 

of the survey is 10.8 years. In particular, the number of SMEs with less than 5 operational 

years is about 31.2% and those with less than 10 years account for about 66.5%. This is also a 

disadvantage, especially for newly established enterprises when obtaining loans. 

Among applying enterprises, only 1.73% of them are denied from loans; 22,28% of 

them are accepted for some documents; and mostly, 74.26% of enterprises, in particular, 

are disbursed for entire loan applications. This can demonstrate that in Vietnam, banks 

have had considerable efforts in facilitating enterprises to obtain loans.  

For enterprises simultaneously access both formal and informal financial sources, there 

are194 enterprises (equivalent to 27.91% of total enterprises), in which SMEs take up 81.43%. 

Despite relatively high loan demands of enterprise, the ability to meet loan 

requirements for the enterprise sector is still fairly limited. For enterprises demanding 

loans, only over 56% of them can obtain loans from commercial banks; the rest have to 

work with non-bank credit institutions or informal channels such as relatives, friends or 

loans with high-interest rates. Some enterprises still additionally access informal sources 

even though they could obtain loans from credit institutions since their loan demands 

cannot be 100% fulfilled. According to survey results, about 194 enterprises have 

accessed both formal and informal capital sources, making up 79.63% for SMEs and 

around 22.45% on total surveyed enterprises.  

4.2. Designation of research models 

To analyze factors affecting the financial access demands of enterprises, the research 

used the Logit model. As stated by Gujarati (2004) and Baltagi (2008), the Logit model is 

known as the regression model where dependent variables are discrete and only two 

possible values, 0 and 1, are taken. In the Logit model, the probability for a dependent 

variable to receive a value 1 is described as a nonlinear function of a set of regression 

variables X that can be given as follows:  

i
( 1 / ) ( )

1

Xi

Xi i i

e
p P Y X X

e



    
     (1) 

Where:  ( 1/ )iP Y X  is the probability for dependent variables to receive value 1; 
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Xi is the set of selected explanatory variables;  

( )iX   is the cumulative distribution function of logistic distribution.  

Hence, the Logit model does not study the direct effets of dependent variables Xk on 

Y but consider the effects of Xk on the probability that Y can receive value 1 or Y‘s 

expected values. 

The marginal effect at the mean is calculated based on Cameron and Trivedi (2010) 

in equation (2) and used to explain the extent to which independent variables affect pi. 

The marginal effect at the mean of Xk on pi is calculated as follows: 
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Simultaneously based on the survey data and the overview of empirical research, the 

research identifies variables and expectations as presented in Table 6. 

Table 6: Symbols, explanations, calculation/measure methods and expectations for 

dimensional effects of variables in the model 

Ord. Symbol Explanation Calculation/Measurement method Expected effects 

External factors 

Quality of institution and business environment 

PCI Provincial 

competitiveness 

index (PCI) 

 (+) Cao (2014), Trinh and 

Nguyen (2018) 

Barriers from financial markets 

Listed Listed on the stock 

market 

Listed =1 if the company is listed on the 

stock market, vice versa, it is 0 

(+) Tran and To (2018), 

Nguyen and Ha (2018) 

Barriers from financial intermediaries 

Procedure Procedures for 

accessing credit from 

banks 

Procedure =1 If the enterprise says 

that procedure for applying for a 

bank loan is complicated and time 

consuming, vice versa, it is 0 

(-) Tran and To (2018) 

Formal and informal financial costs 

Cost Costs for undercover 

payments, gifts 

Cost =1 if the enterprise has 

undercover payments and gifts to 

receive a loan from the bank 

(+) Tran and To (2018), 

Nguyen and Ha (2018), 

Nguyen and To (2019) 

Int rate Interest rates on loans 

that the enterprise has 

to pay is high 

Int rate=1 If the enterprise says it is 

currently paying high interest, vice 

versa, it is 0 

(+) Tran and Dinh (2015), 

Muravyev et al. (2009), Nguyen 

et al. (2015) 

Production and business results of enterprises 

ROA  After-tax Return on total Assets (+) Christopher et al. (2009), 

Udichibarna (2015), Tran and 

To (2018) 

Log_asset  Total assets as of the end of the 

year (in log) 

(+) Cao (2014) 
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Ord. Symbol Explanation Calculation/Measurement method Expected effects 

Internal factors of the enterprise 

Geographical location of enterprise 

Distance Space distance from the 

enterprise to bank 

Distance =1 If the enterprise says 

that the bank is too far away from 

the enterprise, vice versa, it is 0 

(-) Cole et al. (2004), 

Berger et al. (2005) 

Credit reliability of the enterprise 

Credit Loan history of the 

enterprise 

Credit=1 if the enterprise has 

completely settled bad debt, overdue 

debt, vice versa, it is 0 

(+) Cole et al. (2004), Berger 

et al. (2005), Hakkala and 

Kokko (2007) 

Roles of the network 

Relation Relations between the 

enterprise and the 

bank 

Relation =1 if the enterprise 

indicates that it has a close 

relationship with the bank, vice 

versa, it is 0 

(+) Rand and Tarp (2007), 

Bougheas et al. (2006), Cole 

et al. (2004), Hakkala and 

Kokko (2007), Le and 

Nguyen (2009), Tran and 

To (2018), To and 

Nguyen (2019) 

Characteristics of the enterprise owner 

Gender Gender of the 

enterprise owner 

Gender=1 if the enterprise owner 

is male, vice versa, it is 0 

(+/-) Nguyen et al. 

(2015), Vo et al. (2011), 

Cole et al. (2004), Irwin 

and Scott (2010) 

Director Whether or not the 

company have a 

financial director 

Director =1 if the Enterprise has a 

financial director, vice versa, it is 0 

(+) Tran and To (2018) 

Education Educational level of 

the financial director 

Education =1 if the enterprise has a 

financial director at university and 

higher level, majoring in finance, 

vice versa, it is 0 

(+) Bates (1990), Rand 

et al. (2007) 

Characteristics of the enterprise 

Debt_ratio  The debt ratio/total capital as of the 

end of the year 

(-) Le (2012), Trinh and 

Nguyen (2018) 

SME Small and Medium-

sized Enterprise 

SME =1 if the number of 

employees under 200, capital 

amount is under 100 billion 

dongs and revenue is under 300 

billion dongs, vice versa, it is 0 

(-) Hernandez and 

Martinez (2008), 

Bernanke et al. (2004), 

Nguyen (2014) 

 

State State-owned 

enterprises 

State =1 if the enterprise has the 

State capital greater than 50%, vice 

versa, it is 0 

(+) Beck et al. (2008); 

Demirgüç-Kunt and 

Levine (2008) 

Age Age of the enterprise The age of an enterprise is calculated 

from the time the enterprise 

officially registers its business 

operation. 

(+) Beck et al. (2006), 

Hanedar et al. (2014) 

Interaction variables 

SME*Log_asset   (+) 

SME*Cost   (+) 
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5. Estimated results 

Certain research has indicated that dependent variable ROA can affect financial 

accessibility and vice versa (Christopher et al., 2009; Udichibarna, 2015). For firmer 

confirmation, the research used the verification of endogenous variables in models with 

the hypothesis: H0: A model has no endogenous factors, obtaining p_value < 0.05. Thus, 

rejecting the H0 hypothesis means that the model has endogenous factors. 

Hence, to overcome endogenous problems in the model (1), the research used 

(2SLS) Two-Stage Least Squares regression method. 

Stage 1: Regressing ROA according to remaining independent variables, 

ROA_exponent is obtained. 

Stage 2: Regressing dependent variables according to independent variables, 

ROA_exponent 

Testing LR in the model in stage 2 concludes that variables in the model are 

appropriate. The model in stage 2 overcomes endogenous problems with results shown in 

Table 7. 
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Table 7: Estimated results 

Factor Variable Model 1 Model 2 Model 3 Model 4 

Coef. AME Coef. AME Coef. AME Coef. AME 

Institution and business environment PCI 0.387*** 0.1471*** 0.393*** 0.1498*** 0.395*** 0.1555*** 0.535*** 0.1663*** 

Financial market Listed 1.989** 0.381** 2.143* 0.0797* 2.508* 0.218* 0.850** 0.1442** 

Financial intermediates Procedure -1.746* -0.0595* -2.094*** -0.091*** -2.879* -0.140* -3.331 -0.586 

Formal and informal costs Cost 0.825*** 0.140*** 1.352* 0.182* 0.749*** 0.1202*** 0.207 0.197 

Int rate -0.761* -0.1741* -0.968** -0.1336** -0.1642** -0.069* -0.1212* -0.0919* 

Production and business results  ROA 1.005*** 0.3618*** 0.931* 0.264* 0.624** 0.349** 0.997* 0.229* 

Log_asset 0.889*** 0.1630*** 0.977** 0.195** 1.095*** 0.224*** 1.724*** 0.1570*** 

Geographical location of the enterprise Distance -0.733 -0.189 -0.859 -0.1601 -1.003 -0.645 -2.013 -0.771 

Credit reliability level  Credit 1.049*** 0.1470*** 0.995* 0.2794* 0.719** 0.2457** 0.721* 0.113* 

Roles of the network Relation 2.267* 0.055* 2.440 0.00802 2.838 0.854 2.506 0.0926 

Characteristics of the enterprise owner Gender   -0.413*** -0.1196***   -0.211 -0.224 

Director   0.111* 0.1467*   1.039*** 0.054*** 

Education   1.443*** 0.0424***   0.554* 0.0543* 

Characteristics of the enterprise Debt_ratio     -0.310* -0.0188* -0.268** -0.0275** 

SME     -0.388*** -0.1435*** -0.859* -0.1765* 

State     1.301* 0.0121* 1.010* 0.0421* 

Age     0.0734*** 0.0650*** 0.0150 0.0179 

Interaction variables SME*Log_asset       1.693*** 0.236*** 

SME*Cost       0.986* 0.144* 

Constant  -1.190***  4.503***  6.347***  3.461*** 

Dummy variables for provinces No No Yes Yes 

Dummy variables for industries No No Yes Yes 

Observations 610 610 610 610 

R
2
 for calibration 0.4416 0.4712 0.5341 0.5568 

Prob > Chi2 0.0000 0.0000 0.0000 0.0000 

LR value 6809.23 7399.79 8309.78 9973.67 

Note: *** p<0.01, ** p<0.05, * p<0.1 
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Since the explanation for the magnitude of estimated coefficients in the Logit model 

is not the same as that in the linear regression or the Ordinary least squares (OLS) 

regression model, impacts of factors on the probability that enterprises can access loans 

will be explained by impacts of average marginal effect (AME) estimations of 

independent variables. 

It can be shown through Estimated results that: 

Institutions and business environment play an important role in the financial 

accessibility of enterprises. The coefficient of general PCI variable - representing 

institutional quality - is positive and its statistical significance level is considerably high 

(1%). This implies that the improvement in the quality of the business environment has 

positive impacts on loan accessibility of enterprises. In particular, when the general PCI 

increased by 1 unit provided that there is no change in other factors, the probability of 

enterprises accessing both these capital sources at the same time increased to about 14.71 - 

16.63 percentage points. These results are similar to those stated in the research conducted 

by Trinh and Nguyen (2018) which argues that when the business environment is 

improved and good institutions are implemented, the transaction costs on the market will 

be lower. Accordingly, enterprises can feel secure to expand their business and actively 

invest, which increases the financial accessibility from commercial banks. 

The estimated coefficient of the listed variable, representing the development of the 

capital market, is positive and statistically significant. When the listed variable increases 

by 1% provided that other factors remain unchanged, the probability that enterprises can 

simultaneously access these two sources of capital reaches 38.1 percentage points to the 

maximum. This result is similar to that indicated by Tran and To (2018), Nguyen and Ha 

(2018). This implies that the development of the capital market forces enterprises to make 

their finances transparent, which makes it more convenient for enterprises to access 

capital from financial institutions. 

The variable reflecting procedures of accessing loans from commercial banks 

(procedure) has negative impacts and statistical significance. Specifically, when the 

difficulty level of procedures for accessing commercial bank loans increases by 1%, the 

probability of accessing finance for enterprises with demand for loans will be decreased 

by about 14 percentage points to the maximum provided that other factors have not 

changed. Agreeing with this view, Tran and To (2018) also assessed that enterprises now 

think that procedures to access bank loans are still complicated and considerably time-

consuming.  
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For the variable reflecting the informal cost for accessing loans such as the cost for 

undercover payments, gifts, etc. (Cost): Estimated results from the model showed 

expected (positive) sign. When this variable increases by 1% provided that other factors 

remain unchanged, the probability that enterprises can access these two sources of capital 

at the same time is 18.2 percentage points to the maximum. Similar results were found in 

some research of Berger et al. (2005), Tran and To (2018). 

In terms of the variable reflecting formal costs when enterprises access loans from 

commercial banks (int rate), it can be seen from estimated results that: this probability 

decreases to the highest level of around 17.41 percentage points. Sharing the same view, 

Tran and Dinh (2015) indicated that enterprises assessed loan accessibility is much easier. 

One of the causes bringing this result might be the ―softer‖ interest rate. Research of 

Muravyev et al. (2009); Nguyen et al. (2015) pointed out when the average interest rate 

that enterprises have to pay for their loans is low, positive effects will be created for 

enterprises when they want to access loans.  

Concerning production and business results of enterprises: for banks, this is the 

factor that helps them to assess the payment capacity of enterprises and decide whether to 

lend money to enterprises or not. ROA or Return on assets of an enterprise indicates the 

effectiveness of using enterprises‘ assets in creating profits. The high ratio shows that 

enterprises have appropriately invested in their assets, which is a good signal for the bank 

to lend money. According to the research of Cole (2004), etc., the amount of used capital 

from banks, the amount of bank capital used has a positive relationship with the ROA of 

enterprises. Similar to Estimated results in the model, when the ROA increases by 1 unit, 

the demand for loan access will increase by 22.9 - 36.18 percentage points provided that 

other factors remain unchanged. 

For the log_asset variable, it can be shown from estimated results that log value of 

assets has a positive relationship with the probability that enterprises access finances. 

Subsequently, collateral is a crucial factor in accessing finance from commercial banks. 

Hence, enterprises with a large number of assets will be capable of ensuring collateral-

related requirements. Also as reported by Cao (2016), the larger assets that enterprises 

have, the higher demand for loans they have. In particular: When Log_asset increases by 

1% with no change of other factors, this probability will increase from 15.7 - 22.4 

percentage points. 

The estimated coefficient of the distance variable (Distance) has negative effects but 

it is not statistically significant, which shows that the geographical location of enterprises 

does not affect the probability of access loans. This conclusion is in contrast to Yaldiz et 
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al. (2011), Gine (2011), Petersen and Rajan (1995), which proved that transaction costs to 

evaluate credit for enterprises in rural or remote areas are relatively high; as a result, banks 

are less willing to lend to enterprises in these areas. 

Regarding the credit history, when this variable increases by 1%, the simultaneous 

access to both two sources of capital will increase to a maximum of about 27.94 

percentage points provided that there are no changes in other factors. Similarly, Cole et al. 

(2004) assessed the fact that enterprises have previously had the loan at banks and fully 

implemented all of its obligations to this loan has a significant influence on whether the 

next loan is approved or not.  

About the roles of the network, the estimated coefficient of whether the enterprise 

has relations with the bank (relation) provides a positive sign; however, the average 

marginal effect is insignificant. With the same opinion, Tran and To (2018) also argued 

that relations between the enterprise and the bank only helps enterprises to gain more 

convenience in procedures of accessing loans from bank but not be the decisive factor. By 

contrast, certain previous research such as those conducted by Rand et al. (2007), Hakkala 

and Kokko (2007), Le and Nguyen (2009) realized that the formal network or relations 

with government or bank officers are significantly and actively related to the bank loan 

possibility. Nonetheless, this factor does not have enough power to affect the actual bank 

loan amount. 

The group of variables reflecting the owner‘s or manager‘s characteristics including 

gender and educational level, affect the financial accessibility of enterprises. Firstly, for 

gender variables, estimated results indicate the difference in the probability of using loans 

between the male and female owners. Specifically, an enterprise operated by male tends to 

have more possibility to use simultaneously these two sources of finance than the 

enterprise operated by a female. Therefore, it can be said that gender difference partially 

affects the loan accessibility of enterprises. The educational level of enterprise owners has 

an insignificant influence on the demands of the enterprise for financial accessibility. 

However, the enterprise have a financial director, the financial accessibility of the 

enterprise will be increased to the maximum at 15.95 percentage points. 

For variables reflecting enterprise characteristics, Estimated results from the models 

indicate that most of these variables have a few effects on demands to access two sources 

of capital simultaneously. This finding is consistent with the results of Le and Nguyen 

(2009). However, for the SME variable, it can be shown through Estimated results from 

the model that the probability for financial accessibility of enterprises will decrease by 

17.65 percentage points with no changes of other factors. 
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Estimated results of interaction coefficients among SME, log_asset variables 

(representing collaterals) and whether enterprises have costs for undercover 

payments Cost (representing informal costs) are positive and statistically significant, 

which indicates the discrimination between SMEs and large enterprises in terms of the 

availability of collaterals and informal costs. The estimated interaction coefficients imply 

the expected probability of receiving loans from financial institutions to SMEs when these 

enterprises spend more on undercover payments than large ones with similar 

characteristics for about 14.4 percentage points. Similarly, among enterprises with 

collaterals, the expected probability of accessing formal finance is 23.6 percentage points, 

higher than that for large enterprises with similar characteristics. 

6. Conclusions and recommendations 

Results of Logit regression model show that: institution and business environment, 

listed enterprises, administrative procedures, interest rates or informal costs, production 

and business results are all factors playing an important part in accessing external loans; 

barriers related to intrinsic problems of enterprises are still mainly due to the failure to 

meet requirements of collaterals (Log_asset), especially for SMEs which often have to 

rent factories and machines; efficiency level in asset use and management also affect loan 

demands. Since then, the research proposes some recommendations to improve the capital 

accessibility of enterprises, especially private ones and SMEs: 

In terms of the Government, it is necessary to create an equal business environment 

among economic sectors: Firstly, for the development of SMEs, it is required that 

macroeconomic policies should be developed uniformly to facilitate harmonious 

development among sectors in economy; overlapping regulations need to be removed. In 

particular: It is appropriate to continue drastically implementing tasks and solutions to 

improve the business environment, improve the national competitiveness in accordance 

with Resolution No. 19/NQ-CP and Resolution No. 33/NQ- CP, create favorable 

conditions for enterprises in general and SMEs in particular to access bank loans. 

Secondly, the Government needs to continue promoting administrative procedure reform, 

particularly for procedures related to licensing the establishment and business registration, 

land lease procedures, credit granting procedures, etc. Thirdly, this is a need to direct 

concerned ministries and branches to synchronously deploy provisions of the Law on 

SME Support its guiding documents, especially credit guarantee policies for SMEs to 

obtain loans from credit institutions through the Credit Guarantee Fund in accordance 

with Decree No. 34/2018/ND-CP of 3 August 2018 of the Government. At the same time, 

it is necessary to have a mechanism for sharing information of related parties, including 
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tax agencies, enterprise registration, bank credit information, etc. which helps banks and 

SMEs to share and make their information transparent and serves better assessment and 

rating on SME reliability. 

Concerning bank and credit institutions, they can loosen constraints related to 

collateral in considering loan decisions, at the same time, simplify and improve lending 

procedures, reduce credit access costs, etc. For the consideration and evaluation of lending 

decisions, credit institutions in general and commercial banks in particular should base on 

future cash flow analyses of enterprises and the profitability of projects needing loans 

apart from only simply seeing whether the enterprise has sufficient collaterals or not 

because this is the main factor that helps credit institutions recover loans on time and 

reduce risks of bad debts. Moreover, banks and credit institutions should expand fiduciary 

loans through accepting the use of intangible assets and trade marks of enterprises to 

assure loans. Simultaneously, the collateral valuation must be close to the market price 

and increase the loan ratio compared to the value of collaterals for loans. To create 

favorable conditions for both credit institutions and enterprises, the government should 

also limit the criminalization of credit activities for these forms.  

Concerning the capacity of enterprises: first of all, it is essential to restructure 

operations, improve financial capacity and governance capacity, and create trust so that 

credit institutions can be secure to provide credit. To improve the governance capacity, 

enterprises need to be aware of the importance of management capacity first. 

Accordingly, they need to attach importance to their internal communications at all levels 

so that officials and employees can have a better understanding of the governance 

importance for the performance of enterprises as well as the credit access for the 

production and business of enterprises. Furthermore, enterprises need to develop and 

apply a governance model appropriate to their characteristics, nature and operational 

scale. If the governance scale is larger than the enterprise size, it may cause a cost burden, 

leading to a slow decision-making process and then directly affecting the business 

performance of the enterprise. Besides, enterprises should quickly overcome limitations in 

risk management, financial management, and strategic governance, etc. Thereby, SMEs 

are facilitated to use their resources effectively and the enterprise competitiveness is 

improved also. 

Secondly, enterprises need to develop annual business plans, as well as long-term 

development strategies. Concurrently, the enterprise must annually evaluate the 

completion level for plans set out. Only in this way can enterprises assess its operational 

capacity; thereby they can make appropriate adjustments for business activities and 
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perfect the enterprise accounting system: one of the existing problems for private 

enterprises, especially SMEs, is to pay less attention to building an enterprise accounting 

system. Thirdly, the enterprise should attach importance to the transparency of financial 

activities. Accordingly, they must regularly consider the criteria to assess their financial 

situation such as the degree of their financial independence, solvency, profitability, 

business performance, the effectiveness of borrowing plan and profit distribution, etc. To 

access loans, above mentioned financial criteria must at least reach the safe level as 

prescribed. When financial activities are transparent, not only will it help credit 

institutions to reduce customer evaluation time and the loan decision making to happen 

more quickly but it also helps enterprises to identify potential risks early to take effective 

resolution measures 

Due to limited data sources, the research only assessed many key factors affecting 

the financial accessibility of enterprises but assess changes in these factors over time. In 

succeeding research, these limitations may be overcome for a better view of the impacts 

of these factors on the general financial accessibility of enterprises. 
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Abstract: 

The Vietnamese students are one of the potential markets for Taiwanese education 

institutions ceaselessly seek out a good strategy to attract. This study will empirically test the 

research model through conducting survey research. Although there are many factors which 

were proved to influence students‟ decision to select a country to study, the current study 

focuses on only the factor of destination attractiveness. Because destination attractiveness 

refers to students‘ perceptions about a destination of study and its ability to satisfy their needs 

(Mayo & Jarvis, 1982); (Vengesayi, 2003)). The data was collected via survey questionnaire 

from 300 Vietnamese students in Taiwan. The results show that the factors of destination 

attractiveness (reputation, culture, language, cost issue, program), was significantly related 

to choice of study decision in Taiwan by Vietnamese students.  Some critical suggestions for 

university management were provided. 

 Keywords: Destination attractiveness, decision making, study abroad (study in 

Taiwan), Vietnamese students, international education. 

 

1. Introduction 

The internationalization of higher education is defined as the mobility of students 

from a country (home country) to another country (host country) which offers higher 

education services with the intention to further their higher education. This is in fact a 

feature of globalization where higher education services have evolved into a business sector 

capable of generating revenue to the country. Most of the developing nation and under 

developed nation send their students to study abroad to develop their human capital so that 

in the future these students can bring  back  the  knowledge  from  the  developed  nation 

(Foo Chuan Chew & Russayani Ismail, 2015). Foreign student policies on contemporary 

era are shift from an aid approach to a trade rationale and cross-border education is a 

commodity of free trade rather than a public responsibility (Altbach, Knight, 2007) .Given 
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this the market for international students has become a dynamic growth industry sustained 

by universities, government agencies, private corporations, and entrepreneurs motivated by 

financial profit (Altbach, 2003). Thus, global education industry is not only a new potential 

business field, but also bringing a limitless thriving benefit. 

Beginning in the mid-1990s, higher education in Taiwan experienced a period of 

unprecedented expansion in response to global competition. Since Taiwan joined the World 

Trade Organization (WTO,) in 2001, the increasing need to incorporate the globalization 

process into the education system, such as through cross-cultural interactions, student 

exchanges, and international competition for universities. Taiwanese universities have been 

called on to play a central role in knowledge-based economic development, not only 

through meeting the government‘s with the ―More Foreign Student Enrollment Project‖ in 

2004 and the market‘s external requirements to produce human resources, but also through 

competing with other institutions on the international stage (Chou, 2014). 

 According to the statistic of the Taiwan Ministry of Education, the number of 

overseas students in Taiwan was 5596 in 1994-1995, increased to 9616 in 2004-2005, and 

continued to raise on 29,589 in 2014-2015, with average  growth rate of  each year is 

9.5% ; especial on period 2015-2016, the number of international students is 34437 which 

has the growth rate is 16.3%. And, the number of Vietnamese students always stays in one 

of the largest numbers of international students in Taiwan with the average growth rate is 

28.8% per year, and the most numerous foreign students in Taiwan when counting from 

1994 to 2016. Thus, the Vietnamese students are one of the potential markets for 

Taiwanese education institutions ceaselessly seek out a good strategy to attract. 

Chart 1: Top ten countries of origin for foreign nationals at Taiwanese institutes of 

higher learning in 2016 

 

 Source: Statistics Office of the Ministry of Education 
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1.1 Research Objectives and Contribution 

A big number of Vietnamese students are studying in Taiwan. Some have been in 

Taiwan for a long time, some just arrived. They are pursuing different kinds of 

learning fields over the whole of Taiwan.  

In this study, we define Vietnamese students only as foreign students who are 

officially studying in a university in Taiwan (undergraduate and graduate students) 

with/without scholarship from any source and hold student visas in the Taiwan. Thus, 

we do not include exchange students, students to learn Chinese, or in short training 

programs.  

Issues involved foreign students‘ decisions and satisfaction in local country need 

a big consideration in any institute where they study. In Vietnam, there are still few 

studies about it. Besides, in Taiwan, studies about foreign students just focus on social 

life or psychology. From the respect of administration, it‘s a useful study to understand 

the fact of decision factors and the satisfaction among Vietnamese students. The study 

will draw a real picture with exact data on Vietnamese students in Taiwan which can 

show factors influencing their choice to study in Taiwan base on its destination. 

This study will empirically test the research model through conducting survey 

research. Although there are many factors which were proved to influence students‘ 

decision to select a country to study, the current study focuses on only destination 

attractiveness. Those factors play the most important role in foreign students‘ study 

perceptions, attitudes, and behaviors in the host country. Thus, the purpose of this 

study is to: (1) explore why Vietnamese students made the decision to participate in a 

study abroad programs in Taiwan (2) provide an analysis that explores the categories 

of all students choose Taiwan, and (3) move beyond the majority of the literature on 

outcomes and general barriers and identify factors influencing the decision to study in 

Taiwan. As a result, this study provides an in-depth look at students who made the 

decision to study in Taiwan, and explores their motivating factors and actions taken in 

their decision to participate in an overseas program based on destination attractiveness.  

The research questions that this study addresses are:  

1. How does destination attractiveness influence Vietnamese students to decide 

to study in Taiwan?  

 2. In what ways do destination attractiveness influencing the decision to study in 

Taiwan differ for Vietnamese students (by reputation, language, cost issue, study 

program)?  
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 3. How do Vietnamese students satisfy with their decision to study in a 

destination as Taiwan? 

2. Literature Review 

This part will present definitions of destination attractiveness, social support, and 

communication channels and satisfaction through reviewing the previous researches 

supporting the necessity of conducting the study. The relationships between constructs 

are also examined. 

2.1 Choice satisfaction 

Choice satisfaction is usually defined as an affective or emotional response 

toward one‘s choice (Kinicki, Robert Kreitner, 2002). In the field of organizational 

behavior, there are many definitions about satisfaction. (Cranny et al., 1992) defined it 

as a contribution of cognitive and affective reactions to the differential perceptions of 

what an individual wants to receive compared with what he or she actually receives. 

From an economic perspective, choice satisfaction is a unitary concept that tends to be 

explained in purely monetary terms (Lazear, 2000) 

2.2 Destination attractiveness 

Knowledge and awareness of study destination by (Mazzarol and Soutar , 2002) 

further identified four factors influencing the selection of a host country: 1) knowledge  

and  awareness  of  the  host  country (reputation), 2)  cost  issues,  3) Environment of 

education destination,  4) study programs. 

2.2.1. Reputation of education institution 

A university‘s value is based on its relationship building and service delivery 

towards international students rather than on its facilities and student revenue 

(Petruzzellis & Romanazzi, 2010). Student satisfaction ((Petruzzellis , 2006);  

(Petruzzellis & Romanazzi, 2010)is highlighted as an important factor affecting their 

decision to choose a study destination. 

(Engelke, 2008) identified that there is a link between addressing student‘s needs 

and an institution‘s attractiveness. Students‘ cultural needs and expectations were 

important. Students satisfaction towards the education institution helped in building 

the institution‘s reputation when they left the university and act as ambassadors 

(Engelke, 2008)An institute‘s image, in terms of  its reputation and perceived 

education quality  (Eder, Smith & Pitts, 2010)is  likely  to  remain  the  most  

important  factor  influencing  study  destination  choice. 
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Hypothesis 1a: Reputation of Taiwan‘s education institution will significantly 

impact Vietnamese student‘s choice satisfaction to study in Taiwan. 

2.2.2. Environment of education destination 

 According to (Cubillo et al., 2006), a country, a city or an institution‘s image 

influences international students‘ decision. A study by (Mei and Bray, 2007)) found 

that social and cultural experiences are among other factors that play  important  role 

in  attracting  students  from  China  to  choose  Macau  and  Hong Kong as their 

destination. 

Hypothesis 1b: Taiwan‘s culture will significantly impact Vietnamese student‘s 

choice satisfaction to study in Taiwan. 

Hypothesis 1c: Taiwan‘s language will significantly impact Vietnamese student‘s 

choice satisfaction to study in Taiwan. 

2.2.3. Cost issues 

(Maringe, 2006) highlights costs that include living expenses and availability of 

part time job for prospective student s.  Working part time is one of the ways for them 

to make their education abroad possible ((Mazzarol and Soutar , 2002). (Bodycottn, 

2009) indicates that students consider facilities and accommodation as well as 

scholarships availability during their decision-making process. 

Hypothesis 1d: Cost issues will significantly impact Vietnamese student‘s choice 

satisfaction to study in Taiwan. 

2.2.4. Education Programs 

(Chen & Zimitat, 2006) analysis shows that students‘ motivation and 

characteristics are the most important factors that influence them to further study 

abroad, especially to achieve personal satisfaction for future career.  (Binsardi, A., & 

Ekwulugo, F. , 2003) point out those students  are  ‗buying‘  the  benefits that a degree 

can provide in terms of employment, status and lifestyle. In other words, career 

prospect is an important factor (Chen & Zimitat, 2006;  Eder  et al., 2010; (Maringe & 

Carter, 2007); (Soutar & Turner, 2002)). 

Hypothesis 1e: Education Programs in Taiwan‘s universities will significantly 

impact Vietnamese student‘s choice satisfaction to study in Taiwan. 
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3. Research Design and Methodology 

3.1. The Conceptual Model 

The purposes of this study are firstly to integrate relevant literature and develop a 

comprehensive research model, and secondly to test it empirically through conducting 

survey research. The research model of the study was shown as shown in Figure 1.  

 

 

Figure 1. The conceptual framework of this study 

3.2 Construct Measurement 

To measure the destination attractiveness, we use the 15 questionnaire items 

from the adapted scale by (Hackman and Oldham, 1975; 1980) in order to measure 

five dimensions: reputation, culture, language, cost issues, and program.  

 

Part A: Reputation 

1. I have a good feeling about Taiwan. 

2. I admire and respect the Taiwan education. 

3.  I trusted in Taiwan‘s universities education. 

Part B: Culture 

4. Taiwan‘s culture is similar to Vietnam‘s one. 

5. It‘s easy for me to adapt with Taiwan‘s culture. 

6. I feel comfortable to explore Taiwan‘s culture. 

Part C: Language 

7. I don‘t face difficulty to study in Taiwan regarding language. 

8. I don‘t face difficulty to live in Taiwan regarding language. 

9. I improve my Chinese here. 

 

Students‘ 

Choice 

Satisfaction 

H1,a, b,c,d,e 
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Part D: Cost issues 

10. The scholarship I received from schools is enough for my expense to study in 

Taiwan. 

11. The scholarship I received from Vietnam/Taiwan government is enough for 

my expense to study in Taiwan. 

12. Living cost in Taiwan is reasonable for me. 

Part E: Programs 

13. The programs which are suitable for me are abundant in Taiwan‘s 

universities. 

14. The courses taught in English are enough for me to graduate. 

15. The professors are good enough to provide courses in English.  

Seven-point rating scales are developed to evaluate each item because it appears 

to be more suited to electronic distribution of usability inventories (Finstad, K., 2010). 

Respondents are asked to indicate their level of agreement with each statement, which 

ranges from 1 = extremely disagree to 7= extremely agree. 

3.3. Sampling Plan 

The study will explore the Vietnamese students‘ factors influence their choices to 

study in Taiwan‘s universities where there are Vietnamese students pursuing their 

studying. A sampling plan was developed to ensure that certain types of respondents were 

included in this study.  Our unit analysis for this study will be Vietnamese students 

(under/graduate students). Respondents are chosen by using random sampling. 

The data was collected via survey questionnaire from 300 Vietnamese students in 

Taiwan from Vietnamese students at Vietnamese students Association in Taiwan. 

3.4. Data Analysis Procedure 

In order to achieve the purposes of this research, SPSS 20.0 software are supplied 

to help this study analyze the collected data. 

4. Descriptive Analysis and Reliability Tests 

4.1. Characteristics of Respondents 

Table 1 shows the basic attributes of the respondents, including five major items 

in this study: (1) gender, (2) marital status, (3) age, (4) education level, and (5) 

working experience. 
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Table 1 shows the basic attributes of 300 respondents, including five major items 

in this study: (1) gender, (2) marital status, (3) age, (4) education level, and (5) 

working experience. It is shown that fifty five percent of Vietnamese respondents are 

female. More than eighty percent of Vietnamese are single, no one is divorced. Most 

of Vietnamese respondents are between twenty and twenty-nine years old. Nearly 

seventy percent of Vietnamese are studying master programs, some are in PhD 

program and few are in bachelor ones. Finally, half of the respondents working 

experience from 1 working experience from 1 year to 3 years before continuing their 

study in Taiwan, in which most of them are PhD and master students. Others just 

enhance their study right after their high school or bachelor. 

Table 1. Characteristic of Respondents 

Attributes Categories 
Frequency 

(n=100) 
Percentage (%) 

Gender Male 135 45 

Female 165 55 

Marital Status Single 245 81 

Married 55 19 

Divorced/Separated 0 0 

Age Less than 20 years old 18 6 

20-29 years old 258 86 

30-39 years old 24 8 

40-49 years old 0 0 

Education level Bachelor 36 12 

Master 204 68 

PhD 60 20 

Working 

experience 

Less than 1 year 132 44 

1-3 years 135 51 

Over 3 years 15 5 

4.2. Measurement Result for Relevant Research Variables 

Table 2 provides descriptive statistics by questionnaire items for the respondents. 

These include 15 items of destination attractiveness. Based on Table 2, the respondents tend 

to perceive high levels of agreement on measurement items of destination attractiveness 

with mean scores over 4.0 in a 7-point Likert scale for all 15 variables, except DA8 about 

language difficulty in daily living (Mean = 3.8554) and DA10 about scholarship from 

schools for their expense (Mean = 3.3434). These results tell us that the respondents have 

positive perception on Taiwan image when they decided to study in Taiwan. 

For the rest of the constructs, namely choice satisfaction, all respondents tend to 

perceive high level of agreement with these items. All items have a mean score greater 
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than 4.0, in which most of them are even higher than 5.0. It means the respondents 

seem to perceive a high choice satisfaction to study in Taiwan. 

Table 2. Descriptive statistics 

Destination attractive Descriptions Items Mean Std. Dev 

Part A: Reputation    

I have a good feeling about Taiwan. DA1 4.2048 1.55122 

I admire and respect the Taiwan education. DA2 4.8795 1.66532 

 I trusted in Taiwan‘s universities education. DA3 5.1988 1.69212 

Part B: Culture    

Taiwan‘s culture is similar to Vietnam‘s one. DA4 5.2952 1.51064 

It‘s easy for me to adapt with Taiwan‘s culture. DA5 5.7229 1.60161 

I feel comfortable to explore Taiwan‘s culture. DA6 5.5542 1.47917 

Part C: Language    

I don‘t face difficulty to study in Taiwan regarding language. DA7 5.2108 1.50880 

I don‘t face difficulty to live in Taiwan regarding language. DA8 3.8554 1.53846 

I improve my Chinese here. DA9 5.0904 1.56795 

Part D: Cost issues    

The scholarship I received from schools is enough for my 

expense to study in Taiwan. 
DA10 3.3434 1.92185 

The scholarship I received from Vietnam/Taiwan government 

is enough for my expense to study in Taiwan. 
DA11 5.0361 1.18010 

Living cost in Taiwan is reasonable for me. DA12 4.7831 1.61469 

Part E: Program    

The programs which are suitable for me are abundant in 

Taiwan‘s universities. 
DA13 4.6687 1.55462 

The courses taught in English are enough for me to graduate. DA14 4.6988 1.51945 

The professors are good enough to provide courses in English.  DA15 5.4337 1.18263 

4.3.  Factor analysis and Reliability Test 

Factor analysis, correlation analysis and alpha were conducted to observe 

dimensionality and reliability of the study‘s constructs. Factor analysis is used mainly 

to verify the dimensionality of the construct, to select questionnaire items with high 

factor loadings and to compare these selected items with theoretically suggested items. 

Item-to-total correlation coefficient alpha is used to identify internal consistency and 

reliability of the research construct. 

In order to identify significant items, we followed the four main principles by 

Hair, Anderson, Tatham & Black (1998): (2) factor loading ≥ 0.6, (2) eigentvalue ≥ 1, 

(3) item-to-total ≥0.5, and (4) cronbach‘s alpha (α) ≥ 0.6. 

4.3.1. Destination attractiveness 

As stated in the previous chapter, 15 items were chosen to measure the levels of 

destination attractiveness.  By using principal factor analysis method with none-varimax 

rotation, a set of underlying dimensions of the construct was identified. The destination 
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attractiveness construct has a total of five factors. Table 3 presents the results of factor 

loadings for the measurement of destination attractiveness for Vietnamese respondents. For 

factor 1 (reputation), 3 (language) and 5 (program), all 9 items have high loading scores 

(higher than 0.6). As for factor 2 and 4, each have 2 items that have significantly high loading 

scores (higher than 0.6) within each dimension. Two items from the two factors, namely 

DA6, and DA11, were deleted from the analysis due to the low loading score (lower than 

0.6). The results also confirmed the reliability of the item questions as it adhered to the criteria 

of eigenvalue being greater than 1, item-to-total correlation greater than 0.5; and finally, all 

cronbach‘s alpha of factors are ranged from 0.624 to 0.804. Moreover, the explained variance 

of each factor is so high. 

Table 3. Results of Reliability Tests on Destination Attractiveness 

Var Name Factor 

Loading 

Eigen 

Value 

Exp. 

Variance 

(%) 

Item-To-

Total 

Correlation 

Cronbach  

    Alpha 

Reputation 

DA1 I have a good feeling about Taiwan .861 

1.557 65.893 

.559 

.624 
DA2 

I admire and respect the Taiwan 

education 
.646 .717 

DA3 
 I trusted in Taiwan‘s universities 

education. 
.631 .560 

Culture 

DA4 
Taiwan‘s culture is similar to 

Vietnam‘s one. 
.915 

1.722 83.764 

.675 

.805 

DA5 
It‘s easy for me to adapt with Taiwan‘s 

culture. 
.915 .675 

Language 

DA7 
I don‘t face difficulty to study in 

Taiwan regarding language. 
.811 

1.315 70.183 

.613 

.694 
DA8 

I don‘t face difficulty to live in Taiwan 

regarding language. 
.801 .608 

DA9 I improve my Chinese here. .703 .601 

Cost issues 

DA10 

The scholarship I received from schools 

is enough for my expense to study in 

Taiwan. 

.845 
1.427 71.358 

.627 
.779 

DA12 Living cost in Taiwan is reasonable for me .845 .627 

Program 

DA13 
The programs which are suitable for me 

are abundant in Taiwan‘s universities. 

. 819 

 

1.851 61.702 

.443 

.678 DA14 
The courses taught in English are 

enough for me to graduate 

.803 

 
. 535 

DA15 
The professors are good enough to 

provide courses in English.  
. 732 .521 
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4.3.2. Choice Satisfaction  

The results of the construct of choice satisfaction shown in Table 4 indicate that 

five of seven variables have significantly high factor loading (greater than 0.7). Two 

items, namely SA1 and SA3 were eliminated because they do not load significantly on 

the factor. The Table shows eigenvalues being greater than 0.3 and item-to-total 

correlations also being more than 0.6. Besides, the alphas nearly reach 0.9 which prove 

high reliability. 

Table 4. Results of Reliability Tests on Choice Satisfaction 

Var Name Factor 

Loading 

Eigen 

Value 

Exp. 

Variance 

(%) 

Item-To-

Total 

Correlation 

Cronbac

h Alpha 

SA2 I feel satisfied with the studying 

itself that I am currently doing. 
.857 

3.397 67.936 

.763 

.880 

SA4 I am satisfied with the supervision 

that I currently receive. 
.841 .741 

SA5 I am satisfied with my classmates .826 .720 

SA6 I fell satisfied with the support from 

supervisors/school offices. 
.851 .753 

SA7 I will recommend my friends to 

study in Taiwan 
.741 .605 

5. Research Analysis And Results 

This chapter addresses the results of the data analysis associated with research 

hypotheses. Multiple Regression, Independent-Sample t-test and Analysis of 

Covariance (ANOVA) are applied as the tools to conduct the analysis of this research. 

5.1. Interrelationship among constructs 

The regression analysis is a powerful analytical tool designed to explore all types 

of dependence relationships. Now we are deciding to identify how the independent 

factors influence on dependent factors by using this technique. 

5.1.1. Interrelationships of Destination Attractiveness and Choice Satisfaction 

Table 5 displays the regression results using choice satisfaction as the dependent 

variable and the factors of destination attractiveness which are reputation, culture, 

language, cost issues, and program as independent variables for the data. Five models 

are shown for this particular relationship. 

Model 1: Choice Satisfaction = 0.492 (program) + 2.182 

Model 2: Choice Satisfaction = 0.556 (program) + 0.196 (reputation) + 2.510 
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Model 3: Choice Satisfaction = 0.465 (program) + 0.241 (cost issue) + 0.286 

(reputation) + 2.227 

Model 4: Choice Satisfaction = 0.396 (program) + 0.237 (cost issue) + 0.102 

(culture) + 0.286 (reputation) + 2.089 

Overall Model: Choice Satisfaction = 0.395 (program) +0.228 (cost issue) + 

0.023 (language) + 0.094 (culture) + 0.292 (reputation) + 5.843 

The table indicates that program is the most important variable, followed by 

reputation, cost issue, culture, and language. At the same time, taking together all the 

variables into one regression model accounts for 32% of the respondents‘ choice 

satisfaction. Moreover, the value of R
2 

improves as more variables are incorporated 

into the model. Furthermore, there is a significant linear relationship between 

destination attractive and choice satisfaction. Therefore, hypothesis 1 is supported. 

Variance inflation factor values (VIF) were included in this study to check 

whether multicollinearity exists in the regression analysis. (Hair et al , 1998) suggested 

that a common cutoff threshold is a VIF value of 10. Values higher than 10 mean high 

collinearity exists or the degree to which each independent variable is explained by the 

other independent variable is high. Since the VIF of all the models are less than 10, it 

means no multicollinearity exists among the job characteristics variables. 

Table 5. Regression Analysis for Destination Attraction and Choice Satisfaction 

Independent 

Variable 

The Dependent Variable – Choice Satisfaction 

Model 1 Model 2 Model 3 Model 4 Overall 

Beta Beta VIF Beta VIF Beta VIF Beta VIF 

D
es

ti
n

a
ti

o
n

 

A
tt

ra
ct

iv
en

es
s 

Reputation  0.196** 1.184 0.286*** 1.485 0.286*** 1.485   0.292*** 1.523 

Culture      0.102* 1.951 0.094* 2.067 

Language        0.023* 1.591 

Cost issue    0.241** 1.932 0.237** 1.942 0.228* 2.035 

Program 0.492*** 0.556*** 1.184 0.465*** 1.549 0.396*** 2.352 0.395*** 2.351 

R 2  0.244 0.275 0.330 0.311 0.312 

Adjusted R 2  0.240 0.266 0.317 0.294 0.290 

F-value 51.969 31.112 26.542 18.168 14.460 

P-value 0.000 0.000 0.000 0.000 0.000 

D-W 1.312 1.313 1.201 1.213 1.210 

Note: *** represents that the coefficients are significant at 0.01 or above, ** represents 

that the coefficients are significant at 0.05 or above, * represents that the coefficients are 

significant are 0.1 or above.  
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6. Conclusion and Suggestion 

In this chapter, the results of this study are concluded. Managerial implications, 

limitation of research and suggestions are drawn. 

6.1. Research Conclusions 

The major objectives of this study are to understand why Vietnamese students 

made the decision to participate in study abroad programs in Taiwan, then to identify 

the interrelationships between their satisfaction and the destination attractiveness, 

social supports, and communication channels. Based on the results of this study, 

several conclusions can be drawn. First of all are the results of hypotheses to be tested, 

which are all supported and shown in Table 6. 

Table 6. Results of Testing Hypotheses 

 

Hypotheses Results 

  

H1a 

Reputation of Taiwan‘s education institution will 

significantly impact Vietnamese student‘s choice 

satisfaction to study in Taiwan. 

Supported 

H1b 

Taiwan‘s culture will significantly impact 

Vietnamese student‘s choice satisfaction to study in 

Taiwan. 

Supported 

H1c 

Taiwan‘s language will significantly impact 

Vietnamese student‘s choice satisfaction to study in 

Taiwan. 

Supported 

H1d 
Cost issues will significantly impact Vietnamese 

student‘s choice satisfaction to study in Taiwan. 
Supported 

H1e 

Hypothesis 1e: Education Programs in Taiwan‘s 

universities will significantly impact Vietnamese 

student‘s choice satisfaction to study in Taiwan. 

Supported 

H1a,b,c 

Social supports from family, professor, and friends 

will significantly impact Vietnamese student‘s 

choice satisfaction to study in Taiwan. 

Supported 

The conclusion is that the factors of destination attractiveness were significantly 

related to choice of study decision in Taiwan by Vietnamese students. It is indicated 

that even though some factors have different relationships with choice satisfaction, all 

of them including reputation, culture, language, cost issue, and programs tend to 

significantly impact on choice satisfaction, in which programs provided by universities 

and reputation of students on Taiwan are two most important influence. The cost issue 

was also considered by Vietnamese students and scholarship was much talked about. 

As more destination attractiveness dimensions were put together, the predicting power 
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of the choice satisfaction increased. Therefore, an effective program design is an 

important method by which Taiwan universities can assist in achieving a satisfying 

learning experience.  

In summary, the current study has important implications for Taiwan‘s 

universities seeking Vietnamese students. It additionally suggests that when planning 

recruiting Vietnamese students, they should provide suitable programs, enhance their 

reputation.  

The university managers should also be trained to understand the importance of 

their roles in Vietnamese students as particularly or foreign students in general.  

6.2. Limitation and Research Suggestions 

There are some limitations to this study. First of all, the sample consists 

exclusively of Vietnamese students in some areas in Taiwan. The generalization of the 

research results to other Vietnamese student groups in other areas should be made 

cautiously. Still, the current study provides a meaningful beginning to the managerial 

exploration of a Vietnamese population in Taiwanese education. More studies are 

needed to focus on Vietnamese students from other factors and backgrounds.  

Secondly, the choice satisfaction construct we measured in the current study is 

overall choice satisfaction and self-rated performance. Therefore, findings in the 

current study should not be generalized to other aspects of choice satisfaction. 

Satisfaction is a broad and multi-faceted construct. Foreign students‘ satisfaction 

toward specific facets might have different predictors, which need to be explored in 

more detail in future studies.  

Thirdly, although the result of this study is fruitful and these results may 

contribute to the existing literature for further validation, most of factors in this study 

focus only on oversea-related. In fact, for foreign students, not only their study-related 

issues but also their daily lives in local country affect their choice satisfaction. That 

may be their economics background, culture adaption, living condition etc. Those 

items should be included in detail in the future study about foreign students. 
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Abstract: 

Entrepreneurship education is a new concept of education created and applied 

since the late 1980s in Western countries. The focus is on developing students' skills 

and knowledge of entrepreneurship. Many researches prove that entrepreneurship 

education program has a positive impact on entrepreneurship active. Therefore, 

entrepreneurship education was focused on to develop by many countries to enhance 

the potential of economic growth. In the context of changing startup environment, 

educators must constantly adjust processes and programs to ensure the best results for 

future entrepreneurs. 

Vietnam is a developing country; entrepreneurship education is only in the 

beginning stage. And the Russian Federation is a country that shares many cultural, 

economic and political similarities with Vietnam but has developed strongly in 

entrepreneurship innovation. This article reflects the theoretical sides of 

entrepreneurship education and research practical activities entrepreneurship 

education in universities in Vietnam, Russia. From that, Vietnam can learn experience, 

what is appropriate from Russia to grow entrepreneurship education in Vietnam: 

curriculum, teaching content, knowledge, skills, abilities... 

Keywords: education; entrepreneurship; students, universities. 

 

1. Introduction 

Entrepreneurship plays an important role in economic development at both the 

micro and macro levels. On the macro level, Schumpeter (1934) argues that 

entrepreneurship contributes to rejuvenating the economy, stimulating innovation in 

industries, introducing effective production means and also an engine of economic 
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development. From a micro perspective, entrepreneurship provides a platform for 

marginalized groups to share their efforts in line with economic development (Acs, 

Desai, & Hessels, 2008). Meyer and Allen (1991) argue that entrepreneurship is the 

most important mechanism for wealth production, job creation, innovation and social, 

economic development. Accordingly, because of its economic benefits, the 

government increased its policies to encourage entrepreneurship (O'Connor, 2013). 

University graduates are considered potential entrepreneurs, who tend to start 

their own businesses after completing their studies (Zainuddin, 2012). They are more 

likely to do business because they often have higher socioeconomic status and possess 

unique skills and thinking. 

Recognizing the importance of entrepreneurship and changes in structure and 

behavior, many efforts have been made to develop entrepreneurship, especially among 

young people and university students. Educational institutions, especially universities, 

invited to contribute through certain educational programs, they are entrepreneurship 

education (Johansen et al., 2012). Entrepreneurship education is a new concept of 

education created and applied during the late 1980s in Western countries. And now, 

many universities recognize the importance of this phenomenon and have accepted it 

into the curriculum. Universities offer entrepreneurship such as compulsory subjects, 

electives, certificates, diplomas and master‘s degrees. The content of these programs is 

to encourage entrepreneurship culture and motivate them to start their own businesses 

(Kantis et al., 2002). Much previous research, in many different contexts and 

countries, have shown that entrepreneurship lectures are valuable to students (Solesvik 

et al., 2013; Walter & Dohse, 2012). Participation in entrepreneurship education 

programs is positively correlated with the overall business performance and economic 

performance of established companies (Martin et al., 2013; Weaver et al., 2008).  

According to the Global Entrepreneur Research Association, the components of 

the startup ecosystem include 12 indicators, including 2 related to entrepreneurship 

education. This shows that entrepreneurship education is very important, affecting 

entrepreneurship activities. 

 Since the 1990s, the Russian Federation economy has changed dramatically, 

and the government has taken active steps to provide a sustainable foundation for 

technological progress and sustainable development. For more than 25 years, the 

government has proposed several initiatives to develop the concept of an 

entrepreneurial university, create an innovative infrastructure, and develop 

entrepreneurship education. 
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  As in the Soviet Union, from the 1990s until the 2000s, in Vietnam, 

research organization was fragmented with little opportunity for cooperation in terms of 

responsibilities. Universities were mainly educational institutions with a low level of 

academic research. The main research institutes were the Academy of Sciences, engaged 

in basic research, and its branch institutes conducted applied research. State-owned 

enterprises developed autonomously and were isolated from universities and research 

institutes. Universities, research institutes, and industry had little incentive to innovate 

and collaborate, given Vietnam's economy. As a result, the innovative behavior and 

entrepreneurial activities of universities, research institutes, and industries were passive. 

Innovation infrastructure did not exist, and there were no personal incentives for 

innovation. At present, Vietnam, as a developing economy, has started firmly 

recognized the importance of entrepreneurship education and has actually made it a 

national priority. Since 2016, the Vietnamese government has launched a nationwide 

strategic initiative to stimulate entrepreneurship and innovation to stimulate further 

economic growth. At the heart of this initiative, Vietnamese educational institutions, in 

particular universities for teaching entrepreneurship. It is aimed at promoting the 

entrepreneurial competence of young people and, more importantly, their attitude 

toward choosing an entrepreneurial career and the intention to do so. 

 Vietnam and the Russian Federation are two countries with many similarities in 

politics, economy, and culture. The similarity, as shown in the study of Lokshin 

(2013), is that a deep systemic reform is being carried out in two countries, which 

means a transition from a directive, planned management system in the economy to 

market self-regulation mechanisms and from a traditional, centralized government to a 

more or less modern model of the rule of law with more or less democratization of the 

political system. At the same time, identical goals are set: modernizing the economy, 

replacing extensive forms of production with intensive ones, moving away from 

reliance on surplus and cheap labor and moving to skilled labor, developing scientific 

and technological progress and innovation, preserving the natural environment and 

improving living standards people and the strengthening of political stability. 

 Over many years, higher educational institutions of the Soviet Union, and then 

Russia, have trained more than 50 thousand students and graduate students for 

Vietnam, including hundreds of specialists in the field of culture and art, education, 

science, technology. Many of them became high-ranking leaders of the Party, the 

State, and famous in science and cultural activities. So Russian culture has a lot of 

influence on Vietnam (Pham, 2013). 



  

 

 

1697 

 Vietnam's entrepreneurship education is just beginning, with many difficulties and 

disadvantages. But entrepreneurship education in the Russian Federation is growing 

rapidly. Currently, Russia's ranking in entrepreneurial education at the post-school stage is 

31/54 and Vietnam's ranking is 40/54. Therefore, we study the aspects of entrepreneurship 

education theory. Practical research in Vietnam and the Russian Federation so that 

Russian experience can be selected for practical application in Vietnam.  

2. Literature review: entrepreneurship and entrepreneurship education 

Entrepreneurship has been defined by various schools of thoughts thus there is no 

specific definition for entrepreneurship in the literature.  

According to the Commission of the European Communities (2006), 

entrepreneurship is the individual‘s ability can turn ideas into action. It includes 

creativity, innovation, and risk-taking, as well as the ability to plan and manage 

projects in order to achieve objectives. This supports people in their life. It makes 

employees more aware of the context of their work, to seize opportunities, and 

provides a foundation for entrepreneurs establishing a social or commercial activity. 

According to the Global Entrepreneurship Monitor (2008), there is high 

agreement of the importance of entrepreneurship to economic development. 

Entrepreneurs promote the creative process: they strengthen changes in the structure of 

the economy and companies in the old industry must reform to create an indirect 

contribution to productivity. Goetz et al. (2012) argue that graduates becoming an 

entrepreneur have a significant economic impact not only on a country's gross 

domestic product but also reducing poverty and increasing average income.  

According to Verheul et al. (2001), government policy can have an impact on 

entrepreneurship in many ways: direct through specific methods and indirect through 

general methods. Governments can influence start-up rates not only through legislation 

but also through the education system. Education is considered very important for start-up 

simulation process. (Reynolds, Hay, and Camp, 1999). Because, first, education trains 

individuals with confidence and independent thinking. Second, education creates 

individuals who are aware of career choices. Third, education provides knowledge that 

can help individuals develop new entrepreneurial opportunities.  

According to Zulawski et al. (2008), there are several areas that affect 

entrepreneurship: 

Firstly, socio-cultural background and entrepreneurship activities: Some cultures 

have positive attitudes that influence entrepreneurship behavior, but this argument is 
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not solid (Tan, 2002). On the other hand, a researcher (Mitchell et al., 2002) found that 

education may be a factor affecting the level of entrepreneurship development. People 

with higher levels of education in developed countries tend to create their own jobs 

(Nabi & Holden, 2008).  

Second, the personal qualities of the entrepreneur: There are many qualities of an 

entrepreneur such as accepting risks, creative tendencies and autonomy. 

Thirdly, the types of knowledge that startups need to understand and apply in 

practice, including integrated business knowledge; industry and customer knowledge, 

business model, networking, opportunity recognition.  

Fourth, learning from experiences. Entrepreneurs can learn a lot from the success 

or failure of their startup project. Learning takes place when experiences are 

transformed into knowledge. Besides entrepreneurs can also learn from other 

entrepreneurs. This type of learning is often called peer learning. 

Fifth, self-efficacy. It shows the connection between psychology and action. The 

starting point for the formation of self-efficacy ask people to have the following 

capabilities: symbolize; learning from others; anticipate things to happen and develop 

strategies to handle them; control yourself and ponder from experiences. A person will 

have self-efficacy when they believe that they are capable of doing things to 

accomplish set goals. 

Entrepreneur's knowledge, thinking, and skills can be derived from educational 

activities besides personal attributes. The design of appropriate curriculum also 

accelerates the process of commercializing start-up ideas (Ilozor & et al., 2006) and 

has a positive impact on business performance (Gomezelj & et al., 2008). 

 According to Fayolle et al. (2006, 702) define entrepreneurship education 

programs as any pedagogical program or educational process for entrepreneurial 

attitudes and skills. It includes creativity, innovation, and risk-taking, as well as the 

ability to plan and manage projects to achieve goals. 

 In the opinion of Consortium for Entrepreneurship Education (2008), 

entrepreneurship education is not only teaching how to run a business. But also, 

through it to encouraging creative thinking and promoting a strong sense of self-worth 

and empowerment. Students can learn how to create a business and learn a lot more. 

The core knowledge created via entrepreneurship education includes: 

  – The ability to recognize opportunities in one‘s life; 
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 – The ability to pursue opportunities, by generating new ideas and found the 

needed recourses;  

 – The ability to create and operate a new firm; 

 – The ability to think in a creative and critical manner. 

 So, besides knowledge and skills in business, entrepreneurship education is 

mainly about the development of certain beliefs, values, and attitudes, with the aim to 

get students to really consider entrepreneurship is a career choice. 

 Lackéus (2015) argues that the main goal of entrepreneurship education is the 

development of entrepreneurial skills. Entrepreneurship education also helps to bridge 

the gap between entrepreneurial attitudes and actions (Rauch & Hulsink, 2015), 

through having a positive impact on entrepreneurial intention. 

 Entrepreneurship education is a learning process (Kariv et al., 2018) students must 

experience business to truly grasp the true nature of entrepreneurship (Plumly et al., 

2008). Therefore, the knowledge accumulated at the university should be combined with 

the experience gained through extracurricular activities (Toutain et al., 2017). 

Therefore, it is necessary to promote entrepreneurship education as an important 

factor in higher education in all majors. However, it is necessary to identify the 

knowledge, skills, and methods of teaching appropriate to the reality of each country, 

university, economy. 

3. Entrepreneurship education in the Russian Federation and Vietnam 

3.1. Entrepreneurship education in the Russian Federation 

The Federation Russian government has called on universities to become active 

drivers of innovation. Universities received research prerogatives, and the value of 

knowledge gained at universities was recognized. In addition, universities have taken 

on the task of economic and technological development, distribute entrepreneurship, 

and knowledge commercialization. 

Over the past 20 years, a certain system of entrepreneurship training has been 

developed in Russia, including educational modules of various formats, implemented 

by various, including educational, organizations: short-term basic courses, elite 

business education is provided by leading business schools in Russia. 

State policy plays a decisive role in the development of the national innovation 

system, creates strengths and tries to reduce risks. The Russian government has 
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introduced a supportive regulatory environment to support innovative development 

and entrepreneurship education. 

In the late 1990s, the main task was to stop the dissolution of national research 

institutes and universities due to insufficient funding. The government has taken 

several measures to strengthen and restructure universities and research institutes. 

Universities received research prerogatives, and the value of knowledge gained at 

universities was recognized. 

  In 2009-2010, the government passed Federal Law 217, and Federal 

Government Decisions 218-220 provide opportunities for effective bilateral 

cooperation between three institutional areas: government, industry, and the university. 

Universities need to compete for government funding. 

In 2008, the National Association for Entrepreneurship Education (RAOP) was 

created to bring together leading market participants and develop criteria and standards 

for best practices. 

In 2009, NANO is federal venture capital fund created for the development of 

nanotechnology. And in 2011-2012, the government provided federal grants to create 

entrepreneurial universities and regional innovation clusters.  

As a rule, in large universities, entrepreneurial education is implemented in 

the form of short-term programs, professional programs. At present, Russia is 

creating a full-fledged infrastructure and level of entrepreneurship training. Each 

university develops its business education in accordance with the characteristics 

and culture of the university or college. Universities use their business centers or 

incubators to organize internships, increase jobs and attract new teachers and 

clients to the campus. Taking a leading role in teaching, research, and economic 

development, universities are asking state, city, and city governments to actively 

participate and provide financial support to their business centers and incubators, as 

well as related services. 

In Russia, many Russian instructors have entrepreneurial experience and may 

even be entrepreneurs themselves. They are from the industry and are hired by 

universities as professors of practice and associate professors to teach courses and 

share their own experience in the industry when considering case studies. In the 

process of discussion with professors, Russian students study knowledge in the field of 

entrepreneurship and, more importantly, develop innovative and critical thinking. 
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The university organized many types of practical activities for teaching 

entrepreneurship, including practical exercises on choosing opportunities, writing 

business plans and raising capital. There is also a wide range of approaches to practical 

actions, such as market research, on-site enterprise research, experience-based 

training, entrepreneurial business plan competition, basic competition, 

entrepreneurship forum (with the support of student clubs and associations) and so on. 

In addition, practical activities are supported by corporate donations and university 

foundations for research and directional research for students starting competitions, 

scientific conferences, publications and hackathon opportunities that are closely 

related to entrepreneurship. 

In general, entrepreneurship training in Russia has achieved some success. 

Programs and methods of teaching entrepreneurship should be developed and more 

actively promoted in order to have big breakthroughs. 

3.2. Entrepreneurship education in Vietnam 

Entrepreneurship and innovation have been key to implementing growth strategies. 

The Vietnamese government has tried to provide a better environment for 

entrepreneurship and innovation by lowering barriers, strengthening public services and 

encouraging students, scientists and engineers to open new businesses. Many Vietnamese 

enterprises have been created. However, more than 50 percent of these businesses have 

already disappeared or gone bankrupt due to poor business planning and execution. 

Without good leadership on entrepreneurial projects and entrepreneurship education to 

support and educate entrepreneurs, there will be a huge waste of entrepreneurial resources. 

Therefore, Vietnamese investment in the entrepreneurship is critical to the success of the 

Mass Entrepreneurship and Innovation campaign. 

The Prime Minister issued Decree No. 1665/QD-TTg (2017) on the approval of 

the project ―Support for students at the beginning of their business until 2025‖. The 

overall objective of the project is to: Promote the entrepreneurship of pupils and 

students and equip students with the knowledge and skills to start a business while 

studying at school. Create an enabling environment to support students and students in 

the formation and implementation of ideas and start-up projects, contributing to the 

creation of jobs for students and students after graduation. 

Decree of the Ministry of Education and Training No. 1230 / QD-BGDDT 

(March 2018) requires higher education institutions to plan to provide 

entrepreneurship education in the training chapter. 
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In Vietnam, entrepreneurial education goals or training programs are not 

formally included in the mission of most colleges and universities. However, these 

goals and programs are considered necessary to increase employment and support new 

government initiatives. 

Often, the module of entrepreneurship education in universities is implemented in 

the form of a short course, in which students are taught the right way to choose the legal 

form for the future business, write business plans and keep track of income and expenses. 

Most of the newly formed entrepreneurship education at Vietnamese universities 

are independent programs that are not closely related to the various programs of their 

universities. They are new, relatively weak and untested. The curriculum of the course 

is not closely related to practical activities and system design. 

The course content is primarily about the principles and formulation of the 

methodology. There are very little research and experimental teaching content. Most 

classes are held in the form of lectures, assignments, and case studies. Teaching 

methods are traditional and do not lead to positive learning outcomes. 

In Vietnam, most of the instructors who teach entrepreneurship courses do not 

have sufficient academic background in entrepreneurship or real entrepreneurial 

experience. Due to the state employment system and low salaries, it is difficult for 

universities in Vietnam to hire professors from enterprises and industries for regular 

teaching. Part-time teachers and practitioners take up only a small part of 

entrepreneurship training courses. 

The functions of Vietnamese education and entrepreneurship programs are not 

specifically defined in connection with incubators, centers of entrepreneurship, centers 

of social entrepreneurship ... Universities still do not develop ecosystems and strong 

relationships both within the university and with industry and the government, as well 

as between them. 

Entrepreneurship education is considered mandatory but utilitarian by 

Vietnamese universities and the government. It is often evaluated in terms of how 

many entrepreneurial projects and contests are carried out by students, how much 

government funding the university acquires for entrepreneurship development 

programs, and how many jobs are created as part of student entrepreneurship 

projects. However, entrepreneurship education in Vietnam has only just begun for 

about some years, so there are many shortcomings that cannot immediately see 

effectiveness. 
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4. Developing entrepreneurship education in university in Vietnam 

With similarities in entrepreneurship culture, politics and economy, Vietnam can 

refer to some experiences from entrepreneurship education of universities in the 

Russian Federation for developing entrepreneurship education in Vietnam. 

The first is changing mindsets, university leaders need to be aware of the importance 

of creating an innovative entrepreneurial ecosystem on the university campus. Build a 

network of lecturers on innovation and entrepreneurship in universities. The step by step 

bringing the curriculum of innovation and entrepreneurship into universities will help 

shape and nurture the culture of innovation and entrepreneurship culture among 

generations of students and alumni of the university and spread in the community and 

society. In addition, the need for innovative entrepreneurship factors should be included in 

the quality accreditation standards. There is competition between universities, innovative 

start-up funds for students. 

The second is about cognitive results. In Vietnam, results are often evaluated in 

terms of how many entrepreneurial projects and how many jobs are created as part of 

student entrepreneurship projects. 

But it would be wrong to conclude that, by investing in state funds in support of 

entrepreneurship courses and programs, one can expect quick returns in the form of an 

increase in the share of the population involved in creating their own businesses. 

Therefore, it cannot expect visible and quick results from entrepreneurship educational 

programs. Because not all students become entrepreneurs. Vietnamese universities 

need to realize that entrepreneurship education is first and foremost equipped with 

entrepreneurship competencies and the necessary skills in life and work. 

Thirdly, the most important is the curriculum. What do students learn? learn 

from? The module of entrepreneurial education should be adequate both to the needs 

of students and the level of development of entrepreneurship education at universities.  

Now, It is the low level of skills in the field of innovative entrepreneurship that is 

one of the main obstacles to the development of high-tech entrepreneurship in 

Vietnam. For any entrepreneurial activity, in addition to knowing the technology of a 

specific industry or type of activity, the same competencies are needed to discover new 

chances and the ability to realize them, attracting the missing resources. And if 

students gain knowledge of technology within the framework of their main educational 

programs, then entrepreneurship skills can be mastered in joint training and project 

activities aimed at developing innovative entrepreneurship skills. 
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In the best way, like in Federation Russia, these requirements are met by a multi-

stage elective about on entrepreneurship (major) in the curriculum. The purpose of this 

is not only to promote the realization of entrepreneurial potentials but also to increase 

the ability to creative activity, receptivity to the new. Development of competencies 

for innovative behavior in any field of application of university graduates. 

The most important tasks of the elective are to help increase the human and 

social capital of potential entrepreneurs, as well as the formation of business projects 

and entrepreneurial teams. 

Refer to the entrepreneurship education process at the Higher School of 

Economics (HSE University) and Tomsk Polytechnic University are one of the top 

universities in Russia. Entrepreneurship education curriculum in universities in 

Vietnam can be developed as follows. 

An entrepreneurship curriculum may include three types of courses, implemented 

sequentially over three years of undergraduate studies (from the 2nd to the 4th years): 

- In 1st level, it is necessary to give students general knowledge about 

entrepreneurship as a specific form of economic activity and social activity, about the 

factors, conditions and prerequisites for the implementation of the innovative function 

of entrepreneurship, about types and types of entrepreneurship, external conditions and 

limitations of entrepreneurship development, as well as about features of the most 

massive form of business in Vietnam. Subjects could be: "Theory of 

Entrepreneurship", "Economics of the Firm", "Small Entrepreneurship". The course 

can be taught in the usual form: lectures and practical exercises (case study, work with 

data from special studies on entrepreneurship, discussions). Classes can be conducted 

by the scientific and lecturer of the university, employees of its specialized research 

units, and attracted experts. The objective of this level is to strengthen students' 

motivation for innovation. For the 1st level, this can be a test at the end of each course 

with write harvest post in the format of a colloquium or conference. 

- In 2nd level, students should receive knowledge and skills to prepare for an 

entrepreneurial start: legal information, information about the main sources of external 

financing and state support programs, skills of a project approach in drawing up a 

business plan. The formation of several competencies, as well as soft skills (leadership, 

entering social networks, the art of communication, time management) necessary for an 

entrepreneur. It is advisable to integrate seminars and other forms of work of the business 

incubator and other divisions of innovation infrastructure into this module. The forms of 
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control for the 2nd level is a draft business plan. Need successfully defended by a 

commission of professional investors, leading teachers and practicing entrepreneurs, 

projects lead to the formation of a package of proposals for external investors, 3-5 of the 

most successful projects can be supported by a university grant or partner endowment. 

The function of a teacher in the framework of the 2nd level have significantly different. 

He is more likely a moderator than lecturers classical. At this stage, some students, on the 

basis of a formed interest in entrepreneurship and acquired knowledge and skills, 

conscious desire to establish their own business.  

- In the 3rd level, forms should be used here that provide an opportunity for 

maturing the business plan of a future startup: master classes and consultations on 

creating your own project based on the existing infrastructure at the university. Level 

during the seminar based on a business incubator, practical projects should be 

implemented to refine previously protected business plans, develop team-building 

skills, and a forum of founder and other potential investors with a presentation of 

projects should also work. At this level, participation in an elective should help to 

construct a business project and develop a business model based on a university or city 

business incubator with the involvement of specialists in the field of project 

management, innovative management, and existing entrepreneurs and investors. Level 

3 outcome is ideal launch implementation (history of success or case describing errors 

and bottlenecks in case of failure). 

The structure of the basic curriculum of the elective course like that on 

entrepreneurship is not simple to deploy. It is determined by the capabilities of the 

university has the appropriate infrastructure (its most important elements are business 

incubators and technology parks). But it is necessary and suitable for Vietnam. 

5. Conclusions 

Currently, universities in Vietnam only focus on teaching and are very weak in 

the field of research, innovation and entrepreneurship. But developing 

entrepreneurship education is necessary and important. The university is an important 

agent in changing Vietnamese start-up culture. The university itself must operate as an 

innovative organization as well as take part in creating an innovative entrepreneurial 

ecosystem for the nation. Entrepreneurship education and innovation activities in 

universities are not a trendy movement. It is a complicated and long process. The 

results cannot be quickly obtained. But the experience from entrepreneurship 

education in the Russian Federation is relevant and effective to the reality in Vietnam. 
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Abstract: 

Entrepreneurship is one of the topics that have attracted the greatest attention in 

Vietnam in recent years. Universities, considered as an important element of the 

entrepreneurial ecosystem and the basic facility to provide entrepreneurship education and 

business incubation, also play a part in this growing trend. With a view to undertaking the 

mission of incubating business projects and startup companies, many universities in Vietnam 

have invested in and established centers for innovation and entrepreneurship, which function 

as business incubators. Over a period of time, university-based business incubators have 

initially developed their incubation model; however, incubation activities still face many 

difficulties and show certain weaknesses. Meanwhile, university-based business incubators in 

developed countries, especially the United States, have been over half a century and achieved 

considerable success, with initiatives and experiences worth learning. This article will 

provide an overview of the practices of university-based business incubators in Vietnam and 

the United States, analyze and compare two specific models, then offer recommendations on 

developing university-based business incubators in Vietnam. 

Keywords: Business incubation, business incubator, university, United States, Vietnam. 

 

1. Introduction  

Business incubators are considered as a popular tool to nurture the development 

of businesses in the early stage by providing a range of services and different 

supporting resources (Ho, 2010). The first known business incubator in the world is 

the Batavia Industrial Complex which was founded in 1959 by Joseph Mancuso in 

Batavia, New York (Adkins, 2001). Since then, business incubation programs have 

emerged as a successful economic development tool in the United States and around 

the world. Approximately 1,400 business incubators were operating in North America, 

including 1,115 incubators in the United States (US) by October 2006 (National 
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Business Incubation Association - NBIA, 2006). Incubators not only foster the 

establishment of small and medium-sized businesses and increase their likelihood of 

success but also bring enormous benefits to the economy and society such as job 

creation (Nguyen et al., 2018). 

Among different types of business incubators, a university-based business 

incubator is a global phenomenon, with the function of supporting spin-offs‘ 

development through a dedicated facility by providing subsidized space, consultation, 

and other support with the aim of promoting entrepreneurship (Etzkowitz, 2002). This 

business incubator model originated in the United States. It first appeared at the 

Rensselaer Polytechnic Institute nearly four decades ago and was built in a clear 

organizational form. This concept then spread throughout Latin America, Europe, 

Asia, Australia and Africa (Rice and Matthews, 1995). University-based business 

incubators often pursue three main goals: technology transfer, business promotion, and 

research commercialization. The secondary goals include fostering entrepreneurship, 

civic responsibility, improving the image of businesses in the market and providing 

financial support (McAdam and Marlow, 2008). The university has a lot of advantages 

in operating or sponsoring business incubators because it has direct access to 

technology, capital and possesses the secret of faster exploitation and 

commercialization. The university's affiliated networks also help improve the 

knowledge and acceptability of businesses, thereby supporting businesses in meeting 

the challenge of small newly - established companies. 

Researches on the relationship between firm performance and its association with 

academic institutions found that the growth rates of companies cooperating with 

universities are almost two-thirds higher than those of other businesses (Coopers and 

Lybrand, 1995). In the United States, companies in the growth phase often recruit students 

as interns and then employees from the student community, and employ faculty as an 

important resource with professional expertise. Besides, the university's laboratories and 

facilities are also utilized by companies. Although companies are satisfied with their 

relationships with universities, they do encounter certain difficulties including university 

culture, lack of active support in coordinating programs, inappropriate technology, or 

research for businesses, and lack of experience working with developing companies. In 

general, many companies in the growth phase show that their relationship with a 

university is extremely useful for their development (O‘neal, 2005). 

Accordingly, the United States has the longest history of establishment and 

development of business incubators in general and university business incubator in 
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particular. The country also affirms that the university plays an important role in 

startup incubation through research as well as recognizes a lot of successful university 

business incubator models. Experience from business incubators in US universities is 

valuable lessons for Vietnamese universities to learn from and apply to the process of 

developing business incubators and startup incubation activities. 

Currently, Vietnam only has around 20 university business incubators, most of 

which have been established in the last three years since the Prime Minister issued 

Decision No. 1665/QD-TTg approving the project "Supporting students in starting 

their businesses to 2025". Business incubation activities in Vietnamese universities are 

therefore still new and facing many difficulties. Universities need to study and learn 

from business incubator models around the world to select suitable ideas for building 

business incubators and incubation programs to put into practice in Vietnam.  

In this article, the authors systematize the theoretical basis of business incubators 

in general and business incubators in universities in particular, describe the current 

status of university business incubators in Vietnam and in the United States (US) as 

well as study and analyze the activities of two specific university business incubators 

in the two countries. The authors then offer recommendations on business incubator 

development in Vietnam from US universities‘ experience. In addition to the 

Introduction and Conclusion, the article is structured into four parts as follows: 

- Overview of business incubators and university-based business incubators 

- Research methodology 

- Comparison between university-based business incubators in Vietnam and the U.S 

- Recommendation for developing university business incubators in Vietnam. 

2. Overview of business incubator and university-based business incubator 

Business incubator 

There are many different definitions of the business incubators, each of which 

emphasizes different aspects of the business incubator‘s operational process, such as 

physical functions (equipment, office services...) or non-physical functions 

(entrepreneur training, business consultation, financial support, partnership...). 

According to the Center for Strategy and Evaluation Services (2002), ―a business 

incubator is an organization that accelerates and systematizes the process of creating 

successful enterprises by providing them with a comprehensive and integrated range of 

support, including incubator space, business support services, and clustering and 

networking opportunities‖. By providing clients with those services, ―business 

incubators significantly improve the survival and growth prospects of new start-ups.‖  
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National Business Incubation Association (2009) defined: ―Business incubators 

nurture the development of entrepreneurial companies, helping them survive and grow 

during the startup period when they are most vulnerable. Their programs provide client 

companies with business support services and resources tailored to young firms.‖ 

The term of the business incubator is, therefore, a concept encompassing 

technology centers and science park incubators, business and innovation centers that 

manage a network of enterprise support services to help startups exist and evolve.  

Target clients of business incubators 

Business incubators target businesses with growth potential. They may provide 

support to one or a combination of these types of businesses: 

- Startups 

- Early-stage businesses 

- Established businesses with new products/ new directions 

Many business incubators even target entrepreneurs or businesses that have not 

officially started.  

Services provided by business incubators 

InfoDev (2010) classified services that business incubators provide into four 

groups: 

- Infrastructure (e.g., workspace, meeting room, electricity, telephone, internet, 

facilities for research/ testing purposes); 

- Business services (e.g., registration assistance, licenses, accounting, strategy 

consulting, market research, export facilitation); 

- Financing (e.g., brokerage and/ or financial services such as equity, credit, and 

guarantee); 

- People connectivity (e.g., mentoring, coaching and networking with other 

entrepreneurs, market linkage).  

University-based business incubators 

University-based business incubators are business incubators that are managed 

and directly operated by one or more universities. Theoretically, university-based 

business incubators have the same goals and target clients and provide similar services 

to conventional business incubators. However, the university also operates a business 

incubator to establish links with industries to provide lecturers with a platform to 

conduct research, offer job opportunities for students and support students as well as 

young people in general to start their businesses. University-based business incubators 

also take advantage of their strengths by maximizing the use of university facilities, 

research activities, knowledge acquisition, and faculty and student resources.  
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3. Research methodology 

A multi-methodological research design was used in this research:  

- Document research: Collecting information from studies and reports relating to 

the topic through various sources such as books, internet, research articles, scientific 

reports, etc... 

- Observation: Directly participating in university incubation activities to collect 

information and data. 

- Semi-structured interview: Asking questions to gather information from the 

staff of university business incubators and entrepreneurs who participated in 

incubation programs. 

The collected information was aggregated and analyzed by using twelve key 

university-based business incubators - related assessment characteristics proposed by 

Mian (1996). Twelve characteristics include: (1) Origin of facilities, (2) objectives, (3) 

organizational design, (4) governance and policy guidance, (5) tenant performance 

review, (6) institutional support, (7) staffing, (8) funding sources, (9) entrepreneurs 

targeted, (10) strategic operational policies, (11) services and their value-added, (12) 

survival and growth of tenant firms. 

4. Comparison between university-based business incubators in Vietnam and in 

the U.S 

Overall comparison 

The U.S is the pioneer country in the field of startup incubation with the largest 

number of business incubators in the world. Startup incubation in U.S universities is 

thriving. There are more than 200 university-based business incubators in this country 

and many of them have been effectively run. It would be unfair to make a comparison 

of Vietnam‘s level of development in university-based business incubation with that of 

the U.S because the first university business incubator in Vietnam was established 

only over a decade ago. However, if we study the specific context of each country and 

consider the limitations in startup incubation in Vietnam as well as the successful 

factors of U.S universities, it is feasible to make appropriate suggestions on university 

business incubation to put into practice in Vietnam. 

First, in terms of the origin of facilities, universities in Vietnam and the U.S have 

all established business incubators for the purpose of improving the student 

experience, promoting entrepreneurship in the society and contributing to economic 

development. The difference is that U.S universities use business incubators as a 

student recruitment tool. They understand that students nowadays want more than 

academic degrees. Therefore, U.S universities try to get the message across to students 
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that entrepreneurship is a university focus and that the school is making every effort to 

best prepare for its students by creating a vibrant campus startup ecosystem. Therefore, 

successfully building a business incubator is a strategy used by U.S universities to 

attract and retain entrepreneurial students. Meanwhile, in Vietnam, parents and 

students even pay very little attention to this criterion when choosing a university to be 

enrolled in. 

As for infrastructure, most of the U.S university-based business incubators 

possess proper facilities that were built on spacious areas and installed with modern 

equipment in order to meet the need for shared working space and office services. In 

contrast, facilities of university-based business incubators in Vietnam are inadequate 

as many universities are not even well-equipped enough for day-to-day learning and 

teaching activities.  

Second, as for organizational design, university-based business incubators in 

Vietnam and in the U.S are similar in their relations with their governing body, and all 

have physical space located inside or near the campus. However, many U.S 

universities now tend to go off-campus and place their business incubators in large 

cities with vibrant startup ecosystems. The reason is that a number of U.S universities 

are located in remote areas; therefore, they need to build their business incubators at 

economic centers in order to take advantage of the geographic location. However, this 

idea is not suitable for Vietnam universities because most of them are already located 

in big cities where are homes of startups. 

Third, as for tenant performance review, a lot of U.S university business 

incubators have applied various tools to measure indicators of enterprise‘s 

development such as revenues, job creation or impact level after each stage of the 

incubation program. Some incubators have even become members of incubation 

associations or pay for these organizations‘ services to evaluate the performance of 

incubated businesses and the incubator itself. In Vietnam, no university-based business 

incubator has ever made this evaluation due to the low level of development. In 

addition, university-based business incubators in Vietnam do not implement strict 

graduation policies; therefore, almost all enterprises having participated in the 

incubation program would be recognized as successful graduates. 

Fourth, as for institutional support, US university-based business incubators take 

full advantage of technology transfer programs and research centers. This results in the 

strong development of technology business incubators and research commercialization 

here. Technology business incubators at Vietnamese universities should learn from this.  
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Fifth, as for staffing, U.S university-based business incubators often appoint 

professionals with real-world business experience or successful entrepreneurs to take up 

management positions. On the contrary, university-based business incubators‘ management 

teams in Vietnam are mostly part-time lecturers and lack practical business experience. 

Sixth, as for strategic operational policies, in addition to standard procedures for 

recruiting entry businesses and graduation evaluation, U.S universities have 

established coherent policies on intellectual property and equity ownership. 

Meanwhile, university-based business incubators in Vietnam have not yet been aware 

of the importance of this issue, only a few have had specific policies on intellectual 

property or shareholder ownership and control. However, these policies will become 

necessary during the next development stages of the incubator.  

Seventh, as for services and their value-added, university-based business 

incubators in Vietnam are able to meet the basic needs of the incubated businesses for 

facilities, business support, and network of partners. However, Vietnamese universities 

need to learn ways to practice innovation in organizational processes and incubation 

methods from the U.S. 

Case study comparison 

Two specific case studies were selected in this research. They are two university-

based business incubators in Vietnam and in the U.S which are Foreign Trade 

University (FTU) Innovation and Incubation Space (FIIS) of Foreign Trade University 

and Nelson Center for Entrepreneurship of Brown University. 

Characteristics of the two universities 

Foreign Trade University is a public university in Vietnam. The university offers 

a wide range of majors and specializations in economics and business. The FIIS 

establishment is aimed at promoting creativity and business incubation activities. This 

center targets businesses in certain fields that are strengths of the school and follow the 

development trend of university business incubators in the world. Foreign Trade 

University is a pioneer of fostering innovation and stimulating entrepreneurial spirit 

among students in Vietnam.  

Brown University is a private Ivy League research university in the U.S. There 

are 80 concentrations in the undergraduate program at Brown including one major 

relating to Economics. In recent years, Brown University has made a substantial 

investment and shifted the focus towards the field of business, entrepreneurship, and 

organization (BEO) in which there has been a growing tendency among Brown 

students to show interest. The Nelson Center for Entrepreneurship was established in 

2016 to support entrepreneurship and business activities of the university. 
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Furthermore, the university is going to offer the BEO concentration under the 

undergraduate program in 2020 with the opening of many courses relating to this field 

and issuing certificates of entrepreneurship. 

It can be seen that despite differences in types of university and teaching models, the 

two universities share the same vision of focusing on innovation and entrepreneurship. 

The two university business incubators 

FTU Innovation and Incubation Space and Nelson Center for Entrepreneurship 

are both university-based business incubators. There are similarities and differences in 

the characteristics and operating methods of the two centers. Table 1 is a comparison 

between the two incubators regarding basic information. 

Table 1: Some basic information about FTU Innovation and Incubation Space 

 and Nelson Center for Entrepreneurship 

 Foreign Trade University -  

Vietnam 

Brown University-  

the United States 

University business incubator FTU Innovation and Incubation 

Space (FIIS) 

Nelson Center for 

Entrepreneurship 

Number of years since 

establishment 

3 years 4 years 

Startup incubation program SIP100 B-lab 

Number of incubated batch 2 5 

Duration of the incubation program 100 days of incubation and 

1 year of investors matching 

8 weeks of incubation 

in the summer 

Number of incubated batch per year 2 1 

Number of graduate enterprises 14 71 

Both FIIS and Nelson Center have been operating for less than five years since 

their establishment and are now in the early stage of development. The number of 

incubated batches at FIIS is only nearly half of that at Nelson Center at present. 

However, FIIS‘s figure will increase rapidly as the incubation program will be 

organized two times per year at this center. This is a determined effort of FIIS aiming 

to accelerate the pace of the program to quickly build a strong startup ecosystem. 

Nonetheless, this strategy may badly affect the quality of the business incubation 

program since FIIS‘s staff does not have enough time to evaluate the performance of 

the previous batch. They have to constantly implement the program without 

improvement by learning from experience. The number of enterprises that have 

graduated from the two incubation programs can show that B-lab is more successful 

with 71 graduate enterprises compared to 14 of SIP100.  
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Table 2: Comparison between FIIS and Nelson Center basing on twelve characteristics 

Assessment 

characteristics 

FTU Innovation and 

Incubation Space - 

Foreign Trade University 

Nelson Center for Entrepreneurship - 

Brown University 

Origin of facilities Established when the national startup 

phenomenon was strongly emerging 

Limited facilities: small space, lacking 

of equipment  

Established during the Brown 

University‘s shift of focus towards 

business and entrepreneurship 

Facilities can meet basic needs and 

are being upgraded 

Objectives Promoting entrepreneurial activities and 

innovation at Foreign Trade University  

Supporting research and business 

practice 

Organizational 

design 

On campus 

Operating under the direction of the 

Principal  

Near the main campus  

Operating according to the 

university's orientation 

Governance and 

policy guidance 

3/5 members of the management team 

are lecturers at the university 

No member of the management team 

is a lecturer of the university 

Tenant 

performance 

review 

 

N/A 

 

Implementing assessment methods 

Institutional 

support 

Faculty 

Student clubs  

Faculty 

Student organizations 

Staffing 5 officers 

20 interns and collaborators  

A team of about 25 people consisting 

of several departments 

Funding sources The university 

External organizations  

The university 

Entrepreneurs 

targeted 

Enterprises that already have or intend 

to build a MVP  

High-impact ventures  

Strategic 

operational policies 

Unclear policies Good policies on alumni 

commitment to the program 

Services and their 

value-added 

Infrastructure 

Business support 

Network of partners 

Infrastructure 

Business support 

Network of partners 

Financing 

Survival and 

growth of tenant 

firms 

No specific evaluation process 

 

The evaluation process is under 

development 
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In terms of the incubation programs, some comments can be drawn as follows: 

As for the entrepreneurs targeted, there are key requirements for participants of 

the SIP100 program. This sets a standard for enterprises joining the program and 

ensures that they are of equally high quality. Meanwhile, B-lab does not specify 

essential criteria for entrepreneurs who want to participate in the program. But it aims 

at high-impact ventures.  

As for facilities, FIIS and Nelson Center both provide free co-working space for 

enterprises. However, infrastructure is a major weakness of FIIS. Its small area and 

limited office services cannot meet the demand of enterprises for office space as well 

as create an inspiring working environment. 

As for the curriculum, the two incubation programs are radically different. 

SIP100 organizers have built their curriculum according to popular modules taught in 

other incubation and acceleration programs. SIP100 curriculum fully covers the basic 

knowledge needed for startup businesses. Meanwhile, B-lab‘s curriculum has been re-

designed following the common methodology of Nelson center. Generally, the 

incubation curriculum of B-lab requires entrepreneurs to think and learn themselves. 

As for training methods, the methods used in the B-lab program show higher 

practicality than those of SIP100 as B-lab entrepreneurs can practice right in the training 

sessions. In contrast, SIP100‘s training sessions are more like lessons with limited 

interaction between experts and entrepreneurs and a heavy emphasis on knowledge.  

As for supporting a channel, SIP100 Season 2 has improved a lot compared to 

Season 1. In Season 2, there are one-on-one mentoring sessions and students are 

assigned to be coordinators supporting enterprises. However, SIP100 still lacks an 

immediate support channel for entrepreneurs and businesses. Regarding this point, B-

lab delivers better performance with a team of experienced entrepreneurs who are 

available to support and give advice to ventures at any time. This is the strong startup 

community that B-lab has successfully built. 

As for financial services, each student joining B-lab is given a $4,000 grant for 

living expenses during the whole summer. This grant is to ensure students with a 

secure income so that they can fully focus on developing their ventures. SIP100 should 

provide entrepreneurs with direct financial support but in a different way as SIP100's 

participants are diverse in background and most of them have already graduated from 

universities and had a regular income. Moreover, SIP100 entrepreneurs require capital 

to run their businesses rather than money for living expenses.  
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As for network of partners, both programs possess an extensive network of 

experts, entrepreneurs, and mentors who are all excellent and experienced. The 

difference is the support from faculty. Since Brown University offers a wider range of 

majors, B-lab, therefore, may gain support from the faculty in various fields. 

Meanwhile, lecturers at Foreign Trade University all major in economics and business 

so there is no expert from the university that is available for advising on technical 

issues such as technology, agriculture, etc… 

5. Recommendations for developing university-based business incubators in 

Vietnam 

Management teams of university-based business incubators in Vietnam might 

consider the following suggestions on improving the effectiveness of business 

incubators: 

In terms of strategic operational policies, managers should have strategic 

planning and clarify the operational objectives of the university-based business 

incubators. Strategies should be aligned with the university's focus. Additionally, 

shortly, incubators need to develop and implement policies on recruiting and 

evaluating businesses as well as policies on intellectual property. 

In terms of staffing, it is necessary to reduce the number of part-time staff who is 

also university lecturers. Members of the management team should be entrepreneurs 

with practical business experience. Furthermore, organizers of the university 

incubation programs need should network and cooperate with other individuals and 

organizations working in the field of startup incubation to build a strong startup 

ecosystem with elements always willing to exchange and provide support. 

In terms of services and their value-added, each university business incubator 

should provide an immediate support channel for entrepreneurs and enterprises. 

Supporters can be the alumni group of the incubation program itself. Besides, 

theoretical training activities should be reduced and replaced by practical sessions 

which allow entrepreneurs to practice immediately. Organizers should also learn more 

about participants to thoroughly understand their needs and customize the incubation 

program and provide suitable supporting services for every entrepreneur and 

enterprise. Moreover, there should be solutions to gain the commitment of 

entrepreneurs to the program and foster their relationships with the incubator. In the 

long term, university business incubators should gradually develop a complete startup 

ecosystem and create a strong startup community within the incubator itself. 
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6. Conclusion 

In recent years, the university-based business incubator system in Vietnam has 

not only increased in quantity but also improved in terms of quality. The incubators 

have been expanded and equipped with modern and synchronized facilities. Moreover, 

products from the incubators are increasingly diverse with many high-tech products 

that can widely be applied in real life and contribute to the technological and socio-

economic development of the country. However, university-based business incubators 

in Vietnam have encountered many difficulties and challenges that have led to a lot of 

negative results. Young incubators are still under development so they can only 

undertake activities that promote the entrepreneurial spirit among students or organize 

short-term training courses. Only a few university business incubators have 

implemented business incubation programs, however, their function of connecting 

enterprises to investors has never been successfully fulfilled. 

The U.S is a country with a long history of establishment and development in the 

field of business incubation at the university. Therefore, it is necessary for university 

business incubators in Vietnam to learn from good practices and failures of the US to 

foster and perfect the model of university business incubators in Vietnam. 
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Abstract:  

The study aims to determine the job satisfaction affected female university lecturers 

by factors related to career achievements such as education degree, job position, work 

experience, and income. After controlling some factors related to pressure from work-

family role conflicts and support from colleagues, the research results showed that there 

was no significant difference in job satisfaction level among groups of lecturers who have 

different degrees, experience, and income, except for elements of the job position. Instead, 

the work-pressure from a conflict of role between work and family and the support of 

colleagues have a significant impact on job satisfaction. The findings of the study have 

practical implications for governance in the higher education environment, giving 

managers a multi-dimensional view of the factors affecting lecturers‘ job satisfaction. 

Keywords: Education, income, job position, job satisfaction, lecturer, university, 

work experience. 

 

1. Introduction 

Socio-economic changes have put enormous pressure on Vietnam's higher education 

system. To ensure success in the labor market, the quality and effectiveness of higher 

education must be improved. Lecturers are an important resource in higher education 

institutions because they play an important role in achieving the goals and successes of 

universities (Sharma and Jvoti, 2009). Job satisfaction of lecturers is one of the factors 

contributing to improving the quality and learning outcomes of students (Waqas et al., 

2012). Retaining employees and helping them engage with the organization is always a 

concern for special organizations in the context of higher education. Job satisfaction is 

said to be one of the key concepts that show employees' responses to their work, which is 

also a sign of their commitment to the organization (De Cuyper and et al., 2009). Higher 
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education always requires the dedication and commitment of the lecturers' organization so 

managers need to understand why lecturers remain consistent in their careers or leave the 

organization (Marston and Brunetti, 2009). Therefore, it is necessary to research and 

identify factors that increase job satisfaction. In this study, it will focus on factors that 

reflect the career achievements of female lecturers. 

2. Literature review 

In the field of Job Satisfaction research, one of the most famous is the job 

descriptive index (JDI) model developed by Smith et al. (1987) and supported by the 

theory of Smith et al. (1969). The JDI model assesses job satisfaction of employees based 

on 05 factors: (1) The nature of the job, (2) Training and advancement opportunities, (3) 

Leadership, (4) Colleagues and (5) Income. The JDI model is considered to have a good 

theoretical basis which has been tested for reliability in practice, but the weakness is the 

use of questionnaires with 72 items, which is too long and makes it difficult for surveys 

and data collection. Secondly, the type of question in the original JDI model is the Yes - 

No, that does not evaluate many different levels of employee satisfaction. Thirdly, there is 

no question in JDI to assess workers' overall satisfaction (Spector, 1997).  

Use the JDI self-completed questionnaires that assess job satisfaction, researchers 

have found evidence that intrinsic factors such as work itself, recognition, and promotion 

opportunities affect lecturers‘ job satisfaction (Malik et al., 2010; Na et al., 2011). 

External factors such as salaries, supervision, and administrative policies were also 

studied by Green et al. (2009), Kezar and Sam (2011), Krieg et al. (2013), Williams et al. 

(2009) pointing out that there is an effect on lecturers‘ job satisfaction. Besides, studies on 

job satisfaction of lecturers (Bashir et al., 2011; Ghafoor, 2012; Noordin and Jusoff, 2009; 

Paul and Seok Kheng, 2011; Qayyum, 2013) have found that factors reflecting job 

performance are directly related to job satisfaction. Factors in this group are thought to 

have a significant influence on the lecturer's job satisfaction such as training level, many 

years of experience and position (Bashir et al., 2011; Ghafoor, 2012; Qayyum, 2013; 

Sardžoska and Tang, 2012; Saif-ud-Din and Nawaz, 2010). 

2.1. Factors reflecting career achievements and job satisfaction 

Qualifications  

Researches by Eyupoglu and Saner (2009) and Ghafoor (2012) have shown that 

lecturers with doctoral degrees have significantly higher levels of job satisfaction than 

those of lower-qualified peers. Contrary to these findings, McGuinness and Wood (2009) 

suggest that highly qualified lecturers tend to have lower job satisfaction, although 
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expectations about higher education are to earn a larger income, and they're often thought 

to have an advantage over lecturers without a doctorate. Green and Zhu (2010) stated that 

people with higher levels of education are expected to have higher income, and they often 

suffer from high pressure from job requirements and therefore are more susceptible to 

stress and unhappiness. Besides, Mangi et al. (2011) find that education level has a 

negligible effect on lecturers‘ job satisfaction. Inconsistencies in research results suggest 

that different trials are needed for the role of professional training and job satisfaction 

(Eyupoglu and Saner, 2009; Ghafoor, 2012; Mangi et al., 2011). 

Work position 

Eyupoglu and Saner (2009) find that job satisfaction is not influenced by job 

position. Meanwhile, the research of Holden and Black (1996) and Oshagbemi (2003) 

shows that the level of job satisfaction is quite related to the position of lecturers and those 

holding managerial positions have a higher job satisfaction level. 

Work experience 

Gutierrez et al. (2012) and Ghafoor (2012) found that satisfaction in the common 

work of university lecturers is significantly correlated with the number of years of 

experience. However, Klassen and Chiu (2010), Van Maele and Van Houtte (2012) 

reported no significant relationship between job satisfaction and their years of experience. 

Given the inconsistency of the results, the researchers Van Maele and Van Houtte (2012) 

have also called for additional studies to clarify these results. 

Income  

Many studies have found that the relationship between a lecturer's income and 

job satisfaction influences the lecturer's commitment to their organization (Till and 

Karren, 2011). Khalid et al. (2012) argue that higher wages will lead to higher job 

satisfaction and higher organizational commitment (Young et al., 2012). Researches 

by Tran (2005) and Pham (2012) also suggest that income is one of the factors 

affecting job satisfaction and consistent with the results of Oshagbemi (2000). There is 

a relationship between income and job satisfaction. Conversely, while many studies 

suggest that salary increases automatically increase job satisfaction, Sauer and Valet 

(2013) think that salary increases will lead to lower job satisfaction levels. Bozeman 

and Gaughan (2011) argue that men are more satisfied with their salaries than women 

and support Bellou (2010)‘s research on the negative relationship between salary 

payment by gender and satisfaction in the work. Besides, some researchers believe that 

there is very little empirical evidence that income affects job satisfaction. Luddy 



  

 

 

1725 

(2005) suggests that workers may receive a high income but due to unsuitable work or 

inability to integrate into the job, they are not satisfied with their job.  

2.2. Factors belonging to the job and the work environment with job satisfaction  

The work-family conflict has so far under a great deal of research. Work-family 

conflicts are thought to have a significant effect on job satisfaction (Boles and Babin, 

1996; Good et al., 1988). Bacharach et al. (1991) suggest that work-family conflict leads 

to emotional decline, leading to lower levels of job satisfaction. Other studies have shown 

that both work-family and family-work conflicts are related to workplace consequences 

such as low organizational commitment, job satisfaction and intention to quit the job 

(Netemeyer et al., 1996). With a growing number of employees dissatisfied with their 

work over the past decades, academics and managers are interested and seek out the most 

effective ways to help organizations assist employees to be more satisfied with their jobs 

(Kossek et al., 2011). In work-family studies, social support is defined as social awareness 

of caring, sharing and supporting each other at work (Taylor, 2011), and Social support 

from colleagues is seen as a key element in organizations to improve employee job 

satisfaction (Adams et al., 1996; Ferguson et al., 2012). 

According to the above literature review, the research questions are determined: 

- What are the factors that increase or decrease job satisfaction of female university 

lecturers? 

- How do the variables that reflect career accomplishments affect job satisfaction? 

 And the research hypotheses are: 

 H1: Lecturers with doctoral degrees have higher job satisfaction levels than 

lecturers with lower degrees. 

 H2: Lecturers with 15 or more years of experience have higher job satisfaction 

levels than lecturers with experience of fewer than 15 years. 

 H3: Lecturers with 15 or more million dongs of income have higher job satisfaction 

levels than lecturers with incomes below 15 million dongs. 

 H4: Lecturers with a job position as a main permanent lecturer or both lecturer and 

manager have higher job satisfaction levels than other groups. 

 H5: Work and family role conflict causes pressures and reduces job satisfaction for 

female lecturers. 
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 H6: Support from colleagues has a role to increase the job satisfaction of female 

lecturers. 

3. Research methods 

3.1. Measurement  

In this study, we use a modified JDI model with questionnaires designed in the form 

of a Likert scale and add some questions that assess overall satisfaction, including: 

Job satisfaction is an overall measure of how well an individual is satisfied or 

dissatisfied with his or her job. In the research of Carlson et al. (2000), measured 

job satisfaction including observed variables that were designed and used by 

Cammann et al. (1979).  

Along with variables that affect job satisfaction such as: 

Training and promotion: Regarding the achievements that the lecturer has achieved 

in the degree, job position, experience, and the level of income that the lecturer has 

achieved. 

Colleague: Relating to the support of colleagues in the work of lecturers at the 

workplace 

Nature of work: Regarding the pressures created by the conflict between work and 

family roles of female lecturers. In this study, the authors used a multi-dimensional scale 

of Carlson et al. (2000) to measure family-work conflict (WFC). Each direction of WFC 

(WIF - work-to-family conflict or FIW - family-to-work conflict) is nested in three forms 

of WFC (time, strain, and behavior). Each form of the 6-dimensional model consists of 4 

observed variables forming a total of 24 observed variables, and twenty - four questions 

using Likert-type scales (1 = strongly disagree; 5 = strongly agree) are used. 
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3.2. Research sample 

Based on the findings in the qualitative research phase, the author conducts 

quantitative surveys to the subjects in two forms: (1) Directly, (2) Online. Herman 

and Gyllstrom (1977) find that married people experience more work-family 

conflicts than unmarried people. Similarly, they also think that parents will 

experience more work-family conflicts than couples without children. Although 

support for this view is mixed (Holahan and Gilbert, 1979; Pleck et al., 1980), 

however, the main responsibilities in raising children can be a source of significant 

contribution to work-family conflict (Bohen and Viveros-Long, 1981). Therefore, 

the author focuses on the group of married female lecturers who have at least one 

child and teach in independent and autonomous public universities representing 

various fields in Vietnam. Questionnaires were sent through email and direct to the 

518 female lecturers. A total of 457 (76%) returned questionnaires from 22 public 

universities participated in the survey.  

4. Research results 

The exploratory factor analysis and the measurement scale reliability analysis 

with the dependent variables "Job satisfaction" 

In the Table 1, we see that the eigenvalue for the first factor is quite larger than the 

eigenvalue for the next factor (3.27 versus 0.56). Additionally, the first factor accounts for 

65.5% (> 50%) of the total variance. This suggests that the scale items are unidimensional.  

The loading factor of each observed variable in each corresponding factor is 

greater than 0.6 and the Cronbach‘s alpha coefficient of each factor is greater than 0.7. 

The alpha coefficient for the five items is .867, suggesting that the items have relatively 

high internal consistency. A reliability coefficient of .70 or higher is considered 

―acceptable‖ in most social science research situations. The observed variables are 

appropriate and meet the requirements for exploratory factor analysis (EFA). 

Table 1: Measure scale of job satisfaction 

Variable Loading factor Correlation factor of total variables Cronbach‟s 

Alpha Job Satisfaction (JS) 

JS1 0.856 0.623 0.867 

JS2 0.813 0.792  

JS3 0.832 0.721  

JS4 0.842 0.682  

JS5 0.853 0.636  

Eigenvalue for 1
st
 factor: 3.273 

Variance extracted (%): 65.470 

KMO = 0.816 > 0.5 and Bartlet‘s Test of statistical significance (p<0.001) 

Kaiser-Meyer-Olkin Measure of Sampling Adequacy = 0.861 

The Kaiser-Meyer-Olkin (KMO) Measure of Sampling Adequacy statistic indicates 

the proportion of variance in the variables that might be caused by underlying factors, that value 

is .861. This high value (close to 1.0) indicates that the factor analysis is useful with our data.  
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Bartlett's test of sphericity tests the hypothesis that our correlation matrix is an 

identity matrix. That would indicate that variables are unrelated and therefore unsuitable 

for structure detection. Small values (less than 0.05) of the significance level indicate that 

factor analysis is useful with our data. 

The exploratory factor analysis and the measurement scale reliability analysis 

with the variables “Work-family role conflict” 

The analysis results of Total Variance Explained show that the eigenvalue for the 

first six factors is larger than the eigenvalue for the next factor (0.99 versus 0.27). 

Additionally, the first six factors account for 61.4% (> 50%) of the total variance, which 

means the six scale items are unidimensional. 

The analysis results from the research data show that the loading factors are all 

greater than 0.6. KMO factors are 0.858 greater than 0.5. The Bartlet test is statistically 

significant (p-value <0.005). The Kaiser-Meyer-Olkin Measure of Sampling Adequacy 

statistic is 0.858, which indicates the factor analysis is useful with our data. The variables 

form 6 main factors as shown in Table 2. Among the main elements, the 3
rd

 and 4
th
 are 

omitted with 1 component, namely WIF_B is truncated at WIF_B4. And FIW_T is 

truncated at FIW_T4.  

Table 2: Results of findings analysis 

Variable Loading factor 

factor 1 factor 2 factor 3 factor 4 factor 5 factor 6 

WIF_T1 .778      

WIF_T2 .772      

WIF_T3 .778      

WIF_T4 .781      

WIF_S1  .725     

WIF_S2  .775     

WIF_S3  .767     

WIF_S4  .819     

WIF_B1   .882    

WIF_B2   .842    

WIF_B3   .856    

FIW_T1    .861   

FIW_T2    .892   

FIW_T3    .877   

FIW _S1     .787  

FIW_S2     .770  

WIF_S3     .778  

WIF_S4     .854  

FIW _B1      .795 

FIW_B2      .846 

FIW _B3      .784 

FIW _B4      .883 

Extraction Method: Principal Component Analysis.  
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Rotation Method: Varimax with Kaiser Normalization. 

The results of testing the reliability of the role conflict between work and family 

variables show that the Cronbach's Alpha factor is greater than 0.8, the higher the score, 

the more reliable the generated scale is. The Corrected item-total Correlation of 

component variables is greater than 0.6. The smallest is the WIF_S3 variable of the Work-

Family Conflict factor in the level equal to 0.638 (Table 3). This shows that the research 

concepts built from the observed variables all have intrinsic consistency and are well-

measured. 

Table 3: The results of testing the reliability of factors scale that reflect the conflict 

between work and family roles 

Variable Corrected Item-Total Correlation Cronbach's Alpha if Item Deleted 

1. Time-based work-to-family conflict (WIF_T). N=4. α=0.868 

WIF_T1 .721 .831 

WIF_T2 .732 .827 

WIF_T3 .719 .832 

WIF_T4 .705 .837 

2. Strain-based work-to-family conflict (WIF_S). N=4. α=0.859 

WIF_S1 .712 .818 

WIF_S2 .721 .814 

WIF_S3 .638 .848 

WIF_S4 .749 .802 

3. Behavior-based work-to-family conflict (WIF_B). N=3. α=0.902 

WIF_B1 .813 .855 

WIF_B2 .797 .868 

WIF_B3 .814 .857 

4. Time-based family-to-work conflict (WIF_T). N=3. α=0.902 

FIW_T1 .756 .858 

FIW_T2 .807 .816 

FIW_T3 .774 .835 

5. Strain-based family-to-work conflict (WIF_B). N=4. α=0.897 

FIW_B1 .748 .876 

FIW_B2 .787 .861 

FIW_B3 .732 .885 

FIW_B4 .827 .848 

6. Behavior-based family-to-work conflict (WIF_B). N=4. α=0.833 

FIW_S1 .641 .798 

FIW_S2 .644 .796 

FIW_S3 .631 .802 

FIW_S4 .732 .756 

Normality distribution test 
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The results of the normality distribution test mentioned in Table 3 show the level of 

satisfaction according to the non-normal distribution (P-value for each feature of the 

control variable is <0.05) (see Table 4). 

Table 4: Kolmogorov - Smirnov test for normality distribution 

Control variable Statistic df Sig. 

Degree 

Bachelor .368 33 .000 

Master .253 320 .000 

Doctor .261 104 .000 

Work position    

Manager .286 10 .020 

Both lecturer and manager .290 68 .000 

Permanent lecturer .250 340 .000 

Temporary lecturer .312 39 .000 

Experience 

Less than 5 years .290 56 .000 

5-10 years .222 160 .000 

More than 10-15 years .269 125 .000 

More than 15 years .322 116 .000 

Income 

Less than 5 million Vietnamese Dong (VND) .460 12 .000 

5-10 million VND .237 241 .000 

More than 10-15 million VND .281 131 .000 

More than 15 million VND .292 73 .000 

Conducting the Mann-Whitneym, Kruskal-Wallis tests to evaluate the difference in 

job satisfaction levels according to the characteristics reflecting job achievement. 
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Table 5: Summary of tests (Mann-Whitney, Kruskal -Wallis) differences in average 

satisfaction of job achievement 

Control variable Mann-Whitney/Chi-square Kruskal -Wallis Sig. 

Degree 

Bachelor 12.485 .002 

Master 

Doctor 

Work position 

Manager 9.440 .024 

Both lecturer and manager 

Permanent lecturer 

Temporary lecturer 

Experience 

Less than 5 years 7.949 .047 

5-10 years 

More than 10-15 years 

More than 15 years 

Income 

Less than 5 million VND 15.517 .001 

5-10 million VND 

More than 10-15 million VND 

More than 15 million VND 

The p-value <0.05, so it can be concluded that there is a difference in satisfaction 

level among female lecturers and the characteristics in each group reflect the work 

achievement (this test result has a statistical significance of 1%). 

Analysis of regression models and testing of research hypotheses 

Adjusted R square reflects the degree of influence of the independent variables on 

the dependent variable. Specifically in this study, the independent variables explained 

nearly 80% of the change of the dependent variable, 20% of the change is due to non-
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model variables and random errors. The Durbin-Watson test with 1.880 shows no first-

order chain correlation in the model (model 3). 

The F test in ANOVA is to examine whether the regression model is generalized. 

The results show that the sig value of the F-test is 0.000 <0.5 for Model 2 and Model 3. 

Thus the linear regression model is consistent with the overall. 

Table 6: Estimated results of the regression function 

Variable Satisfaction 

Model 1 Model 2 Model 3 

Doctorate .067 .027  -.037 

Experience over 15 years  -.141(*) -.099  -.030 

Income over VND 15 million a month ≈ USD 

650 a month 

.114 .132 (*)  .036 

The position as permanent lecturer or both 

lecturer and manager 

.136  .219 

(***) 

 .205 (***) 

Family-to-work role conflict   -.394 

(***) 

 -.121 

(***) 

Work-to-family role conflict   -.508 

(***) 

 -.812 

(***) 

The support of colleagues    .498 (***) 

R Square
 
 0.013 0.368 0.795 

Adjusted R Square 0.005 0.356 0.793 

*p<0.1; **p<0.05; ***p<0.01. 

According to the aforementioned data, for lecturers with a doctorate degree, 

there is no evidence showing that the job satisfaction level is significantly higher 

than those with a master's degree or bachelor's degree. This is consistent with the 

study of Eyupoglu and Saner (2009) that job satisfaction does not increase by 

education degree. Besides, the overall job satisfaction level does not differ 

significantly among groups of lecturers with different work experience. The study 

results are consistent with the results of Schroder (2008) and Castillo and Cano 

(2004), which reported no significant relationship between job satisfaction and 

work experience. The results in Table 6 also show that the level of job satisfaction 

of lecturers with an income of over 15 million VND/month is not significantly 

higher than that of the lower-income group. Meanwhile, the job position has 
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created a significant level of job satisfaction among lecturer groups in different 

job positions.  

The result is also consistent with the analysis of Le (2018) which considers 

university lecturers to be a stressful profession, and the role conflicts play a big role in job 

satisfaction, especially work-to-family role conflicts. To alleviate these pressures, the 

support of colleagues plays an important role. The results of the test are true for 

hypotheses H4, H5, and H6. 

5. Conclusion  

The purpose of the study is to examine the role of factors reflecting career 

achievements and job satisfaction of female lecturers in universities. Based on the results 

of this study, the factor of female lecturers' job achievement has an unequal influence on 

their job satisfaction. As for academic qualifications, work experience as well as income 

levels, there is no evidence that they affect the job satisfaction level of female university 

lecturers. Only the factor Position of the work has an impact on the job satisfaction level 

of female lecturers.  

The findings of the study have practical implications for governance in the higher 

education environment, giving managers a multi-dimensional view of the factors affecting 

lecturers' job satisfaction. Lecturers are greatly influenced by work pressures, resulting in 

role conflicts that reduce their job satisfaction. Besides, for female lecturers, the support of 

colleagues at work is important in supporting them to harmonize work and family, reduce 

pressure and increase job satisfaction. Understanding this issue is not only useful for 

female lecturers but also for managers in guiding and developing policies that increase 

their satisfaction and performance. 
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Abstract:  

Policy-makers generally consider entrepreneurship as being instrumental for 

economic growth and technological progress. The entrepreneurship process is shaped by 

the presence of an entrepreneurship environment. Since entrepreneurship self-efficacy 

perceptions are also vital to new venture creation and its performance, entrepreneurship 

self-efficacy literature has generated interesting insights, the research on the impact of the 

environment on entrepreneurship self-efficacy is still less evident. This study tests the 

influence of some environmental cognitive support elements on the entrepreneurship self -

efficacy. Cross-Sectional research design in Vietnamese students with a quantitative 

questionnaire approach was conducted. The sample consists of 350 students in 6 business 

and economics universities in Hanoi. The result of the multiple regression analysis revealed 

that environments’ support-factors including perceived financial and non- financial 

supports, and social supports are significantly related to perceived entrepreneurship self-

efficacy of students. The study findings highlight some implications for the government to 

reinforce policies encouraging entrepreneurship in university students. 

Keywords: Entrepreneurship, entrepreneurship self-efficacy, financial supports, non-

financial supports, perceived environment supports, social, social norm, university students. 

 

1. Introduction 

Entrepreneurial activities are regarded as an engine for economic development, a 

driving force for innovation (Carree, 2003). It is recognized that entrepreneurship is the 

creation of a new venture that will solve a particular human being problem, improve the 

living standard, lead to the creation of new wealth. Entrepreneurship activities have a 

great influence on the wealth of the economy and also upgrade the quality of life to the 

nations‘ citizens. Since then, fostering entrepreneurship became a topic of the highest 

interest in management and economics over the last decade (Linan, 2009).  
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Entrepreneurship cannot be fully understood without considering the social, 

political, and economic environments in which it arises and develops. Bird 

(1988) indicated that social, institutional, local and cultural environments create the 

context for entrepreneurship development, besides the individual variables. The presence 

of local, financial, social encouragements and other additional elements that are available 

in the environment shape the entrepreneurship process (Gnyawali and Fogel, 1994). The 

environment where the potential entrepreneur runs business affects the new venture 

creation decision-making process of them. Since researchers think that entrepreneurism is 

a process involving social, cultural, and economic contexts, a special topic has arisen in 

the entrepreneurship field of studies, it focuses on the contextual factors that affect one‘s 

entrepreneurship cognition to start a venture. Although considerable researches have 

interested in understanding the impact of environmental factors on entrepreneurship 

intention and their antecedents in intention models, there is still a gap in our knowledge 

of perceived entrepreneurship self-efficacy (Newman et al., 2019). Despite the fact that 

self-efficacy concept is importance and robustness at predicting both general and specific 

behaviors, it is ignored in entrepreneurship researches (Krueger et al., 2000), only a 

limited number of studies have focused on the perceived entrepreneurship self-efficacy 

among students (Newman et al., 2019).  

Previous studies that focused on the analysis of demographic and personal 

characteristics factors (age, gender, location, individual characteristics) and self-efficacy 

studies suggest that entrepreneurship mindset is not the result of institutional or social 

factors separately (Newman et al., 2019). On the contrary, recent empirical evidence 

implies that the interaction between social and institutional perspectives more accurately 

explains entrepreneurship intention and entrepreneurship activity (Krueger et al., 2000). 

This research‘s objectives are testing the model and hypothesis on the relationship 

between proposed perceived environmental supports: entrepreneurial financial supports, 

social support, perceived non-financial supports to entrepreneurship self-efficacy in the 

Vietnamese emerging economics context, which have never been quantitative tested in 

previous researches.  

The research includes 5 main sections: the first section is the theoretical background 

and a review of relevant literature on entrepreneurship self-efficacy. We develop in the 

second section the model and hypothesis to explore the impact of environmental support 

factors on entrepreneurship self-efficacy on the basis of literature review findings. The 

following section is the research methodology. All the study findings are in section 4. The 

final section presents the discussion and implications of the findings. The research results 

https://journals.sagepub.com/doi/full/10.1177/2158244018821759
https://journals.sagepub.com/doi/full/10.1177/2158244018821759


  

 

 

1740 

confirm the positive impacts of environmental determinants on students' entrepreneurship 

self-efficacy. The findings contribute to the literature of contextual factors and 

entrepreneurship and have wider implications for governmental policymakers.  

2. Theoritical foundation 

2.1. Concepts 

Entrepreneurship  

Entrepreneurship is ―the capacity and willingness to develop, organize and manage a 

business venture along with any of its risks in order to make a profit‖ (Begley and Tan, 

2001). Nancy (1994) illustrates the entrepreneur as ―an innovator who seeks opportunities 

and makes a profit of them by combining different resources in a new production 

function‖  

According to Ajzen (1991), entrepreneurship is a dynamic process of creating 

wealth by individuals or groups of individuals. Liñán and Chen (2009) define 

―entrepreneurship as the process of conceptualizing, organizing, launching and through 

innovation, nurturing a business opportunity into a potentially high growth venture in a 

complex and unstable environment‖. 

Entrepreneurship self-efficacy 

Bandura‘s social cognitive theory describes ―self-efficacy as a future-oriented belief 

of the level of competence that is expected from a person during a given situation or for 

solving a particular task‖. Self-efficacy is a person's belief in his ability to organize and 

implement the actions necessary to achieve certain performances, self-efficacy shows a 

belief in one‘s abilities to perform a specific task. Generally, self-efficacy has been seen as 

a strong forecaster of behavior in human actions (Bandura, 1997).  

Entrepreneurial self-efficacy is defined as a process of increasing a person‘s 

entrepreneurial capability so that he has the belief and readiness to realize a career as an 

entrepreneur. Which is based on perceived self-capability in discovering and exploring 

business opportunities, the capability to find the new things, capability in managing a 

business, capability in building and developing business partner, mental maturity as an 

entrepreneur, (Bandura, 1997). Entrepreneurship self-efficacy indicates an individual feel 

whether they can easily engage in an entrepreneurial venture.  

Bandura‘s concept of entrepreneurial self-efficacy beliefs is a different construct with 

the perceived behavioral control and perceived feasibility in intention models, distinguished 

by many research (Ajzen, 1991; Krueger et al., 2000) but they overlap since all reflect 
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individuals‘ confidence in the ability to perform entrepreneurial prospective behaviors 

(Krueger et al., 2000). Entrepreneurial self-efficacy beliefs are considered as an individual‘s 

belief in terms of perceived entrepreneurial competence to create ventures, the presence of 

factors that are able to help in carrying out a behavior. Perceived behavioral control consists 

of not only being able to have the essential skills to run a business and achieve success but 

also whether an individual perceives carrying out a specific task very easily or with 

difficulty and perception about the controllability of the behavior Liñán and Chen (2009). 

Bandura (1997) suggested in his research that perceived personal efficacy measures 

people‘s sense of behavioral control. Entrepreneurship self-efficacy and perceived 

feasibility have been also been referred as two overlap concepts because perceived 

feasibility reflects an individual‘s personal judgment of their ability to perform a series of 

entrepreneurial tasks, based on the evaluation of one‘s self-efficacy and controllability 

during the entrepreneurship development process (Krueger et al., 2000).  

2.2. Significant of entrepreneurship self-efficacy in entrepreneurship study 

Self-efficacy is a motivational construct that has been shown to influence an 

individual‘s choice of activities, goal levels, persistence, and performance in a range of 

contexts (Bandura, 1986). Krueger et al. (2000) found that a person‘s positive perceived 

self-capability increases the chance for new venture opportunities recognition. Individuals, 

who are sensitive to opportunities, and able to take advantage of entrepreneurial 

opportunities, are usually expected to perceive themselves as entrepreneurially capable. 

Opportunity recognition depends on the controllability and self-efficacy perceptions of 

entrepreneurs (Krueger and Dickson, 1994).  

Also, the entrepreneurship self-efficacy perception of an individual about his/her 

knowledge, skills, and experiences competencies play an important role in determining 

the readiness to create an enterprise and start entrepreneurial activities (Ajzen, 1991). 

Hisrich and Bowen (1986) claim that a lack of self-confidence is a major obstacle in the 

development of potential innovation start-ups (Nancy, 1994). Liñán and Chen 

(2009) suggest that those individuals who think that they are confident of having a high 

level of entrepreneurial capabilities will be more likely to create a firm.  

Furthermore, self-efficacy is also vital to new venture creation and intentions and its 

performance (Krueger et al., 2000). Costa et al. (2016) highlighted that entrepreneurial 

self-efficacy competencies provide the ability to perform entrepreneurship activities 

successfully. Self-efficacy has been also associated with risk-taking under uncertainty, as 

well as a career choice (Bandura, 1986). Several researches have highlighted that 

entrepreneurship self-efficacy was the ―single best predictor in the entire array of 

https://journals.sagepub.com/doi/full/10.1177/2158244018821759
https://journals.sagepub.com/doi/full/10.1177/2158244018821759
https://journals.sagepub.com/doi/full/10.1177/2158244018821759
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variables‖ for entrepreneurial intention, behaviors, new venture performance and 

entrepreneur‘s satisfaction (Nancy et al., 1994).  

Self-efficacy is linked to initiating and persisting entrepreneurship intention and 

behavior, setting higher goals, and reducing threat-rigidity (Bandura, 1986). Krueger et al. 

(2000) indicated that differences in self-efficacy make the differences in career 

preferences between different gender and ethnic group. In addition, role models affect 

entrepreneurial intentions only if they affect self-efficacy (Krueger et al., 2000). 

Therefore, to encourage economic development by a means of new enterprise 

creations we must first make a reference to perceptions entrepreneurship self-efficacy. 

Policy initiatives will increase business formations if those initiatives positively influence 

entrepreneurship self-efficacy and then influence intentions (Zhao et al., 2005). 

Encouraging entrepreneurship activities should proceed from fostering entrepreneurship 

self-efficacy. 

3. Liturature review 

3.1. Entrepreneurial environment support impact to entrepreneurship self-efficacy 

The contextual factors of entrepreneurship – the entrepreneurial environment 

consists of social, structural, cultural and economic variables such as government 

deregulation, changes in markets, and local context supports mechanism (Bird, 1988). 

Gnyawali and Fogel (1994) classified the entrepreneurial environment in 6 components: 

policy and programs of the government, entrepreneurial skills, socio-economic conditions, 

financial and non-financial support.  

There is a growing acceptance that entrepreneurial environment supports are the 

critical factors for the development of an entrepreneurship mindset (Gnyawali and Fogel, 

1994). Bandura 1991‘s highlighted in process-driven theory that the external environment 

influences thoughts. Bandura (1986) notes that physiological/ emotional arousal built a 

mechanism for influencing efficacy judgments. Self-efficacy judgments and the process 

through which these judgments are formed can be influenced through the judgments of 

one‘s own physiological states of the surrounding environment (Bandura, 1986). 

Business-behaviors are learned, and the human mind is a blank slate that can be 

shaped by the environment. Shapero and Sokol‘s (1982) in their entrepreneurial event 

theory also claimed that life path changes impact individual perceptions of entrepreneurial 

feasibility. Human beings are rational and make systematic use of information available to 

them. An individual, who perceives the founding conditions as very favorable (trigger 

effect), will perceive himself as entrepreneurially capable. Inversely, a negative perception 



  

 

 

1743 

of salient factors in the environment will make them fill incapable of entrepreneurial 

activities (Krueger et al., 2000).  

Schwarz et al. (2009) clarified entrepreneurial environment condition into 

environment supports, entrepreneurial environment barrier. Fini et al. (2011) emphasized 

that individual perceived environmental supports from characteristics of the local context 

(such as availability of logistic infrastructure, financial investors, and competition) 

government policies (such as legal framework, support program) influence 

entrepreneurship activities and intention. Governmental interference includes tax policies, 

funding schemes and other support mechanisms aimed at promoting entrepreneurship. 

Environmental supports can be clarified into financial support, non-financial support 

(Gnyawali and Fogel, 1994). Baughn et al. (2006) ague that social support is also an 

important factor in the entrepreneurship environment. Based on the existing literature, it 

appears promising to integrate both contextual support factors and social support factors 

into a theoretical model of entrepreneurial self-efficacy. 

3.2. Hypothesis 

Financial support and entrepreneurship self-efficacy 

Financial support including venture capital availability, support of capital industry 

from local government policies and the bank has been identified as leading factors in the 

support of entrepreneurship (Fini, 2011). 

Financial supports can come from gifts, family aids, family loans, friend loans, or 

loans from financial institutions (Fini, 2009). Financial capital is needed to start a new 

venture, to cope with the risks associated with the new venture and to develop and grow 

their new enterprise and reach their business objectives. Potential entrepreneurs hardly 

finance a new business completely by themselves, they need to raise capital from other 

places (Kwong and Evans, 2012). Previous researches found that an individual‘s 

perceived lack of access to finance from people outside their circle of family and friends 

significantly increases the barrier in starting a business (Luthi and Frank). Finance is 

probably the most supportive measure of the entrepreneurship development but at the 

same time, it is also the biggest barrier among potential entrepreneurs when considering to 

start a new venture (Schwarz et al., 2009).  

H1: Financial support is positively related to entrepreneurship self-efficacy  

Non-financial support and entrepreneurship self-efficacy 
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Non-financial environmental supports have an impact on the enactment of the 

entrepreneurship process. Researchers have proposed the impact of government, local 

context, and university support mechanisms on entrepreneurial thought and behaviors 

(Fini et al., 2009). Governments, with support schemes and tax policies; local contexts 

with physical infrastructure and business environment factors like legal rules, 

competitions are important factors influencing an individual‘s entrepreneurship (Gnyawali 

and Fogel, 1994). Shapero and Sokol (1982) indicate that an environmental factor is an 

adjusting variable, which impacts an individual‘s entrepreneurial intentions by the 

interaction with an individual‘s attitudes and perception of behavior control. According to 

Lucky et al. (2015), contextual elements as background factors influence self-efficacy 

(feasibility) and the entrepreneurial intention through so that contextual elements will also 

affect the self-efficacy. 

H2: Non-financial support is positively related to entrepreneurship self-efficacy 

Social norm and entrepreneurship self-efficacy 

Supportive social norm involves the acceptance of the entrepreneurship career, 

encouragement of entrepreneurship in general, and promoting entrepreneurship from the 

significant others (Baughn et al., 2006). The social norm is a function of the perceived 

normative beliefs of significant others including family, friends, and co-workers, weighted 

by the individual‘s motive to comply with each normative belief (Ajzen, 2001).  

The influence of social persuasion and perceived physiological wellbeing on the 

development of self-efficacy beliefs still has a gap in entrepreneurial research. We 

propose to use social support theory as a theoretical foundation for examining the social 

determinants of self-efficacy beliefs. Social support theory suggests that the supports 

received from interpersonal relationships have a positive effect on how a person copes 

with stress or life change. Individuals rely on close relationships like family, friends, close 

relatives, close relations to fill needed information, assurance, and instrumental supports. 

By providing positive affect, social norms directly change overall personal perception 

(Begley and Tan, 2001). Thus, social persuasion may be viewed as a form of the social 

norm that enhances self-efficacy beliefs. Furthermore, verbal persuasion in the form of 

positive encouragement on an entrepreneurial career may influence entrepreneurial self-

efficacy. If social persuasion is from people that potential entrepreneur trust or form the 

successful role model to the individual, verbal persuasion may exert an even more 

profound influence on the development of entrepreneurial self-efficacy (Baughn, 2006). 
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Hopp and Stephan (2012) indicated that social factors could enter into the formation 

of entrepreneurial events by directly influences the formation of individual value systems. 

In a social system that admires entrepreneurs, more individuals will choose the path to 

become entrepreneurs. Therefore, we propose:  

Hypothesis 3: Social norm will positively be related to entrepreneurship self-

efficacy 

The research use gender (women or men), previous entrepreneurial experiences 

(ever start a business or not) and parents' occupations (business-related jobs or others) as 

control variables. 

3. Research methodology 

To examine the hypotheses, data was gathered from a self-administered 

questionnaire conducted among university students in Hanoi, Vietnam. The participation 

in this study was final year students studying business and economics at 6 public and 

private universities. Questionnaires were randomly distributed to target respondents with 

control of sex, major and universities. 

The questionnaire was adapted from various sources. The questionnaire is in 

Vietnamese and includes 20 questions. The research questionnaire was designed by 

borrowing measures from previous researches with adaptation for the Vietnamese context. 

Before using the questionnaire for the survey, a qualitative study has been done to test the 

question, adopt and make it easier to use in the Vietnamese context. Two pages 

questionnaire consisted of three parts: demographic and family background, 

entrepreneurial self-efficacy and perceived environment supports. The scales used in the 

questionnaire were 5-point Likert scale with 1 - strongly disagree, 2 - disagree, 3 - neutral, 

4 - agree, 5- strongly agree for each question.  

Financial support measures with 3 items borrowed from Israr and Saleem (2018) 

asking their perception of the ability to access finance when starting a new venture. Non-

financial support measures with 6 items adopted from Lüthje and Franke (2004), this 

construct has been used and tested in Schwarz's (2009) research. The social norm 

used Linan and Chen's (2009) measures with 3 items asking about opinions about 

being entrepreneurs of students‘ family, friend and important people. The measure 

of entrepreneurial self-efficacy is from Begley and Tan's (2001) research include 7 

items asking the respondents of their confidence in implementing 7 

entrepreneurship tasks. 
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Prior to conducting the main study, the author implements an additional 

exploratory study to improve the reliability and validity of the questionnaire and 

confirm the research model. 5 in-depth interviews were conducted with final year 

students at National Economics University during August 2017 to confirm that the 

appropriate research model and survey instruments. 

After finishing data collection, I checked the data to ensure that the sample consists 

of the research designed subjects, eliminate questionnaires with bias answers or missing 

important information (8 questionnaires). Finally, the final dataset. Include 385 final year 

students. 

SPSS software version 22 is used for analyzing data to examine the validity and 

reliability of measures, test the research hypotheses and model.  

Descriptive analysis, factor analysis with varimax rotation, Cronbach alpha were 

conducted to test measure, and then and hierarchical multiple regression was performed to 

examine the hypothesized propositions.  

4. Research finding 

4.1. Sample descriptions 

A total of 385 responses have been used for analyses. 

Gender: Out of 385 students in the research, 199 (51.7%) are women, 178 (46.2%) 

are men. 

Family business background: 60.8 % of the students‘ parents are not involved in 

business activities or business owners and 49.2 % of students‘ parents are developing 

business-related carrier. 

Entrepreneurship experience: 12% of respondents have involved in entrepreneurship 

activities or invested in new ventures. 
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Table 1: Respondents‟ universities 

 Frequency Percent Valid Percent Cumulative Percent 

National Economics 

University 

159 41.3 41.3 41.3 

Thuongmai University 66 17.1 17.1 58.4 

Foreign Trade University 41 10.6 10.6 69.1 

Trade Union University 22 5.7 5.7 74.8 

FPT 27 7.0 7.0 81.8 

Phuongdong University 70 18.2 18.2 100.0 

Total 385 100.0 100.0  

ource: Author's research. 

4.2. Measures assessment  

Exploratory Factor Analysis (EFA) analysis with varimax rotation was conducted 

for 23 items of 4 variables at the same time. 23 items loaded in 4 factors. Social norm, 

financial support and entrepreneurship self-efficacy items are loading with factor loading 

in all cases above 0.5. All items are loading in original factors. One item of non-financial 

support scale NFS6 is loading in the wrong factor, the other factors are loading in the 

original one with factor loading in all cases above 0.5. Then, Cronbach's Alpha analysis 

was conducted. ―Cronbach‘s Alpha if item deleted‖ of NFS6 is higher than its Cronbach‘s 

Alpha. After considering, NFS6 is eliminated from the non-financial scale. EFA analysis 

is conducted again (Table 2). 

Cronbach‘s Alpha analysis was conducted for all scales. Cronbach‘s Alpha analysis 

for dependent and independent variables shows that all variables' Cronbach‘s Alphas are 

at a minimum of 0.718. All the values of ―Corrected item-total correlation" are bigger than 

0.3. All the study ‘s items have ―Cronbach‘s Alpha if item deleted‖ are lower than the 

total variable Cronbach‘s Alpha.  
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Table 2: EFA analysisRotated Component Matrixa 

 Component 

1 2 3 4 

SE7 .769    

SE6 .762    

SE5 .759    

SE3 .724    

SE1 .713    

SE4 .653    

SE2 .559    

NFS1  .739   

NFS2  .735   

NFS3  .719   

NFS4  .696   

NFS5  .668   

FS2   .825  

FS3   .808  

FS1   .804  

SN2    .791 

SN3    .790 

SN1    .773 

Source: Author's research. 

Therefore, all variables are internally consistent scales. They are validity and 

reliability for using in the next analysis.  

Table 3: Variables' measurements 

Variables No of items Cronbach‟s alpha 

Social norm 3 items 0.718 

Financial supports 3 items 0.787 

Non-financial environment supports 5 items 0.779 

Perceived entrepreneurship self-efficacy 7 items 0.849 

Source: Author's research. 

4.3. Results of hypothesis testing 

Before using regression to test the research hypothesis, we tested the normal 

distribution of the indexes for all variables. The correlation matrix has been used to 

examine the bivariate correlation between all factors and the regression assumptions are 

checked (Table 4). 
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Table 4: Correlate analysis 

Correlations 

 SE SN FS NFS 

SE 

Pearson Correlation 1 .339
**

 .288
**

 .289
**

 

Sig. (2-tailed)  .000 .000 .000 

N 385 385 385 385 

SN 

Pearson Correlation .339
**

 1 .202
**

 .141
**

 

Sig. (2-tailed) .000  .000 .000 

N 385 385 385 385 

FS 

Pearson Correlation .288
**

 .202
**

 1 .322
**

 

Sig. (2-tailed) .000 .000  .000 

N 385 385 385 385 

NFS 

Pearson Correlation .289
**

 .141
**

 .322
**

 1 

Sig. (2-tailed) .000 .000 .000  

N 385 385 385 385 

Correlation is significant at the 0.01 level (2-tailed). 

Source: Author's research. 

Then, hierarchical regression analysis is used to test the relationship between 3 

environment determinants with perceived entrepreneurship self-efficacy. In the first 

regression model - the control model - the dependent variable is perceived 

entrepreneurship self-efficacy with 3 control variables, the model is not significant (F = 

7.762, adjusted R2 = 0.051, p > .05). 

The second model with three control variables and three environmental independent 

variables were tested. The model is significant with research data (F = 18.247, adjusted 

R2 = 0.192, p < .001). Perceived entrepreneurship self-efficacy has a significant 

relationship with prior entrepreneurship activities. But it is not the case for the other two 

control variables. Gender and parents' business occupations have not got a significant 

relationship with perceived entrepreneurship self-efficacy. All three independent variables 

have positive significant relations with perceived entrepreneurship self-efficacy. 

Supportive social norms, financial and non-financial environment supports relate 

positively and significantly with perceived entrepreneurship self-efficacy (P < .05). 
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 Table 5: Regression modelCoefficientsa 

Model Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. 

B Std. Error Beta 

1 

(Constant) 3.213 .102  31.651 .000 

Family business background .113 .065 .086 1.725 .085 

Gender -.022 .059 -.019 -.377 .707 

Prior entrepreneurship 

activities 

.392 .088 .225 4.467 .000 

2 

(Constant) 1.490 .228  6.550 .000 

Family business background .074 .061 .057 1.218 .224 

Gender -.005 .058 -.005 -.095 .925 

Prior entrepreneurship 

activities 

.329 .082 .189 4.026 .000 

Non-financial supports .146 .046 .160 3.180 .002 

Social norm .220 .041 .253 5.390 .000 

Financial supports .142 .041 .170 3.442 .001 

a. Dependent Variable: meanSE 

Source: author's research. 

All hypotheses H1, H2, H3 are supported with the research data. 

After all, test for (multi-) collinearity. The tolerance and the variance inflation factor 

(VIF) statistics indicate high tolerance values of > 0.924 and low VIF.  

5. Discussion and conclusion 

The research findings show that entrepreneurs who have start-up experiences tend to 

believe themselves capable of doing entrepreneurship tasks. Having parents self-

employed have not much meaning for entrepreneurial self-efficacy of students. This is in 

line with the other researches of Bowen and Hisrich (1986), Nguyen (2017), Schereret et 

al. (1989), Shapero and Sokol (1982).  
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The study provides evidence that the perceived contextual environment support 

factors play a significant role in the students' perception of entrepreneurial self-efficacy. 

This supports the contextual theory of entrepreneurship. Also, it is consistent with 

findings from studies by Fini et al. (2009), Hopp and Stephan (2012) and affirmed that 

environment support substitute with social supports predicts entrepreneurial self-efficacy 

apart from attitude and individual characteristics. 

The study recommends public policymakers several meanings and methods to 

intensify their activities and design programs on fostering entrepreneurship. Such 

programs must remove the adverse perceived environmental condition, provide financial 

as well as the structure and institutional supports for starting a company. 

Furthermore, the social persuasion of entrepreneurship as graduates‘ career choice 

should be improved. Our findings suggest that educators and policymakers need to 

consider the role of family, cultural attitudes and social personal perceptions when seeking 

to promote entrepreneurial actions of college students through policies or educational 

programs. Entrepreneurship image, role and success stories should be educated to 

families, public and social communities, so that they have a positive and favorable attitude 

toward entrepreneurship. The social encouragement and positive thinking of 

entrepreneurship as a career will promote student entrepreneurship competence cognition.  

The study results confirmed that perceived environmental supports impact positively 

to students' entrepreneurship entrepreneurial self-efficacy. 

The study has several limitations. The analysis was limited only to the regression 

analysis to understand the influence of environmental supports on the entrepreneurial self-

efficacy among final year students. Also, the study only focused on two major 

environmental factors, which are environmental and social supports without consideration 

of other environmental barrier factors such as government and university policies, 

individual factors. These factors are believed that would have the potential to influence the 

entrepreneurial self-efficacy.  

Some additional areas for future exploration emerged. Future studies should 

replicate this study using other foreign students, or different contexts to validate and 

increase the generalization of the finding obtained in this study. Another method of data 

analysis also needed to accurately explain the relationship between environmental 

supports and entrepreneurial self-efficacy. This calls for more researches in the interaction 

between different environment determinants that operate at different levels of analysis: 

national level (governmental laws, institutional and local aspect) and the university level 
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(education, social life) and individual level (knowledge, characteristics). Future researches 

should discover the relationship between entrepreneurship potential, entrepreneurship 

intention, and entrepreneurship decisions - the actions can occur after a long-time lag in 

the process. 
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Abstract: 

We employ an updated panel datasets of Canada, France, Germany, Italy, Japan, the 

United Kingdom and the United States from 1997 to 2017. Then, we control for unobserved 

heterogeneity and rule out potential biases by constructing a dynamic panel model to examine 

the linkage between foreign direct investment and economic growth of the group of seven 

(G7) during the observation time. The GMM estimated results illustrate no empirical evidence 

that foreign direct investment has accelerated economic growth of these developed countries. 

The determinants of economic growth of G7 are trade openness and domestic investment. 

Government expenditure, population growth and the 2008 global financial and economic 

crisis are factors reducing economic growth of the developed world. The new panel models 

with fixed effects and random effects also point to the same conclusion. Some 

recommendations for Vietnam are also proposed. 

Keywords: Developed countries, economic growth, foreign direct investment, GMM 

estimators. 

 

1. Introduction 

According to the International Monetary Fund (IMF) and the Organization for 

Economic Co-operation and Development (OECD) definitions, direct investment 

reflects the aim of obtaining a lasting interest by a resident entity of one economy 

(direct investor) in an enterprise that is resident in another economy (the direct 

investment enterprise). So, foreign direct investment (FDI) can be understood as an 

investment made by a firm or individual in one country into business interests located 

in another country. As said by the World Trade Organisation (1996), foreign direct 

investment occurs when an investor based in one country (the home country) acquires 
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an asset in another country (the host country) with the intent to manage that asset. 

Farrell (2008) defines FDI as a package of capital, technology, management and 

entrepreneurship, which allows a firm operate and provide goods and services in a 

foreign market, while Jhingan et al. (2012) define FDI is how an investing country 

exercises de facto or de jure control of at least 10 per cent or more interest in an 

enterprise‘s voting rights. The emergence of FDI as a force for integration in the 

global economy dates back to the nineteenth century. FDI started to grow in the post-

war period due to the need for reconstruction of many countries around the world. 

In recent decades, developed countries including Canada, France, Germany, 

Italy, Japan, the United Kingdom and the United States that form the Group of Seven 

(G7 in short) have been attractive destinations for foreign investors due to their 

sufficient level of human capital, good infrastructure, developed financial market and 

incentive policy. They are usually the largest receivers of FDI in the world for years.  

Figure 1: The Net FDI inflows into G7 during 1997-2017 (current million USD) 

 

Source: The World Bank, 2019 

The Figure 1 illustrates the net FDI inflows into G7 during 1997-2017. 

Generally, the net FDI inflows into G7 fluctuated during the observation time. 

Specifically, FDI increased from about 197,362.305 million USD in 1997 to 

895,739.005 million USD in 2000. Then, FDI capital fell down to 296,126.846 million 

USD in 2003. FDI capital rebounded and reached at 898,795.568 million USD in 2007 

before fell down again to 300,411.264 million USD in 2009-one year after the 

happening of the 2008 global financial and economic crisis. Then, FDI recovered and 

reached a peak at 968,908.673 million USD in 2016 and dropped down to 

664,212.1327 million USD in 2017.  
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The research question is ―Does FDI inflows accelerate economic growth of the 

host country?‖ Following the endogenous growth theory developed by Romer (1986), 

there has been a large body of empirical works in recent years indicating that FDI does 

play an important role in economic growth. However the empirical results have been 

mixed and there remain gaps in the literature, hence the imperative for additional 

studies. This study will set out the linkage between FDI and economic growth of G7 

during 1997-2017. The article is divided into six sections. Section 2 presents a brief 

review of related literature, section 3 explicates the econometric models and data 

sources, section 4 demonstrates the estimated results, section 5 gives an analysis of the 

estimated results, while section 6 concludes and proposes some recommendations. The 

next section will, first, present a brief review of related literature on the relationship 

between FDI and economic growth. 

2. Review of related literature 

FDI has generated both theoretical and empirical debate with respect to its 

costs and benefits to the source and host countries. One dimension of this debate 

concerns the effect of FDI on economic performance of recipient country. The 

literature approaching this issue can be categorized into micro studies using firm-

level data for a particular country or macro studies utilizing country-level data for a 

or a group of countries.  

Micro studies usually do not provide evidence that economic growth can be 

positively attributed to FDI in a specific recipient economy. These studies focus on 

technology spillovers, wage, productivity spillovers, export, or import etc that are 

linked with FDI. The empirical results of micro studies are diverse. Caves (1974), 

Hymer (1976), Blomstrom and Persson (1983), Blomstrom (1986), Blomstrom and 

Wolff (1989, 1994), for example, find positive impacts of FDI in the host countries. 

On the contrary, Aitken and Harrison (1999), Harrison and McMillan (2003) find 

no significant effects of FDI making the issue more controversial. This supports for 

the claim of Lipsey (2002). 

Macroeconomic analyses that account for groups of developed countries often 

report either a negative impact on growth (Carkovic and Levine 2002; 

Mencinger, 2003; Johnson, 2006; Türkcan et al., 2008; Nath, 2009; Herzer, 2012; 

Sergey, 2012; Imtiaz, 2017) or an inconclusive effect (De Mello, 1999). By 

contrast, several macro-based articles on both developed and developing countries 

or developing countries themselves indicate a positive effect of FDI inflows on 

recipient economies (Balasubramanyam et al., 1996; Olofsdotter, 1998; Reisen and 
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Soto, 2001; Chawdhury and Mavrotas, 2006; Lee and Tan, 2006; Kornecki and 

Rhoades, 2007; Wang, 2009; Lee and Chang, 2009; Vadlamannati and Tamazian, 

2009; Kornecki and Raghavan, 2011; Tu and Tan, 2012; Mehic et al., 2013; Bayar, 

2014; Gheorghe, 2014; Sasi and Mehmet, 2015; Majid and Elahe, 2016; Silajdzic 

and Mehic, 2016; Sakyi and Egyir, 2017; Ahmad et al., 2018; Hayat, 2019), albeit 

differing by country, and indicating the importance of the host country 

characteristics (Alfaro et al., 2004; Li and Liu, 2005; Batten and Vo, 2009). 

Recently, Asamoah et al. (2019) observe a decreasing effect of FDI on economic 

growth of 34 sub-Saharan Africa countries. 

Other macroeconomic studies focus on single-country study due to the 

heterogeneous relationship between FDI and growth, and because the impact of 

FDI on growth is said to be largest in open, advanced developed countries with 

good infrastructure, educated workforces, developed financial markets, and 

government effectiveness. Researchers utilized country-level data or provincial 

level data. The results of these researches are also mixed and there exist debates 

and controversies on the issue. For example, Liu et al. (2002), Yao (2006), Anwar 

and Nguyen (2010), Campbell (2012), Zhao (2013), Frank (2013, 2014), Liu et al. 

(2014), Sultanuzzaman et al. (2018), Wu et al. (2019), Ghosh (2019) provide the 

link between FDI and economic growth, while Zhao and Du (2007), Ye (2010), 

Nerija et al. (2015), Lindblad (2015), Jorge and Werner (2018) find no evidence for 

FDI to stimulate economic growth. Hanafy and Marktanner (2019) find sectoral 

effect of FDI on economic growth of Egypt during 1992-2007. So, the question of 

FDI-economic growth nexus is still an opened one. 

The diversity of empirical findings can be explained by the variety of applied 

methods (ARDL, ECM, GMM, MSMs, FE, RE, OLS, 2 SLS, 3 SLS, PVAR, VECM, 

Granger causality test etc), country samples (single country: China, Ghana, Indonesia, 

Malaysia, Mexico, Nigeria, Singapore, South Africa, Spain, the Philippines, Venezuela, 

Vietnam, etc; a group of countries: Africa, ASEAN, Central and Eastern Europe, 

developing countries, developed countries, both developed and developing countries, 

EAGLE countries, emerging ASIAN economies, Latin America, OECD, transition 

economies etc), variables employed (GDP per capita growth, GDP growth, Net FDI 

inflows, domestic investment, government expenditure, trade openness, institutional 

quality, tax, human capital, inflation, wage, productivity, export, import etc), and 

observation time. While, there are only a handful of factual studies that have examined 
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the FDI-economic growth nexus in developed countries, hence the imperative for 

additional studies. 

Generally, there remain gaps in the literature. So, the authors strive to fill 

these gaps with an improved empirical study to check whether FDI has boosted 

economic growth of G7 that includes the largest receivers of FDI in the world. In 

this research, the authors investigate the relationship between FDI and economic 

growth of G7 in the period from 1997 to 2017 by using country-level data to 

conduct cross-country study. The authors will control for unobserved 

heterogeneity, that is, the country-specific effects, and rule out potential biases by 

constructing a dynamic panel model with generalized method of moments (GMM) 

estimator for the parameters to obtain more consistent and efficient estimation. 

Moreover, the authors will examine the effects of other determinants on economic 

growth of G7. Some policy implications for Vietnam will also be proposed. The 

following section will explicate the econometric models and data sources. 

3. The econometric model specification and data sources 

3.1. The econometric model specification 

In a panel data model, the omitted variable bias resulting from the unobserved 

variable in the error term that is potentially correlated with one or more of the 

explanatory variables is also referred to as ―unobserved heterogeneity‖. In cross-

country investigations, heterogeneity across countries is present because of differences 

in economic conditions or social-cultural backgrounds. Dependence among countries 

is unavoidable due to cooperation or competition, particularly with the current 

prevalence towards globalization. Failing to account for these concerns jointly has 

constrained deeper analysis in extant studies. It is well known that each country 

sustains its own dynamics in the development process. This fact calls attention to the 

need to control for cross-country heterogeneity when initiating an empirical modeling 

strategy (Chou, 2013, p. 227). A dynamic panel model can account for the unobserved 

heterogeneity, in this case, due to the country-specific effects. The dynamic panel 

model advances other models like the OLS, FE, and RE by using first differenced 

model and including a lagged dependent variable as instrumental variable. The result 

will be more powerful model. In this research, we employ the dynamic panel model 

with generalized method of moments (GMM) estimators suggested by Arellano and 

Bond (1991). Now, we start the dynamic panel procedure with a first-order model by 

adding a lagged dependent variable as an instrumental variable in the model:     
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For                      using datasets with large N and fixed T 

    is dependent variable,  

   is constant,  

     is lagged dependent variable, 

the         are   parameters to be estimated, 

   is a      vector of parameters to be estimated, 

    is a      vector of explanatory variables (time-varying explanatory 

variables), 

   is a      vector of parameters to be estimated, 

   is      vector of time-invariant variables, 

   are the panel-level effects (unobserved individual effects), which may be 

correlated with lagged dependent variable      ,  

    is the random error and     are identically distributed (i.i.d.) with variance   
 . 

Assumptions: we assume that the component error term:            

                       

E(    ) =   
 , if j = i, 0 otherwise. 

E(εitεjs) =   
  if j = i and t = s, 0 otherwise. 

E(        = 0, E(       = 0 

At this stage, this model assumes that the random error term     is not serially 

correlated and the lagged dependent variable       is correlated with the panel-level 

effects (unobserved individual effects)   . If there is correlation between       and    

the use of standard panel data estimator is not appropriate. Therefore, Arellano-Bond 

first-differenced estimator is utilized to eliminate the panel-level effects (unobserved 

individual effects)   . Taking first differences both sides of the equation (1) to 

eliminate panel-level effects    and    yields:  

                                                          

In this equation, the panel-level effects (unobserved individual effects)    

correlated with       and    are swept out from the model through first difference. 

However, after controlling for the panel-level effects (unobserved individual effects) 

by first difference, there still exist complications in the model: the correlation between 

the differenced lagged dependent variable and the disturbance term/process.
135

 

Because the       in ∆      is a function of the        which is also in ∆   . So ∆     is 

                                           
135

 The disturbance term encompasses any shocks that occur to the dependent variable that cannot be explained 

by the conditional (or deterministic) portion of the model. 
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correlated with ∆    by construction. Arellano and Bond (1991) suggested that we 

could use the lagged levels,       and       and so on, as instruments. For generalized 

method of moments style instruments, the limits on how many lags are to be included. 

If T is fairly large (more than 7-8) an unrestricted set of lags will introduce a huge 

number of instruments, with a possible loss of efficiency. By using the lag limits 

options, we may specify, for instance, that only lags 2-5 are to be used in constructing 

the GMM instruments. Then we could apply the standard instrumental techniques to 

estimate the model. 

3.2. Data sources 

This research employs an updated panel datasets of 7 developed countries including 

Canada, France, Germany, Italy, Japan, the United Kingdom, and the United States from 

1997 to 2017. The data is collected from trustworthy sources; the World Bank and 

Economy Watch (see the Appendix 1). The below section will summarise the estimated 

results using the generalized method of moments for estimation of the parameters. For 

further robust check of the GMM estimated results, we also run a series of fixed 

effects and random effects models. 
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4. The econometric estimated results  

Table 1: Dynamic Panel Models with the GMM Estimators 

Dependent Variable: Economic Growth (Real GDP Per Capita Annual Growth) 

Model (1) (2) (3) (4) (5) (6) (7) 

GDPPCGR (L1) 

0.187    

(0.0980)          

-0.486*** 

(0.140)         

-0.252*  

(0.0986)          

   -0.237* 

(0.105)         

-0.236** 

(0.0790)         

-0.269*** 

(0.0700)         

-0.106 

(0.0571)                                       

GDPPCGR (L2) 

  -0.0419  

(0.106)          

-0.456*** 

(0.101)         

-0.220** 

(0.0792)         

-0.211* 

(0.0829)         

  -0.187** 

(0.0572)         

-0.193*** 

(0.0513)         

-0.159** 

(0.0291)                                              

GDPPCGR (L3) 

-0.0464   

(0.104)         

-0.310***  

(0.0687)         

-0.151*  

(0.0714)         

-0.147*     

(0.0725)         

-0.103*     

(0.0504)         

-0.116*  

(0.0492)         

-0.100** 

(0.0281)                                     

GDPPCGR (L4) 

-0.00997  

(0.0505)         

-0.180***  

(0.0476)         

-0.0788 

(0.0546)         

-0.0753  

(0.0562)         

-0.0534 

(0.0493)         

-0.0618 

(0.0469)         

-0.0496 

(0.0436)                                             

GDPPCGR (L5) 

-0.112    

(0.0760)         

-0.111***  

(0.0323)         

-0.0327 

(0.0284)         

-0.0320  

(0.0280)         

-0.00859 

(0.0237)         

-0.0193 

(0.0196)         

-0.00651 

(0.0144)                                         

LGDPPC 

  -

0.00254***  

(0.000411)       

-0.000929*  

(0.000425)       

-0.00156*** 

(0.000349)       

-0.00161*** 

(0.000356)       

-0.00156***  

(0.000287)       

-0.00148***  

(0.000266)       

-0.00205** 

(0.000307)                         

NETFDI 

0.244***     

(0.0492)         

0.0677***  

(0.0196)         

0.000220  

(0.0218)         

0.000856 

(0.0225)         

0.00344 

(0.0186)         

0.00418  

(0.0168)         

-0.00978 

(0.0198)                                   

GOVSPG  
-2.958***  

(0.353)          

-1.446***  

(0.243)          

-1.430***   

(0.258)          

-1.164*** 

(0.206)          

-1.219*** 

(0.206)          

-0.609* 

(0.268)                              

INVEST   
1.013***  

(0.129)          

1.009***   

(0.128)          

0.874***  

(0.144)          

0.839*** 

(0.147)          

0.883* 

(0.135)                          

LABOR    
0.151 

(0.197)          

0.200   

(0.149)          

0.150   

(0.143)          

0.134 

(0.106)                              

TRADEO     
0.129***    

(0.0363)         

0.132***    

(0.0375)         

0.152** 

(0.0290)          

POPGRW      
-0.340*   

(0.147)          

-0.282* 

(0.124)        

CRISIS       
-1.078** 

(0.393) 

_cons 
0.886**  

(0.281)          

0.363   

(0.245)          

0.633*** 

(0.154)          

0.653***  

(0.142)         

0.556*** 

(0.0889)         

0.518*** 

(0.0924)          

0.960** 

(0.190)                                            

N 105 105 105 105 105 105 105 

Sargan Test (P value) 0.5818 0.0182 0.0143 0.0135 0.0130 0.0139 0.0664 

Arellano-Bond test  

(P value) 
0.0182 0.0169 0.0214 0.0219 0.0197 0.0193 0.0246 

Notes: Robust standard errors in parentheses and * p<0.05, ** p<0.01, *** p<0.001 
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Sargan Test of over identifying restrictions with H0: over identifying 

restrictions are valid. 

Arellano-Bond test for zero autocorrelation in first-differenced errors with H0: no 

autocorrelation. The results of these tests are summarised in Table 1. 

Table 2: Fixed Effects Models with First Difference 

Dependent Variable: Economic Growth (Real GDP Per Capita Annual Growth) 

Model (1) (2) (3) (4) (5) (6) (7) 

GDPPCGR (L1) 
 0.185 

(0.108)   

-0.486* 

(0.157)   

-0.252 

(0.111) 

-0.237 

(0.119) 

-0.236* 

(0.0899) 

-0.269* 

(0.0801) 

-0.106 

(0.0656) 

GDPPCGR (L2) 
-0.0440 

(0.118)          

-0.456** 

(0.113)         

-0.220* 

(0.0893)         

-0.211 

(0.0939)         

-0.187* 

(0.0650)         

-0.193* 

(0.0587) 

-0.159** 

(0.0335) 

GDPPCGR (L3) 
-0.0477 

(0.117) 

-0.310** 

(0.0770) 

-0.151 

(0.0805) 

-0.147 

(0.0821) 

-0.103 

(0.0573) 

-0.116 

(0.0563) 

-0.100* 

(0.0323) 

GDPPCGR (L4) 
-0.0106 

(0.0567) 

-0.180* 

(0.0534) 

-0.0788 

(0.0615) 

-0.0753 

(0.0637) 

-0.0534 

(0.0561) 

-0.0618 

(0.0536) 

-0.0496 

(0.0501) 

GDPPCGR (L5) 
-0.112 

(0.0849) 

-0.111* 

(0.0362) 

-0.0327 

(0.0320) 

-0.0320 

(0.0316) 

-0.00859 

(0.0270) 

-0.0193 

(0.0224) 

-0.00651 

(0.0166) 

LGDPPC 
-0.00253** 

(0.0004) 

-0.000929 

(0.0004) 

-0.00156** 

(0.0003) 

-0.00161** 

(0.0004) 

-0.00156** 

(0.0003) 

-0.00148** 

(0.0003) 

-0.00205** 

(0.0003) 

NETFDI 
0.244** 

(0.0550) 

0.0677* 

(0.0219) 

0.000220 

(0.0245) 

0.000856 

(0.0255) 

0.00344 

(0.0212) 

0.00418 

(0.0192) 

-0.00978 

(0.0228) 

GOVSPG  
-2.958*** 

(0.396) 

-1.446** 

(0.273) 

-1.430** 

(0.293) 

-1.164** 

(0.234) 

-1.219** 

(0.236) 

-0.609 

(0.308) 

INVEST   
1.013*** 

(0.146) 

1.009*** 

(0.145) 

0.874** 

(0.163) 

0.839** 

(0.169) 

0.883** 

(0.155) 

LABOR    
0.151 

(0.223) 

0.200 

(0.170) 

0.150 

(0.164) 

0.134    

(0.122) 

TRADEO     
0.129* 

(0.0413) 

0.132* 

(0.0428) 

0.152** 

(0.0333) 

POPGRW      
-0.340    

(0.168)       

-0.282   

(0.142)   

CRISIS       
-1.078 

(0.452) 

_cons 
0.883** 

(0.174) 

0.363 

(0.191) 

0.633** 

(0.160) 

0.653** 

(0.165) 

0.556** 

(0.108) 

0.518** 

(0.0974) 

0.960** 

(0.213) 

N 112 112 112 112 112 112 112 

R-sq 0.529 0.803 0.877 0.877 0.891 0.892 0.909 

adj. R-sq 0.498 0.787 0.866 0.865 0.879 0.879 0.897 

Note: Robust standard errors in parentheses and * p<0.05, ** p<0.01, *** p<0.001 
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Table 3: Random Effects Models with First Difference 

Dependent Variable: Economic Growth (Real GDP Per Capita Annual Growth) 

Model (1) (2) (3) (4) (5) (6) (7) 

GDPPCGR (L1) 

0.00119    

(0.125)          

-0.540***  

(0.153)         

-0.343*** 

(0.0985)         

-0.346***   

(0.0918)         

-0.360***  

(0.0535)         

-0.396*** 

(0.0578)                            

-0.319*** 

(0.0814) 

GDPPCGR (L2) 

-0.188  

(0.148)          

-0.491*** 

(0.116)         

-0.285*** 

(0.0825)         

-0.287***  

(0.0784)         

-0.272***    

(0.0403)         

-0.274*** 

(0.0354)                               

-0.284*** 

(0.0418) 

GDPPCGR (L3) 
-0.143     

(0.141)         

-0.326*** 

(0.0773)         

-0.189*    

(0.0886)         

-0.190*      

(0.0876)         

-0.151***  

(0.0432)         

-0.164*** 

(0.0442)                       

-0.176*** 

(0.0376) 

GDPPCGR (L4) 

-0.0660  

(0.0689)         

-0.185*** 

(0.0473)         

-0.0977  

(0.0579)         

-0.0982    

(0.0580)         

-0.0816  

(0.0473)         

  -0.0904 

(0.0464)                                  

-0.0968 

(0.0505) 

GDPPCGR (L5) 

-0.140     

(0.0886)         

-0.111***  

(0.0332)         

-0.0409   

(0.0316)         

-0.0409 

(0.0322)         

-0.0178   

(0.0214)         

  -0.0310 

(0.0189)                           

-0.0288 

(0.0163) 

LGDPPC 

-0.00194*** 

(0.0004)       

-0.000737   

(0.0004)       

-0.00125***  

(0.0003)       

-0.00124*** 

(0.0003)       

-0.00116*** 

(0.0002)       

-0.00107*** 

(0.0002)                      

-0.00137*** 

(0.0003) 

NETFDI 

0.248***   

(0.0570)         

0.0686***   

(0.0206)         

0.00267    

(0.0249)         

0.00251  

(0.0244)         

0.00190  

(0.0163)         

0.00296   

(0.0138)                            

-0.00889 

(0.0166) 

GOVSPG  
-2.974***   

(0.398)          

-1.565***   

(0.262)          

-1.567*** 

(0.262)          

-1.272***  

(0.146)          

-1.332*** 

(0.153)                      

-0.929*** 

(0.200) 

INVEST   
0.974***         

(0.140)          

0.976***   

(0.137)          

0.848***    

(0.143)          

0.805*** 

(0.146)            

0.828*** 

(0.127) 

LABOR    
-0.0508        

(0.236)          

  -0.0580          

 (0.168)          

-0.0985 

 (0.143) 

-0.181 

(0.159) 

TRADEO     
0.142**          

(0.0437)         

0.145** 

(0.0453) 

0.160*** 

(0.0387) 

POPGRW      
-0.453* 

(0.207) 

-0.436* 

(0.190) 

CRISIS       
-0.831* 

(0.393) 

_cons 
0.638     

(0.338)          

0.289    

(0.287)          

0.515*   

(0.201)          

0.511**  

(0.189)          

0.390**    

(0.147)          

0.350* 

(0.159)                                  

0.632* 

(0.265) 

N 112 112 112 112 112 112 112 

R-sq:        

within 0.5238 0.8019 0.8756 0.8754 0.8880 0.8895 0.9043 

between 0.0181 0.0320 0.0050 0.0031 0.0216   0.0120 0.0080 

overall 0.4941   0.7878 0.8602 0.8602 0.8788 0.8811 0.8924 

Note: Robust standard errors in parentheses and * p<0.05, ** p<0.01, *** p<0.001 
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5. An analysis of the estimated results 

The estimated results are summarised in Table 1, Table 2 and Table 3 above with 

different sets of control variables. Since FDI is the key explanatory variable and 

primary focus, it is included in every model in our research to examine the possible 

impact of FDI on economic growth of G7 when other variables are controlled for. 

Lagged GDP per capita (constant 2010 USD) variable is the first control variable in 

the model to capture the ―convergence rate‖, ceteris paribus.
136

 Government 

Expenditure (annual growth %) and Domestic Investment (as % of GDP) are included 

next to examine the ―crowding-out‖ or ―crowding-in‖ effect of FDI in G7 economies. 

After we examine the variables that have interactive relationship with FDI, Labor 

force participation rate (% of total population ages 15-64) entered the model to test the 

impact of the Human capital on economic growth of the developed world. Finally, 

three additional control variables are added including Trade Openness measured by 

import and export as a share of GDP ([import + export]/GDP), Population growth 

(natural growth rate %) and a Crisis dummy that captures the possible impact of the 

2008 global financial and economic crisis on economic growth of G7. This dummy 

variable takes the value of ―1‖ in crisis period, 2008-2011, and ―0‖ otherwise. 

From Model 1 through Model 7 of the GMM estimated results in Table 1, most 

of the variables are statistically significant at 1 or 5% level. However, we respect the 

results of the Model 7 due to it includes all the explanatory variables for economic 

growth of G7. Moreover, this equation qualifies the Sargan Test of over identifying 

restrictions and the Arellano-Bond test for zero autocorrelation in first-differenced 

errors. The following is an analysis of the estimated results of Model 7. 

The coefficient of lagged GDP per capita (LGDPPC marked here) is negative and 

significant at 1% level suggesting that country with a higher initial level of income 

would have a lower growth rate of GDP per capita. This supports for the conclusion of 

the Neo-classical growth theory. 

The coefficient of Government Expenditure variable (GOVSPG marked here) is 

negative and statistically significant at 5% level. This implies that local investment 

from government is less effective in terms of promoting economic growth of G7. This 

                                           
136

 The Neo-classical growth theory proposed by Solow (1956) argues that lower income countries tend to catch 

up with higher income countries. Therefore, lower income countries will grow faster and eventually all countries 

will converge in terms of per capita income. The lagged GDP per capita is supposed to be negatively related to 

economic growth and the coefficient of the lagged GDP per capita is the rate that lower income country could 

catch up with higher income country when all the other explanatory variables except for FDI are held constant. 
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is the same with the estimated results of some empirical studies in both developed and 

developing countries in the literature. 

The coefficient of Domestic Investment variable (INVEST marked here) is 

positive and statistically significant at 5% level indicating that ―crowding-in‖ occurred 

in the developed world. According to the crowding-in hypothesis, FDI is supposed to 

―crowding-in‖ domestic investment as incoming FDI would lead to new or higher 

amount of domestic investment where it would not be possible in the absence of FDI. 

Romer (1993) argues that the introduction of new goods to the economy has an 

important role on development. Thus, FDI is assumed to contribute to the capital 

formation of the host country through introducing new goods and technologies. 

Crowding-in of domestic investment as a result of receiving FDI generally occurs 

when foreign investment generates spillovers to the domestic economy. As 

Borenzstein et al. (1998) argue that such spillovers occur because foreign investments 

lower the costs of adopting new technologies, which in turn enhances the rate of 

growth. FDI may also generate demand for specialized inputs, thus increasing the 

marginal productivity of investments in those inputs. Gallagher and Zarsky (2007) 

classify the channels for the crowding-in effect as follows. There may be backward 

linkages that are formed through the provision of inputs to foreign investors by local 

firms. Forward linkages can be formed as a result of the provision of goods and 

services by foreign firms in order to be used as efficiency-enhancing inputs by 

domestic industries. Crowding-in may occur due to knowledge spillovers from 

multinational firms to domestic firms that gain access to new technologies and tacit 

knowledge. Finally, multiplier effects can be observed when FDI enters the host 

country. An example of such effects could be that foreign investors raise the number 

of people employed in the host country thereby increasing local spending on 

domestically produced goods and services, which is favorable for domestic investors. 

The coefficient of Human Capital variable (LABOR marked here) is positive but 

statistically insignificant. This means we don‘t have evidence to conclude that this 

factor has promoted economic growth of G7 in the observation time. 

Trade Openness variable (TRADEO marked here) shows a significant and 

positive effect in Model 7. This means open to trade has promoted economic growth of 

G7. Trade openness can boost economic growth in the following ways. First, 

international trade can allow countries to specialize in sectors where they have a 

relatively lower opportunity cost to exploit the comparative advantage over other 

countries. Over time, higher degree of openness helps economies to employ more of 
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their human, physical and capital resources in areas where they have the highest 

productivity and returns in open international markets. Second, trade openness can 

help the diffusion of advanced technology and new ideas to host countries to help them 

improve productivity and economic efficiency. Third, free trade will give consumers 

access to cheaper products and increase the purchasing power and living standard for 

both developed and developing countries. Fourth, it will also allow producers to attain 

cheaper inputs and hence reduce their cost and improve their competitiveness.  

The coefficient of Population Growth variable (POPGRW marked here) is 

negative and significant at 5% level in Model 7 meaning that it has had a negative 

impact on economic growth of G7. This finding is consistent with current theories that 

higher population tends to reduce economic growth under the assumption of 

diminishing marginal productivity of labor inputs. As a result, economic growth 

cannot be boosted by a simple increase in population.  

The coefficient of the 2008 CRISIS dummy is negative and statistically 

significant at 1% level in Model 7 suggesting that the 2008 global crisis is a factor 

reducing economic growth of G7. The 2008 global financial and economic crisis has 

been one of the most significant economic shocks in the post-war period. At its core, 

the crisis originated in credit markets in developed countries-centred particularly in 

the United States, the United Kingdom and Europe-but the fallout has had a 

significant effect on activity in every country and region. As the crisis intensified, 

there was a large swing in the appetite of world financial markets for risk, and in 

their capacity to accept risk. The result was a shift from the easy credit conditions 

that had prevailed for some years to a situation of tight credit and in some cases 

dysfunctional markets. This was accompanied by a loss of consumer and business 

confidence, with significant effects on global activity. Notably, with the deterioration 

in financial conditions following the Lehman Brothers‘ collapse, the level of activity 

in the major economies took a sharp turn for the worse. In the climate of extreme 

uncertainty, business and consumer confidence collapsed. Households responded by 

cutting discretionary spending especially demand for manufactured goods. The result 

was an exceptionally sharp fall in global industrial production towards the end of 

2008, and significant contractions in GDP in most of the major economies. The 

downturn in the G7 economies intensified during the December quarter-especially in 

Japan-and spread to other parts of the world, including Asia, Latin America and 

Eastern Europe (Eday, 2009). 
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Now, we turn into discussion on the most important variable in this research, 

NETFDI. The coefficients of the NETFDI variable are positive and significant in 

Model 1 and Model 2. However, after the authors control for Domestic Investment, 

Human Capital (Labour force participation rate), Trade Openness, Population Growth 

and the 2008 Global Crisis, it is statistically insignificant in Model 3-7 in Table 1. This 

means FDI has not accelerated economic growth of G7 during the observation period 

1997-2017. However, FDI has effected on developed countries through ―Crowding-in‖ 

effect as the author‘s analysis above.  

For further robust check of the estimated results in dynamic panel models with 

GMM estimators presented in Table 1, we also run a series of fixed effects and random 

effects models that are summarised in Table 2 and Table 3 above. Generally, we 

witness the same trends in fixed effects and random effects models. After we control 

for Domestic Investment, Human Capital, Trade Openness, Population Growth and the 

2008 Global financial and economic crisis, the coefficients of FDI variable become 

statistically insignificant. The new panel models with fixed and random effects also 

point to the same conclusion.  

What are implications for Vietnam from the above analysis? It is undeniable that 

foreign capital flows influence the growth process of both developed and developing 

countries. Developed countries require foreign capital inflows in collaboration with 

domestic invested capital for sustainable development, while developing countries need it 

for economic growth and investment purpose. Implicitly, FDI is an attractive area to 

explore in the context of both developed and developing countries. There are several 

views from traditional to modern theory that explains the importance of FDI inflows. 

Traditional view explains FDI as a movement of capital with respect to differences in 

returns among countries. Neoclassical economists view foreign capital inflows as a 

resource for economic development and openness toward other economies. In addition, it 

enhances the prospects of increased standard of living (Levin, 2001).  

Vietnam started transforming its centrally planned economy into a market-

economy since 1986, which is the so-called ―Renovation Policy‖. The country opened 

―the door‖ to the World in the early 1990s. Since the end of the U.S. embargo, in 

February 1994, Vietnam has engaged successively in several regional trade 

agreements and international organizations, around twenty signed and negotiating 

FTAs, such as ASEAN-AEC, USBTA, ACFTA, AKFTA, JVEPA, WTO, EVFTA, 

Eurasian Customs Union, CPTPP11 etc and become one of the most open economies 

in the region. Through which the country has made efforts to reform its economic 
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institution. The results of the institutional reforms demonstrated through administrative 

reforms, removal of restrictions on investment, improvement of legal transparency. 

Some basic foundations are clearly important for the country in attracting foreign 

capital to promote growth. Wages are low and demographics are favorable. Half of the 

population is below the age of 35 with a large and growing workforce. The country is 

also politically stable and geographically close to major global supply chains.   

Recently, FDI has become a significant source of funds for Vietnam. Many of 

Vietnam‘s economic indicators prove that FDI capital has been a key to success in the 

process of industrialization-modernization and economic development. On one hand, FDI 

generates new financial and managerial, and technological resources. On the other hand, it 

increases employment and exports. Moreover, FDI may also have the linkage effect to 

domestic firms, and promote the efficiency of the economy. While premature de-

industrialization sweeps through the world economy, Vietnam‘s manufacturing sector has 

steadily expanded with the international brands of Coca-cola, Pepsi-cola, Ford, Honda, 

Toyota, Yamaha, Samsung, LG, LS,... After three decades since the Renovation, the 

country has attracted up to USD 415,067.3 million of FDI registered capital of 29,893 

projects with USD 191,092.9 million of implemented FDI capital (GSO, 2019).137 

Figure 2: FDI inflows into Vietnam during 1995-2018 (USD millions) 

 

Note: Including supplementary capital to licensed projects in the previous years 

Source: Vietnamese General Statistics Office (GSO), 2019. 

                                           
137

 Data downloaded on 9
th

 October 2019 from website: https://www.gso.gov.vn/default.aspx?tabid=716. 
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To check whether FDI has boosted economic growth of Vietnam within ASEAN 

context, we also employ a panel data set of 8 ASEAN countries during 2001-2017 and 

the GMM estimated technique.
138

 The estimated results are presented in Table 4. 

Table 4: Dynamic Panel Models for ASEAN Countries 

Dependent Variable: Economic Growth (Real GDP Per Capita Annual Growth) 

 (1) (2) (3) (4) (5) (6) (7) 

GDPPCGR  

(L1) 

-0.194 

(0.113) 

-0.193 

(0.113) 

-0.201 

(0.112) 

-0.194 

(0.111) 

-0.271** 

(0.0984) 

-0.254** 

(0.0982) 

-0.255** 

(0.0987) 

GDPPCGR  

(L2) 

  -0.137 

(0.0946) 

-0.135 

(0.0953) 

-0.148 

(0.0943) 

-0.137 

(0.0942) 

-0.158 

(0.0822) 

-0.180* 

(0.0830) 

-0.182* 

(0.0851) 

LGDPPC 

-0.00113   

(0.000581) 

-0.00114 

(0.000583) 

-0.00113* 

(0.000575) 

-0.00114* 

(0.000572) 

-0.00145** 

(0.000503) 

-0.00173** 

(0.000533) 

-0.00173** 

(0.000536) 

NETFDI 

0.411*** 

(0.0885) 

  0.412*** 

(0.0897) 

0.377*** 

(0.0912) 

0.371*** 

(0.0908) 

0.380*** 

(0.0792) 

0.417*** 

(0.0824) 

0.415** 

(0.0845) 

GOVSPG  
-0.00155 

(0.0207) 

0.0000873 

(0.0204) 

0.00131 

(0.0203) 

0.00239 

(0.0178) 

0.00121   

(0.0176) 

0.00125 

(0.0178) 

CREDIT   
-0.0693 

(0.0459) 

-0.0670 

(0.0457) 

-0.0686 

(0.0398) 

-0.0551 

(0.0406) 

-0.0557 

(0.0408) 

LABOR    
-0.574 

(0.413) 

-0.549 

(0.360) 

-0.563 

(0.357) 

-0.550 

(0.367) 

TRADEO     
0.0780*** 

(0.0182) 

0.0739*** 

(0.0182) 

  0.0738** 

(0.0184) 

POPGRW      
0.882 

(0.604) 

0.891 

(0.607) 

CRISIS       
0.00254 

(0.523) 

_cons 
0.193    

(0.284)         

0.195    

(0.285)         

0.348    

(0.299)         

0.342    

(0.297)         

0.471    

(0.261)         

0.521*   

(0.261)         

0.523 

(0.304) 

N 112 112 112 112 112 112 112 

Sargan Test  

(P value) 
0.7165 0.7307 0.7250 0.7560 0.5710 0.5898 0.6058 

Arellano-Bond  

test (P value) 
0.0402 0.0410 0.0430 0.0498 0.0185 0.0189 0.0199 

Notes: Standard errors in parentheses and * p<0.05, ** p<0.01, *** p<0.001 
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 Due to lack of data, the authors eliminate Lao PDR and Myanmar from country samples. 
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Sargan Test of over identifying restrictions with H0: over identifying 

restrictions are valid. 

Arellano-Bond test for zero autocorrelation in first-differenced errors with H0: no 

autocorrelation. The results of these tests are summarised in Table 4.  

In Table 4, the coefficients of the NETFDI variable are positive and stably 

significant at 1% level from Model 1 to Model 7 suggesting that FDI has promoted 

economic growth of ASEAN countries including Vietnam during the observation time. 

FDI, usually through direct or indirect participation of multinational corporations 

(MNCs), are firms that carry the most advanced technology and research and 

development (R&D). Therefore, FDI by MNCs is assumed to be a primary channel 

through which recipient economies can access more advanced technology. Other than 

that, FDI is also a channel through which many other highly productive resources 

could be introduced into the host countries via the cooperation between the MNCs and 

local firms. Those resources include capital stock, managerial expertise, accounting 

and auditing standards and knowledge of international markets. They are assumed to 

help the recipient economies improve the productivity and economic efficiency. 

Meanwhile, FDI might help to stimulate domestic investment in related industries. 

Overall, FDI has not directly accelerated economic growth of the developed 

world but it has a positive and significant impact on developing ASEAN countries. 

FDI inwards between developed countries take the largest portion and developed 

countries, now, pay more attention to three ways to earn money from other countries 

such as exporting, franchising and outward FDI. Their economic growths usually base 

on innovation index and transfer it to developing and undeveloped countries. In case of 

the developing countries that are typically plagued by low levels of productivity 

leading to low levels of wages and hence low levels of savings and investment, again 

perpetuating the low productivity levels, an external injection in the form of foreign 

investment often acts as a vehicle to break away from the ―vicious circle‖. It tends to 

supplement national savings, facilitate access to internationally available technologies 

and management know-how, raise efficiency and expand output so that the inward 

spiral turns to a trajectory of economic growth and prosperity. The followings are 

some policy implications for Vietnam.  

First, the business environment should also be further improved emphasizing on 

regulatory reform, administrative procedures reform, apparatus reform, capacity 

enhance for cadres and civil servants, and administration modernization. These are to 

reduce the obstacles (bureaucracy, corruption), and to create a clear business 
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environment, transparent/stable legal framework to satisfy foreign investor‘s 

requirements.  

Second, Vietnam should use ODA and other capital sources to perfect its 

infrastructure in terms of road, airport, seaport etc. This will help using foreign capital 

more efficient. 

Third, Vietnam should use the trade openness within signed FTAs to attract more 

advance technology FDI projects from developed economies like the U.S., Japan, the 

Republic of Korea, and the EU. The country should also maintain a low interest rate to 

induce FDI inflows into the country. Besides, using the marketing methods to polish 

Vietnam‘s images in international community will make its soft power stronger then 

lobby and promote the FDI inflows. Not only the Ministry of Planning and Investment, 

but also the Ministry of Culture, Sport and Tourism as well as other authorities, cities, 

and individuals should conduct this.  

Fourth, developing supporting industries is very much related to sustaining FDI 

enterprises. In addition, development of FDI projects must go hand in hand with the 

development of a human resource base as well as the creation of a level playing field 

that will create a favorable business environment for all economic entities. FDI, of 

course, can play an important role in developing supporting industries, for example, 

through the promotion of joint ventures between (private) domestic small and medium 

enterprises (SMEs) and foreign partners in supporting industries. In this regard, there 

is a need to support and to give some incentives from the Vietnamese Government. It 

is also very crucial to establish closer links between higher value-added services and 

manufacturing. 

Vietnam‘s national advantages resulting from cheap labour force will be no 

longer saturated in the fourth industrial revolution, so the country should find partway 

to deal with this and take her to the next level of global value chains. Reaching to 

capital market in Vietnam is also a shortcoming that needs to be solved.  

Vietnamese policy makers should also be aware that ―every coin has two sides‖. 

This means FDI may have both ―crowding-out‖ and ―crowding-in‖ effect. So, Vietnam 

should pursue various policies to attract foreign investment but try her best to avoid 

negative impact from ―crowding-out‖ effect and reduce the environment pollution 

resulting from low quality FDI projects. 

Generally, foreign investors are usually attracted by three broad groups of 

factors: (i) the profitability of the projects; (ii) the ease with which subsidiaries‘ 
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operation can be integrated into investors‘ global strategies; (iii) the overall quality of 

the host country‘s business environment (Christiansen and Ogutcu, 2002). In line with 

Dunning‘s eclectic theory of FDI, works should be highlighted that an analysis on the 

specific advantages of the host country based on the economic, institutional, and 

political characteristics will be more attractive than other alternatives. Moreover, as 

suggested by Romer (1993), if developing countries like Vietnam would like to gain 

more from FDI inward they should narrow down the gap in knowledge, or ideas, rather 

than in physical capital. Much of that capital was the human or organizational capital 

of multinational firms. For more rapid growth ―…one of the most important and easily 

implemented policies is to give foreign firms an incentive to close the idea gap, to let 

them make a profit by doing so…by creating an economic environment that offers an 

adequate reward to multinational corporations when they bring ideas from the rest of 

the world and put them to use with domestic resources…‖ 

6. Concluding remarks and recommendations 

This research has extended past literature by examining the linkage between net 

FDI inflows, trade openness, the 2008 global financial and economic crisis, and other 

determinants and economic growth of G7 by using an updated panel datasets and the 

GMM estimators. The estimated results of the GMM estimators reveal no evidence of 

the relationship between FDI and economic growth of G7 after controlling for country-

specific effects and rule out the potential biases to get persuasive and consistent 

estimation results. The new panel models with fixed and random effects also point to 

the same conclusion. FDI itself has not directly accelerated economic growth of G7. 

However, FDI has had ―crowding-in‖ effect in the developed world. The determinants 

of economic growth of G7 are Trade openness and Domestic investment, while 

Government expenditure, the 2008 Global financial and economic crisis, and 

Population growth are factors reducing economic growth. Based on these findings, it is 

recommended that G7 countries should introduce a preferential treatment policy for 

the industries or sectors where FDI is associated with a ―crowding-in‖ effect to open 

up and promote for more inflows of FDI. And, G7 countries should prevent a repeat of 

the disaster-another global financial crisis. 

Regarding the implications for Vietnam, in contrary to the developed world, 

inwards FDI has taken a crucial role in the development process of developing 

ASEAN members including Vietnam. Since the launch of Renovation in 1986, FDI 

and economic growth are important determinants of each other in Vietnam. So, the 

country should apply the above recommendations to attract more advanced 
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technology FDI projects in the coming times. This is necessary for her to catch up 

with other advanced countries in the context of international economic integration. 

And, the country should also pay attention to the negative impact of low quality 

FDI projects.   

Finally, the econometric models should be constructed to evaluate the real effect 

of FDI on the host country. However, the effects were robust to changes in methods of 

estimation, economic models, observation periods, variables, and country samples 

employed. Hence, the result and analysis will be more reliable and persuasive if 

correctly specified model and consistent estimation technique are rigorously 

employed.  

Appendix 

Appendix 1: Variables and Data Sources 

Variables Data Resources 

LGDPPC The World Bank, retrieved on 5 July 2019 from website 

https://data.worldbank.org/indicator/NY.GDP.PCAP.KD 

NETFDI The World Bank, retrieved on 5 July 2019 from website 

https://data.worldbank.org/indicator/BX.KLT.DINV.WD.GD.ZS 

GOVSPG The World Bank, retrieved on 5 July 2019 from website 

https://data.worldbank.org/indicator/NE.CON.GOVT.KD.ZG 

INVEST The Economy Watch, retrieved on 23 July 2019 from website 

http://www.economywatch.com/economic-statistics/economic-

indicators/Investment_Percentage_of_GDP/  

LABOR The World Bank, retrieved on 5 July 2019 from website 

https://data.worldbank.org/indicator/SL.TLF.ACTI.ZS 

TRADEO The World Bank, retrieved on 5 July 2019 from website 

https://data.worldbank.org/indicator/NE.TRD.GNFS.ZS 

POPGRW The World Bank, retrieved on 5 July 2019 from website 

https://data.worldbank.org/indicator/SP.POP.GROW?view=map 

 

  

http://www.economywatch.com/economic-statistics/economic-indicators/Investment_Percentage_of_GDP/
http://www.economywatch.com/economic-statistics/economic-indicators/Investment_Percentage_of_GDP/
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Appendix 2: Summary of the Statistics (Period: 1997-2017, Countries: 7, 

Observations: 147)  

Variable Mean Std. Dev. Min Max 

LGDPPC 453.1123      770.9133     -2441.028      2339.774 

NETFDI 0.0451506      2.205788     -9.799011       10.1763 

GOVSPG 0.0462775      0.4862864     -0.9094843       2.25165 

INVEST -0.0606735      0.9816253        -3.312         2.298 

LABOR 0.0013129      0.3209803     -0.7369957      0.9550018 

TRADEO 0.6875636      3.038534     -10.27986      8.638032 

POPGRW -0.0053782      0.2700253     -1.700516      2.041442 

CRISIS 0.1904762  0.3940192         0        1 

 

Appendix 3: Correlation Matrix  

 LGDPPC NETFDI GOVSPG INVEST LABOR TRADEO POPGRW CRISIS 

LGDPPC 1.0000        

NETFDI 0.0386 1.0000       

GOVSPG -0.0108 -0.2134 1.0000      

INVEST 0.0274 0.2897 -0.6784 1.0000     

LABOR 0.2318 0.0693 -0.1031 0.1569 1.0000    

TRADEO -0.0703 0.2338 -0.5649 0.5535 0.0191 1.0000   

POPGRW 0.0679 -0.0176 0.0849 -0.1843 -0.0361 -0.0845 1.0000  

CRISIS -0.3840 -0.1283 0.2965 -0.1764 -0.2202 -0.0279 -0.1643 1.0000 
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Abstract: 

This paper aims at examining the existence of World Trade Organization (WTO) 

membership impact on Vietnam‘s trade performance (export, import). A basic gravity model 

is then implemented on bilateral trading data between Vietnam and 106 partners between the 

period of 1999 to 2018. Multilateral resistance term (MRT) and zero value of trade data, 

which are issues commonly associated with the gravity model, are addressed by utilizing 

country-year specific effect and Poisson Maximum Likelihood estimator (PPML). The most 

crucial finding of this paper is that as a member of the WTO, Vietnam has significantly more 

trade (both import and export) with other members than countries without membership. This 

superior amount of intra-WTO trade is the result of a more liberalize trade environment 

offered by the WTO framework, as well as the tendency of Vietnam government to promote 

export and the growing demand for import of Vietnam emerging economy. 

Keywords: Import, export, trade, WTO. 

 

1. Introduction     

The underlying benefits arisen from abolishment of trade barriers (tariff and non-

tariff) between countries and economic entities has been acting as the bedrock of the 

recent mass establishment of regional trade agreements. Approximately around 291 

regional trade agreements (RTA) are being enforced worldwide, according to WTO‘ 

RTAs facts and figures. RTAs have gradually replaced multilateral agreements to 

becomes the spotlight of academic research. However, despite the obvious advantages 

that RTAs offer, due to their superior flexibility and broader scope of coverage, 

multilateral trade agreement such as the WTO is still believed to be vital for the world 

economy. The ‘Spaghetti bowl‘ effect (Bhagwati, 1995) is a common point arguing 

against extensive use of RTAs, in which the overlapping of regional agreements is 

considered to impose cost to world trades due to its complication. Baldwin (2013) 

                                           
139

 Corresponding email: minhdn@tmu.edu.vn 



  

 

 

1784 

believes the world requires a holistic and global regulation system for trade, hence 

greatly emphasizing on the importance of the WTO.  

The WTO promotes trade through abolishment of tariff rates as well as non-tariff 

barriers and also offers member countries an equal as well as transparent global trade 

environment, despite countries development levels. WTO provides a salient non-

discrimination (Most-favored-nation (MFN)) agenda which ultimately supports equal 

trading opportunities for all of its members regardless of development level. WTO also 

plays a role as an international negotiation forum for not only tariff and non-tariff 

barriers reduction but also essential trade related matters such as intellectual property 

(TRIPS), environment, health etc… But most importantly, the dispute settlement body 

of WTO provides a reliable platform for countries to resolve conflicts peacefully, 

avoiding retaliation and trade-war (Hankla, 2014).  

However, there are also criticism against the effectiveness of WTO on positively 

influencing countries‘ trades. Apart from its deadly drawback of general consent rule, 

which has prevented the DOHA round to reach agreement on sensitive issues such as 

agriculture and intellectual property, the WTO can fail to deliver the desire trade 

effect, especially for developing countries. Developing members of the WTO enjoy 

addition advantages due to the special differential treatment provisions (S&D) which 

allows developing and least develop members to implement to a certain extent 

protection measure on sensitive sectors, as well as relax or delay the obligation of 

these members to comply with WTO regulations and requirements. Despite the 

obvious goal to encourage and secure domestic prosperity for less developing 

countries, the provisions passively act as a barrier to free trade and reduce the total 

volume of trade flow into these members. Developing countries also often enjoy 

further indulgent from developed countries through the form of generalize system of 

preferences (GSP) which usually offer more generous tariff rates than the WTO, hence 

reducing the effectiveness of the WTO. Lastly, countries not always find WTO helpful 

to their particular trading portfolio, therefore resulting in the emergence of FTAs 

which countries can freely and easily negotiate for product lines deemed to be 

essential to their businesses. 

 Despite the popularity of WTO as well as the role that it plays on the global 

economy, little is agreed academically on the effect of the WTO on trades. Research 

regarding global effect of WTO such as Rose‘s, Subramanian and Wei‘s have unable 

to come up with a unified conclusion on the matter and their results are ambiguous and 

conflicted. On the other hand, country-specific or sometimes sector-specific analysis 
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on the impact of WTO have more frequently found positive correlation between 

membership and trade flow. However, country-specific research is often mainly focus 

on the special case of China (Evenett, 2005) and arguably lacks the diversity in 

development levels of the researched countries. This paper aims to contribute to the 

gap in academic research in the field by giving an insight on the relationship between 

WTO membership and developing country trades  

Overall, the main result shows a clear evidence that WTO emphasizes the trade 

volume between Vietnam and others members. This effect is non-bias between 

developing and developed members, as Vietnam maintains an even trade relationship with 

partners regardless of their development levels. The paper is structured as follow. The first 

section will provide a brief review on existence research. The data and empirical 

methodology will be presented in the second and third section, respectively. The last 

section discusses the result generated by PPMl estimation and introduces robustness 

checks for the available data. Lastly, the paper will end with a sum up conclusion. 

2. Past studies review     

This section will briefly introduce existing literatures which implemented 

gravity model to investigate the effect of WTO on trade flow within members. 

Pioneer in the field is the series of papers written by Rose. The first paper, written 

in 2002, used the gravity model to capture the effect of WTO on 178 IMF trading 

entities in the 51-years period, between 1948 and 1999. The gravity model was 

believed to be correctly specified as it provided expected coefficients for basic 

variables such as GDP and distance. However, the coefficient of interest which, 

represent dummy variable for WTO membership, was negative. Rose refers to his 

findings as a ‗mystery‘ as it is unreasonable to suggest that WTO actually has a 

negative impact on international trade. Despite the ambiguous result on the WTO, 

Rose actually found that the General Preference System (GSP) does strongly 

promote trade (around 100 percent), which he used to argue that the model does in 

fact capable of generating positive number.  

Inspired by Rose‘s paper, Subramanian and Wei made a revisited to the subject in 

2005. They argue that there are more dynamic (asymmetries) in the WTO/GATT system 

that Rose hadn‘t take into account namely, between developing and developed trading 

entities, between developing countries that joined the system before and after the Uruguay 

Round, between members and non-members, between sectors which are more liberalized 

and those that are not (Subramanian and Wei, 2005). Implemented a different 

specification of the gravity model on Rose‘s existing data, which contains dummy 
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variables representing countries‘ development levels, they aim to analyze the effect of 

WTO base on these different dynamic in the WTO system. The result was rather more 

optimistic compared to Rose‘s. The figures suggested that WTO industrial members‘ 

import increased by roughly 54%, while the import of developing countries suffer from a 

decrease of about 36%. Also, industrial members of WTO trade significantly more with 

others members compared to non-members (1.031 compared to 0.866). This imbalance in 

trade pattern is believed to be the result of explicit discrimination (Subramanian and Wei, 

2005). However, this characteristic is missing in developing member countries of WTO as 

developing seems to trade more with non-members than members of WTO. In addition, 

Subramanian and Wei suggested that new members of WTO (countries which join after 

Uruguay round) have significant larger trade volume compared to old member (countries 

which join before Uruguay round).  

Contributed to the literature is a paper written by Tomz, Goldstein and 

Rivers (2007) with the purpose of revisiting Rose‘s work. They argued that, 

Rose‘s data might be suffered from selection bias as he mistakenly defined GATT 

members as non-participant. This arguably inflicts a downward bias into Rose‘s 

results, as his estimation compared level of trade between a group of formal 

members and a group that also include many participants (Tomz, Goldstein and 

Rivers, 2007). They criticized the fact that Rose treated 10 provisional members 

and 56 de facto as outsiders and gave Comoros as an example. Comoros, as a 

French colony between 1949 and 1975, did participated in GATT even though it 

was never a formal member. This ultimately make Comoros a de facto member. 

Tomz, Goldstein and Rivers took non-member participant countries into account 

and re-estimated Rose‘s model. The model is in conflict with Rose‘s as they 

found that GATT promoted trade strongly among both formal members and non-

members participant. However, they specified that, their estimation and Rose‘s 

estimation weren‘t based on full structured gravity model and did not account for 

others dynamic within the WTO.  

More recent research tried to investigate the effect of the WTO with more 

dynamic and wider aspects. Dutt, Mihov, Van Zandt and Mihoc (2013) suggested that, 

the WTO even though do facilitate trade but only through the channel of extensive 

margin (expanding the export basket of one country) and export diversification. Kohl 

(2017) using different econometric methods to address specification bias from Rose‘s 

paper. The findings suggest that, the WTO facilitate trade between members, however, 

the level of gains from WTO memberships depends heavily on countries‘ multilateral 
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liberalization. Chaudoin, Kucik and Pelc (2016) investigated further into the dispute 

function of the WTO and found no comprehensive positive trade-related effect of the 

WTO dispute body even though various responsiveness level across countries to the 

dispute system can be found 

The variety of result from existence research indicates how different in 

econometric estimation specification and variables coding can influence and generate 

different or even conflicted result. Therefore, a unified econometric method is 

required in order to solve the debate in the field. The paper written by Heicher and 

Henn seek to unify the existence approaches from Rose‘s, Subramanian and Wei‘s 

and TGR. By doing this, they success in controlling for different sources of omitted 

bias and, as a result, proved that ‗the literature encompassing Rose, Subramanian and 

TGR generates one consistent result‘ (Heicher and Henn, 2011). However, the 

combined specification failed to find significant positive effect of WTO membership 

on trade which confirm Rose‘s result. 

While research on multilateral, global scale results don‘t seem to support the 

positive effect of WTO/GATT membership on trade. Countries-specific research‘s 

yielded much more optimistic result. Yeboah et al in 2011 sought to capture the 

effect of WTO on US cocoa trade. The estimation based on gravity model gave 

negative coefficient for the GDP variables, which is believed to be the result of US 

shifting away from cocoa export as the economy growth. This is an indicator that 

the results generated by the gravity model do depend on specific context and need 

to be carefully analyzed. Ultimately, the result supports a significantly positive 

effect of WTO on US cocoa import which support the findings of Subramanian and 

Wei. There are a series of research dedicated to the case of China accession to 

WTO. However, I was unable to find an empirical paper which use the gravity 

model. However, there are a considerable number of qualitative papers and reports 

about how WTO membership has effect China. Most of them report that WTO 

membership associates with positive trade growth in China and also has an impact 

on China‘s policy. 

Specifically dedicated to Vietnam trade is a paper written by Le in 2015. She used 

Vietnam trade data with 71 trading partners during the period of 1990 -2015. Le‘s result 

demonstrated in most case a significant positive impact of joining the WTO on Vietnam 

export and import.  In the contrary, the result suggests that Vietnam does not trade 

significant more with WTO members compared to non-members. This result contrasts the 

expectation made by Subramanian and Wei. However, her data only include 71 trading 
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partners and exclude some of the major partners such as Brazil, Argentina etc… which 

she didn‘t explain in the paper. This might inflict a selection bias on the result. Also, Le‘s 

use of the RER (Bilateral real exchange rate between Vietnam and partner) is rather 

questionable as the coefficient corresponding to RER were insignificant in some case for 

Vietnam import and in most case for Vietnam export. Furthermore, she didn‘t take into 

account the impact of the end of the trade embargo imposed by the US in 1994 which can 

overestimate the effect of WTO on Vietnam trade. 

Base on the foundation laid by the previous studies, I will try to capture the pure 

effect of WTO accession on Vietnam trade flow. Base on the result of Subramanian and 

Wei, it is expected that there will be a positive correlation between WTO accession and 

Vietnam trade. Therefore, I aim to use Vietnam‘s export as the dependent variable to 

examine this claim. Furthermore, following Rose‘s methods, I will also use average trade 

as my dependent variables in order to analyzed a more complete view of Vietnam trade 

flow. My model specification will mostly follow Rose‘s as it seems to generate 

consistence result. The data will include the data from 106 Vietnam trading partners 

which only exclude countries with no or negligible trade with Vietnam. I also only 

examined the period between 1999 till 2018 in order to avoid the effect of embargo lifted 

to the data. Hence the effect of WTO will be rightly captured.  

3. Data    

This paper will use a panel data of Vietnam trades between the period of 1999 to 

2018. The bilateral trade data was collected from Direction of Trade data (DoT) provided 

by International Monetary Fund (IMF) which covered trade Vietnam and 106 trading 

partners. A list of countries included will be presented in the Appendix. Almost all 

countries reported by IMF will be included with the exemption of countries which has 

minimal (close to zero) or no trade at all with Vietnam. The bilateral trade data is recorded 

in million US dollar and deflated using US GDP deflator from 1999 till 2018 with the 

base year of 2010. FOB export and CIF import are then averaged in order to obtain 

average trade between Vietnam and partner countries during the period. Although the data 

has already excluded countries with minimal or no trade with Vietnam, there are still a 

large number of zero observations. These zero number can be the product of none trade, 

rounding errors or missing data. Some countries didn‘t have economic relationship with 

each other in certain period of time (which is understandable given the US sanction 

imposed on Vietnam). Or, it can be the result of rounding errors, as the bilateral trade data 

is recorded in million US dollars, any trade value less than that will be rounding as zero. 

Finally, IMF data rely on the report of countries which can be missing or wrongly 
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recorded. The problem is IMF does not specify which case does these zero observations 

fall into. However, Gleditsch (2002) examined the problem by carefully compare DoT 

data to other sources such as UN or WTO trade data. The result showed that 80% of the 

zeros do represent non-trade figures.  

GDP values of Vietnam and partner countries were provided by World 

Development Indicators data from World Bank. The GDP of both Vietnam and partner 

countries are recorded in 2010 US dollar. GDP value of both Vietnam and partners 

were then transferred in to log form. GDP of China is calculated by combining the 

values of Mainland, Hong Kong, Macao and Taiwan.  

It is necessary to include a set of country specific effect in order to control for 

omitted variable bias. This is a common practice among existence literatures. As these 

factors tend to affect and shorten cultural distance, hence increase bilateral trade (Le, 

2016) These effects are modeled via dummies variable and control for border, colony or 

colonizer relationship. The countries specific data are extracted from GeoDist data set 

provided by CEPII. Data regarding distances between countries is also included which is 

calculated by the great circle formula and show the distance between capital cities of 

countries.  

Information regarding FTA with Vietnam involvement is also collected from WTO 

center of Vietnam Chamber of Commerce and Industry (VCCI). Only FTA listed by 

VCCI and was enforced prior to the year of 2019 is then included in the data set. 

Therefore, FTAs such as CPTPP, EVFTA, AHKFTA will be excluded from the data set. 

Data on GSP (General system of preferential) scheme enjoyed by Vietnam is collected 

from WTO Preferential Trade Agreements website. A list of FTAs and GSPs involving 

Vietnam will be included in the Appendix. Information about WTO membership of 

Vietnam partners is also collected from WTO website. A set of dummy variables are 

implemented to capture the effect of FTAs, GSP and WTO. The following table presents 

the set of variables used in the estimation 
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Table 1: Variables used in estimation 

Variable Description 

i Vietnam 

j Trading partners from 1 to 106 

Avrtradeijt Average of bilateral trade between i and j at time t 

EXPijt Export value between i and j at time t 

IMPijt Import value between i and j at time t 

LGDPit GDP of i at time t denoted in 2010 US dollar in log form 

LGDPjt GDP of j at time t denoted in 2010 US dollar in log form 

LDISTij Distance in kilometer between i and j capital cities in log form 

Contigij Dummy variable, =1 if Vietnam and j share the same border, =0 otherwise 

Colonyij Dummy variable, =1 if Vietnam and j had colony relationship, =0 otherwise 

Comcolij Dummy variable, =1 if Vietnam and j had the same colonizer post 1945 

FTAsijt 

Dummy variable, =1 if Vietnam and j were/are in the same regional trade 

agreement at time t 

WTOijt 

Dummy variable, =1 if Vietnam and partner are both members of the WTO at 

time t, 0 otherwise 

GSPijt 

Dummy variable, =1 if Vietnam is provided with GSP scheme form j at time t, 0 

otherwise 

4. Methodology    

4.1. The gravity model: Underlying theories and definitions 

The use of gravity model to estimate bilateral trade flow has been a standard 

practice among existence literature. The traditional gravity model was initially used in 

the 1960s and lay the foundation for mainstream trade research in the 1995 (Head and 

Mayer, 2014). It can be expressed in a general form. 

Xni =GYiYnϕni  (1) 

Where Yi Yn represent the level of production of both countries, mainly proxied 

through GDP, and ϕni is the accessibility index of importer, which proxy through 

distance.  It suggests an important insight that, the trade flow between two entities is 

proportional to the production sizes Yi Yn of both countries and inversely proportional 

to distance Dni between them.  

Many researchers view this specification to be naïve, as it makes an assumption 

that the accessibility variable ϕni is a constant, hence it eliminates the need of 

multilateral term (Krugman, 1995 cited in Head and Mayer, 2014). For example, as the 

tariff barriers between country i and j decrease/increase due to accession or leaving or 
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a free trade agreement (FTA). Such change will certainly have an impact on trade 

between country i and n. However, this change is not taken into account in traditional 

specification of the gravity model. The exclusion of the multilateral resistance term is 

fatal for the estimation based on this specification (Anderson and van Wincoop, 2003).  

4.2. Multilateral resistance term (MLR) 

As discussed above, the multilateral term refers to the level of barriers faced by 

countries i and j in trade with all of their trading partners (domestic and internal trade 

included) (Adam and Cobham, 2007). Despite the important of including the term, 

existence literatures either ignore or use a ‗remoteness‘ term to proxy it. Remoteness 

term is modeling mainly based on the distance variable and can be defined as  

REMi = ∑
   

  
 

The use of remoteness term is too focus on the distance variable and exclude any 

other trade barriers that essential for the analysis. Anderson and van Wincoop (2003) 

argued that, even distance is the only bilateral trade barrier exist, the functional form 

of it in the remoteness index contrast the theory of gravity equation. This functional 

form is also argued to put extraordinary weight to small countries as Yi get closer to 

zero, REM become unidentifiable (Head and Mayer, 2003). Anderson and van 

Wincoop implemented remoteness term in their paper and estimate using non-linear 

least square (NLS). This empirical strategy faces many hindrances as NLS is 

cumbersome to estimate and the result generated may be challenging to interpreted 

(Kuan, 2004 cited in Le 2016).  In conclusion Anderson and van Wincoop suggested 

that there is no advantage in adding the ‗remoteness‘ term as it does not change 

anything and it is in contrast with the theory.  

Recently, a common and widely used practice to take into account MLR term is to 

include importer and exporter fixed effect in the estimation. By including country-specific 

fixed effect, the multilateral resistance term is then replaced by a set of dummy variables 

which take the value of 1 if trade is between i and j and 0 otherwise. These indicators then 

possess coefficients that represent common element in trade between country pairs with 

any other country, which precisely describe the multilateral resistance term (Adam and 

Cobham, 2007). Estimation under this specification is believed to generate consistence 

estimates of the multilateral resistance term (Feenstra, 2005). An additional advantage of 

including country-specific fixed effect is to control for the systematic correlation between 

GDP and export (country tend to export large amount relative to its GDP). Also, other 

factors such as re-exporting or warehousing, are reflected in the country fixed effect. 
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As it is widely and successfully used among existence literature, country specific 

fixed effect will be implemented in this paper with the aim to proxy multilateral 

resistance term. 

4.3. Estimation Strategy: Dealing with zeros and heteroskedasticity 

As Newton‘s gravity force can be small but never zero, however, two countries 

trade flow can be zero in certain period of time due to their economic or politic 

relationship. In multiplicative form, the gravity model does not find zero data as a 

problem. In contrast, zero trade can pose a serious problem for estimation in log linear 

form. Overcoming the problem, majority of paper find it easier to just drop zero values 

and implement OLS to estimate the model. Another practice beside throwing away 

undesired zero (Xij=0) is to estimate the model using Xij + 1 or tobit estimator. 

However, Silva and Tenreyro (2006) argued that, these methods give inconsistence 

result of the parameters of interest. Silva and Tenreyro suggested Poisson Pseudo 

Maximum likelihood estimator (PPML) as a more adequate method. The PPML 

specification suggested by Silva and Tenreyro can be estimated in STATA using the 

following command 

Poisson exportij ln(distij) lnGDPi lnGDPj (other variables)ij robust 

The Poisson pseudo maximum likelihood estimator allows trade (export, import, 

average) values (dependent variable) to be regress in level. Hence the threat of zero 

observation is eliminated. Most importantly, the PPML allows the coefficients of 

logarithms based variables (independent variables) to be interpreted as elasticities.  

Furthermore, Silva and Tenreyro find evidence to that, the error terms in 

traditional log-linear form of Anderson and Wincoop are heteroskedastic. A log linear 

gravity model can be defined as follow 

ln Xij = lnYi + lnYj  - lnY
w
 + (1 – ζ)(lntij – lnPi – lnPj) + lnεij 

As the error term εij has a heteroskedastic characteristic, the higher power of 

error term lnεij also violate the homoscedasticity assumption and compromise the 

efficiency of OLS estimator. However, the PPML is argued to be robust with different 

pattern of heterokesdascity. 

4.4. Estimation specification  

The multiplicative model specification of the export variable will take the 

following form 

EXPijt = β1     
       

        
                                εijt  
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Using PPML, the log transformation specification of the above equation is as 

follow 

EXPijt = ln β1 + β2ln(GDPit) + β3ln(GDPjt) + β4ln(Distij) + β5Uij + γ1WTOijt + 

γ2GSPijt + γ3FTAijt + lnεijt 

Where: WTOijt =1 when Vietnam and partner are both members of WTO at time t 

and 0 otherwise 

    GSPjit =1 when Vietnam enjoyed GSP scheme from partner at time t 

FTAijt is the dummy for Vietnam regional trade agreements  

   Uij is a set of country specific effect which defined as 

Uij = β5Contigij + β6Comcolij + β7Colonyij  

Similarly, the model specification for average trade and import is as follow 

AVGijt = ln β1 + β2ln(GDPit) + β3ln(GDPjt) + β4ln(Distij) + β5Uij + γ1WTOijt + 

γ2GSPijt + γ3FTAijt + lnεijt 

IMPijt = ln β1 + β2ln(GDPit) + β3ln(GDPjt) + β4ln(Distij) + β5Uij + γ1WTOijt + 

γ2GSPijt + γ3FTAijt + lnεijt 

Base on standard gravity model theory, the coefficient of β2 and β3 are expected 

to be positive as domestic production is positively correlated with trades volume. 

However, β4 is expected to be negative, as distance between countries negatively 

correlated with bilateral trade volume. These coefficients will act as benchmark to 

evaluate the specification of estimator implemented. γ2 γ3 will capture the effect of 

GSPs and FTAs on Vietnam trade volume. As GSPs and FTAs offers much more 

generous tariff reduction, especially bilateral FTAs, which deal with product lines 

vitally important to members‘ trades, are believed to be more effective compared to 

WTO. Hence, γ2 γ3 are expected to be positive.  

γ1 is the coefficient of interest which capture the effect of WTO on Vietnam 

trade. WTOijt variable, which takes the value of 1 if both Vietnam and trading 

counterpart are members of the WTO at time t, will Others paper specifically 

dedicated to WTO effect on Vietnam trade such as Le (2017) and Pham (2011) proxy 

the effect of the WTO through VNin and Partin variables which the prior equal one if 

Vietnam is a member of the WTO and zero otherwise and the latter equal one if 

trading partner is a member of the WTO and 0 other wise. However, I believe 

capturing the effect of Vietnam accession into the WTO using these dummy variables 

is flaw and the coefficient generated cannot be considered as a solid indicator of the 

effect of WTO on Vietnam trade. As Vietnam joined the WTO in 2007, VNin will 

actually takes the value of 1 in years later than 2007 and 0 other wise. VNin 
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coefficient will then mathematically measure the difference in Vietnam trades between 

the two periods, previous and latter than 2007, which is intuitively positive as trade 

tend to increase over time. VNin and Partin are also incapable of measuring evolution 

of intra-block trades between WTO members. Hence, these variables are inefficient in 

representing the effect of WTO on Vietnam trade. Bypassing aforementioned 

problems, this paper use WTOijt as the variable of interest, which takes the value of 1 

if both Vietnam and trading counterpart are members of the WTO at time t. WTOijt 

mimics the Bothinijt variable in Rose‘s study, which evaluates if WTO have a trade 

creation effect on Vietnam trade. Or in other words, whether Vietnam, as a member of 

WTO, trade significant more with other members. WTOijt variable mimicking Rose‘s 

Bothin variable. By including FTAs and GSPs variables, which account for any effect 

that these schemes have on trade, WTO will reflect the pure effect of WTO, if there is 

any, on Vietnam trade. γ1 is the coefficient of interest, as theory suggests, γ1 is 

expected to be positive due to the abolishment of tariff rate WTO offers 

5. Results    

This section presents the results of three estimations dedicated to three dependent 

variables. The inclusion of import, export, and average trade values as dependent 

variables aims at providing a complete view of WTO effect on Vietnam trades. As 

Vietnam and trading partners frequently experiencing zero trade value during certain 

periods, due to discussed reasons, a Poisson pseudo maximum likelihood (PPML) is 

implemented in order to deal with missing trades value. Estimations will be considered 

with and also without fix effect, aiming to test the sensitivity of WTO effect to 

different type of specification. However, results yielded from estimations with fix 

effect is preferred as it takes into account MRT, which is empirically believed to be 

essential for estimation integrity. Main result table will be presented in Annex 1. 

Column (1) (3) (5) introduce PPML estimation without fix effect and column (2) (4) 

(6) introduce PPML estimation with fix effect. By including fix effect into the model, 

time-invariant variables will be omitted. 

5.1. Control variables discussion     

In general, the coefficients of the control variables behaved as expected and 

comply with the underlying theory of the gravity model. LOG GDP of both Vietnam 

and trading partners (i,j) both have a positive and statistically significant correlation 

with trades volume. On average, as Vietnam‘s GDP increases by 1%, Vietnam import, 

export and average trade with partners increases by 3.2%, 1.92% and 2.55% 

respectively.  Coefficient representing partner countries GDP also shows a highly 
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positive and significant relationship with Vietnam trade flows. Even when fix effect is 

included in column (2) (4) and (6), the coefficient for these variables still remain 

positive. This clearly shows the tendency of Vietnam to increase both import and 

export with relation to improvement in domestic production as well as the size of 

partner‘s market.  

Parameters of distance variable also show desirable sign. As distance increase by 

1%, export, import of Vietnam to and from trading partners will decrease by 0.5% and 

0.8%. This negatively generated relationship is solid evidence of a ‗curve‘ trading 

world, which is contrast with the ‗the world is flat‘ doctrine suggested by Freidman 

(2005). The world of trading (of tangible goods at least, services trading is easier to be 

liberated from distance by ICT) is still heavily restricted by proximity.  

The only surprise result related to control variables is the coefficient of Contig 

variable, which represents trading members sharing border with Vietnam. Despite 

being close proximity, trading partners sharing a border with Vietnam, namely Laos, 

Cambodia and China do not do not trade significantly more with Vietnam than others 

partner. On average, Vietnam export 40% less to Vietnam, Laos and Cambodia than 

further proximity countries. The impact of ‗sharing border‘ on import and average 

trade values is statistically insignificant with 5% confident level. Distances is 

important in international trade, however, no distance at all (in this case, Vietnam, 

Laos, Cambodia, China) does not necessary facilitate more trade. It is worth to notice 

that negative coefficient in variable representing common border is not peculiar among 

research dedicated to WTO effect evaluation. Rose (2004) also failed to find any 

evidence that countries sharing border trade significantly more with each other. Le‘s 

research dedicated specifically to effect of WTO on Vietnam trade also yield 

insignificant and/or negative relationship between sharing border and Vietnam‘s trade 

volume. One possible explanation for this phenomenon can be the similarity in 

geographical characteristic which leads to little differentiation in trading basket, hence 

limiting the incentive of trading between these countries. Especially, given Vietnam, 

Laos, Cambodia and China status as developing countries, which heavily depends on 

exporting agricultural products, exposing these countries even more with the 

aforementioned problem (explaining the negative coefficient in column 1). However, 

this result can also be the product of specific characteristic of trading relation between 

these countries. To give a precise explanation upon the issue and examine whether this 

phenomenon is country/region specific or systematically within international trade, 

require further study in the future. 
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5.2. Key variable discussion     

Result relating to the effect of RTAs and GSP on Vietnam‘s trade flow is rather 

unexpected as the paper shows mix signal of RTAs‘ effect and negative and significant 

effect of GSP on Vietnam‘s trade flow. Only the effect of RTA on Vietnam‘s import 

shows consistence result regardless of whether country-pair fix effect is included. 

Column (3) shows that, on average, Vietnam import 202% (e
1,106

-1) more with other 

members of FTAs than non-members. However, if country-pair fix effect is taken into 

account, this effect drops to only 20,9% (e
0.190

-1). On the other hand, relationship 

between RTA and export/average trade is much more ambiguous. Standard PPML 

estimation suggest a positive but not statistically significant relationship between 

FTAs and export volume (column 1), and a positive and statistically significant 

relationship between FTAs and average trade volume (column 5). However, when 

country-pair fix effect is considered, both coefficient turn significantly negative 

(column 2 and 6), which leaves a mix result regarding effect of FTAs on export and 

average trade. It is, therefore, inconclusive on the effect of FTA on Vietnam trade 

flow. This ambiguousness is possibly the direct result of the characteristic of FTAs 

variables, countries tend to establish trading agreement with partners with which they 

have intensive trading relationship with. This makes FTAs highly correlated with 

country-pair specific effect which is eliminated if fix effect is included. Furthermore, 

using one set of dummy variable to represent all Vietnam‘s FTAs neglect the 

complexity of the FTAs system that Vietnam is involving in. Vietnam is a part of 

multiple, and more importantly, overlapping FTAs system. Vietnam has agreement 

with Korea and Japan in both individual bilateral deals (VKFTA, VJEPA) and 

ASEAN + deals (AKFTA, AJCEP). Businesses possess the ability to choose 

whichever deals yield the most benefits to their trading activity, due to differences in 

abolishment level of tariff rate dedicated to different product lines. Therefore, 

estimating precisely FTAs effect on Vietnam trade, especially overlapping ones, 

requires method considering disaggregated data and tariff rate also needs to be taken 

into consideration. Another possible reason is the coefficient is skewed into negative 

values due to the existence of the VN-EAEU FTA, including Vietnam, Russia, 

Belarus, Amenia, Kazakhstan, Kyrgyzstan. Despite from Russia, the other 4 countries 

possess negligible if not zero trading activity with Vietnam. The VN-EAEU FTA 

serve the main purpose of facilitating trade between Vietnam and Russia Federation. 

This can underestimate the real effect of FTAs variable on Vietnam trade. 
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Column (1) (3) (4) (5) (6) show a negative relationship between General System of 

Preferential (GSP) and Vietnam trade flow, only in column (2) that a positive coefficient 

can be found, however not statistically significant. This suggests that, Vietnam trades 

(export and import) less with countries providing Vietnam with GSP than countries that 

don‘t. This is counter- intuitive as countries providing Vietnam with GSP scheme are 

mostly Vietnam‘s major trading partners, with the exception case of Armenia and 

Kazakhstan. This might be the sign that GSP schemes are actually not exceptionally 

effective at facilitating trade in Vietnam at the period of interest (1999-2018). However, it 

is not impossible that, the method of proxying GSP through one dummy variable is flaw. 

Xavier, Francesca and Michael (2016)‘s paper, which successfully found a positive 

relationship between EU-GSP and developing countries export, divided GSP into 3 

separate schemes with different liberation level (GSP, GSP+ and EBA) and also deals 

with highly disaggregated level of data. Therefore, representing GSP with only one 

dummy variable might disregard the complexity of GSP scheme and ultimately not 

optimal. However, Rose‘s paper (2004) with highly aggregated data and proxying GSP 

through only one dummy variable, successfully found consistence positive relationship 

between being a part of GSP schemes and increasing trade globally. It is a clear evidence 

that it is not impossible for a simple method of representing GSP to generate positive 

result. Therefore, the negative coefficient of GSP in this paper might actually reflex 

peculiar characteristic of Vietnam trading activity. 

Despite mix result for the effect of GSP and FTAs variables, Variable which 

proxy effect of the WTO (Bothinijt) show consistence positive effect in all 

specification of estimation. Column 1 and 3 show that on average, Vietnam export and 

import around 152.6% and 131,4% more with other members of the WTO, 

respectively, and these effect are statistically significant at 95% confident level. 

Including country-pair fix effect only alternate these coefficients only slightly.  This is 

a clear sight that the WTO has clearly, in the period of 1999-2018, facilitated intra-

WTO trade between Vietnam and other members. My results of the positive 

relationship between Vietnam trade and WTO membership seem to be more 

consistence compared to Le‘s result (2016), as her showed a negative yet insignificant 

effect of WTO membership on Vietnam trade using OLS and insignificant using 

PPML. This result is the sum of both the nature growth in Vietnam‘s economy and the 

effect of WTO membership on Vietnam‘s trade 

This result highly supports the half of the claim made by Subramanian and Wei 

that WTO membership increase the export of developing countries. However, my 
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estimation does not include variable to take into account the development level of 

countries, therefore I was unable to examined whether, the export of Vietnam to 

industrial countries was affected by WTO accession. This can be a direction for further 

research. In contrast, my result on average trade is in conflict of what Rose found in 

his paper. The WTO in fact does affect strongly and positively to Vietnam‘s average 

trade flow. Subramanian and Wei‘s  

5.3. Further dynamic analysis     

This section further analyzes other dynamics within the WTO system. Subramanian 

and Wei outlined 4 different asymmetries that influence trading activity among WTO 

members, namely between developed vs developing members, new vs old developing 

members, imports of members from members vs non-members, liberalized vs exempted 

sectors. However, due to the researched period as well as the available data, it is only 

possible to examine the difference in trading activity between Vietnam and 

developed/developing WTO members. The paper then includes variable DEVjt as a proxy 

for industrial countries, which takes the value of 1 if the country is listed as a developed 

country by the International Monetary Fund (IMF) and 0 otherwise. A list of developed 

countries will be presented in the Annex. The estimation will also include an interaction 

term Bothinijt*Devjt to take into account intra-WTO trade between Vietnam and industrial 

economies. If Vietnam trade significantly more with other industrial members then the 

coefficient will be expected to be statistically positive. the result of this specification will 

be presented in Annex 2. 

Coefficients of all variables experience negligible changes after addition variable is 

included. The effect of WTO remains positive and statistically significant. Standard 

PPML estimation does generate coefficients between the interaction variable and 

Vietnam‘s trade, however these coefficients are insignificant. In contrast, these 

coefficients turn negative if country-pair fix effect is included. Therefore, there is no to 

little evidence that the development level of partners has any impact on Vietnam‘s trading 

activities. It is an evidence that, WTO promotes trade rather evenly, regardless of 

development level, in the specific case of Vietnam. Vietnam‘s political and history 

relationship might be accountable for this result. US‘s embargo on Vietnam, which lifted 

in 1994, left an enormous gap in relationship between Vietnam and other industrial 

countries. AFTA (ASEAN Free Trade Agreement) was the first FTA that Vietnam 

involve in after the embargo. Therefore, Vietnam has had a much longer period and better 

access to free trade with other developing countries, compared to industrial countries. 
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Therefore, Vietnam have an un-bias trade relationship with both developing and 

developed groups of countries, even after joining the WTO. 

5.4. Robustness checks    

Papers in the field have proved that differences in estimation specification can lead to 

difference in result. To prove that the positive effect of WTO on Vietnam‘s trade generated in 

this paper is not the result of peculiar estimation strategy, this section introduces different 

measure to deal with the specification in order to check the result‘s robustness. Annex 3 and 4 

present responses of the WTOijt coefficient to different specifications 

Firstly, I include random effect instead of fix effect into the model. Then, the data for 

trade (export, import) is increase by 1 unit (Tobit), in order to deal with zeros and OLS 

estimation is implemented with log(export) and log(import) as the dependent variables. Next, 

the data set is split into countries with free trade relationship with Vietnam (FTA=1) and 

countries without (FTA=0), with the aim to find others dynamic. A dummy for financial 

crisis, which takes the value of 1 if t = (2007, 2008, 2009) and 0 otherwise, is incorporated to 

take into account the effect of financial crisis on Vietnam trade. Lastly, I drop observations 

belong to countries with the lowest quartile of export and import with Vietnam. 

Evidently, difference in estimation specification yields negligible turbulence in the 

effect of WTO membership to Vietnam trade. The coefficient of WTOijt shows consistent 

positive and statistically significant value regardless of methods used. When the data set is 

estimated using OLS, the coefficient of WTOijt for both export and import drop to 0,460 

and 0,256 respectively, however still significant. When the 2007-2009 financial crisis is 

modeled in to the estimation, the effect of WTO increases. Otherwise the coefficient 

stagnates at the average of 0.8. for both export and import. 

6. Conclusion    

Effect of multilateral trade agreement system, specifically the WTO, has been 

discussed among academics. This paper attempt to quantify the effect of WTO on a 

specific case of Vietnam in order to provide an insight on how the WTO facilitate trades 

in a developing country 

By using gravity model with PPML estimation, the most important finding of this 

paper is that, the WTO does facilitate positive trade value (export, import and average trade) 

between Vietnam and other members of the WTO. However, as a member of the WTO, 

Vietnam does not trade more with other industrial members compared to developing or 

least develop members. Hence the WTO promotes trade evenly in the case of Vietnam, 

which is in contrast of Subramanian and Wei claim. I then proceed to run robustness checks 

to see whether this result is the product of peculiar estimation strategy. However, the 
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positive and statistically significant effect of WTO on Vietnam trade shows no to little 

change as the estimation is alternated. This provides confidence to the result of the paper. 

The question remains ‗why the WTO effect is positive in the case of Vietnam but fail 

to present any significant effect on trade flow in global scale research?‘. I believe the effect 

of WTO is the result of Vietnam particular trading pattern and historical economic 

relationship with other countries. Vietnam happens to be located in a highly integrated 

region of South East Asia. All of Vietnam‘s partners in the region, which also Vietnam‘s 

main trading partners, are all members of the WTO, therefore Vietnam has incentive to 

utilize WTO agreement to facilitate trade, especially when bilateral FTA agreements 

between Vietnam and some partners (US, EU) have not been established or come in to 

force. Papers dedicated to a specific country has successfully generate a much more positive 

result compare to global scale research, which lays out the question ‗should research in the 

field be done in a more disaggregated level of data, both country-wise and sector-wise?‘ 

Annex 1: Main empirical result 

 Export Import Average trade 

 PPML 

(1) 

PPML 

(2) 

PPML 

(3) 

PPML 

(4) 

PPML 

(5) 

PPML 

(6) 

Log VN GDP 3.29 

(0.000) 

4.49 

(0.000) 

1.92 

(0.001) 

3.60 

(0.000) 

2.55 

(0.000) 

4.17 

(0.000) 

Log of j GDP 2.26 

(0.000) 

.802 

(0.000) 

1.94 

(0.000) 

0.528 

(0.000) 

2.11 

(0.000) 

0.438 

(0.000) 

Log of 

distance 

-0.55 

(0.000) 

 -0.851 

(0.000) 

 -0.710 

(0.000) 

 

Common 

border 

-0.412 

(0.001) 

 0.003 

(0.985) 

 -0.199 

(0.190) 

 

Colony -0.458 

(0.000) 

 0.0774 

(0.513) 

 -0.234 

(0.029) 

 

Common 

colonizer 

0.255 

(0.117) 

 0.757 

(0.014) 

 0.434 

(0.031) 

 

WTOijt 0.927 

(0.000) 

0.820 

(0.000) 

0.794 

(0.000) 

0.839 

(0.000) 

0.892 

(0.000) 

0.84 

(0.000) 

FTAijt 0.152 

(0.168) 

-.207 

(0.000) 

1.106 

(0.000) 

0.190 

(0.000) 

0.560 

(0.000) 

-0.014 

(0.006) 

GSPsijt -0.272 

(0.001) 

0.0057 

(0.791) 

-.575 

(0.000) 

-1.10 

(0.000) 

-0.454 

(0.000) 

-0.535 

(0.000) 

Country fix 

effect 
No Yes No Yes No Yes 

Note: The estimation is run with robust standard deviation. P-values are reported in 

parentheses. 
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Annex 2: Result for trading between Vietnam and industrial WTO members 

 Export Import Average trade 

 PPML 

(1) 

PPML 

(2) 

PPML 

(3) 

PPML 

(4) 

PPML 

(5) 

PPML 

(6) 

Log VN GDP 3.56  

(0.000) 

4.603 

(0.000) 

1.93  

(0.000) 

3.70 

(0.000) 

2.75 (0.000) 4.603 

(0.000) 

Log of j GDP 1.90  

(0.000) 

0.604 

(0.000) 

1.93  

(0.000) 

0.40  

(0.000) 

1.89 (0.000) .604 

(0.000) 

Log of 

distance 

-0.64  

(0.000) 

 -0.85  

(0.000) 

 -.757 

(0.000) 

 

Common 

border 

-.025  

(0.846) 

 0.017  

(0.937) 

 0.050 

(0.190) 

 

Colony -.36  

(0.001) 

 0.082  

(0.473) 

 -0.176 

(0.029) 

 

Common 

colonizer 

.170  

(0.294) 

 0.746  

(0.016) 

 0.364 

(0.031) 

 

WTOijt 0.859  

(0.000) 

0.820 

(0.000) 

0.77  

(0.000) 

0.839 

(0.000) 

0.791 

(0.000) 

0.897 

(0.000) 

FTAijt 0.310  

(0.002) 

-0.214 

(0.000) 

1.11  

(0.000) 

0.189  

(0.000) 

0.674 

(0.000) 

-0.214 

(0.006) 

GSPsijt -0.803 

 (0.000) 

-0.037 

(0.791) 

-0.605 

(0.001) 

-1.12 (0.000) -0.830 

(0.000) 

-0.037 

(0.089) 

WTOijt*Devit 0.019 

(0.884) 

-0.131 

(0.000) 

0.086 

(0.622) 

-0.109 

(0.000) 

0.156 

(0.277) 

-0.131 

(0.000) 

Country fix 

effect 

No Yes No  Yes No  Yes 

Note: The estimation is run with robust standard deviation. P-values are reported in 

parentheses. 

Annex 3: Robustness checks for export as dependent variable 

 RTAsijt GSPijt WTOijt 

Random effect -0.207*** 0.006 0.820*** 

OLS (tobit) 0.187*** 0.159*** 0.460*** 

RTA=0  -0.053 0.892*** 

RTA=1  -0.017 0.820*** 

Dummy for financial 

crisis 
0.141 -0.273*** 1.02*** 

Without lowest trade 

quartile 
0.141 -0.293*** 0.854*** 

Note: *** means coefficient is statistically significant at 95% confidence level 
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Annex 4: Robustness checks for import as dependent variable 

 RTAsijt GSPijt WTOijt 

Random effect 0.191*** -1.10*** 0.839*** 

OLS (tobit) 0.202*** 0.096*** 0.256*** 

RTA=0  -1.101 0.763*** 

RTA=1  -0.031 0.74*** 

Dummy for financial crisis -0.223*** -0.024*** 0.908*** 

Without lowest trade quartile 1.11*** -0.572*** 0.743*** 

Note: *** means coefficient is statistically significant at 95% confidence level 

Annex 5: List of countries included in data set 

Albania France Nigeria 

Algeria Gabon Norway 

Angola Georgia Pakistan 

Argentina Germany Panama 

Australia Ghana Peru 

Austria Greece Philippines 

Azerbaijan, Republic of Guatemala Poland 

Bahrain, Kingdom of Hungary Portugal 

Bangladesh Iceland Qatar 

Belarus India Romania 

Belgium Indonesia Russian Federation 

Benin Iran, Islamic Republic of Saudi Arabia 

Bolivia Iraq Senegal 

Botswana Ireland Singapore 

Brazil Israel Slovak Republic 

Brunei Darussalam Italy Slovenia 

Bulgaria Japan South Africa 

Burkina Faso Jordan Spain 

Cambodia Kazakhstan Sri Lanka 

Cameroon Kenya Sweden 

Canada Korea, Republic of Switzerland 

Chile Kuwait Tanzania 

China Lao People's Democratic Republic Thailand 

Colombia Latvia Tunisia 

Congo, Republic of Latvia Turkey 

Costa Rica Lithuania Ukraine 

Côte d'Ivoire        Luxembourg United Arab Emirates 

Croatia Malaysia United Kingdom 

Cyprus Mali United States 

Czech Republic Mexico Uruguay 

Denmark Mongolia Uzbekistan 

Ecuador Morocco Yemen, Republic of 

Egypt Mozambique Zambia 

El Salvador Myanmar Zimbabwe 

Estonia Netherlands 

Finland New Zealand 
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Annex 6: List of Vietnam FTAs 

Abbreviation FTAs name Date of entry into force 

AFTA ASEAN Free Trade Area 1995 

AANZFTA 
ASEAN – Australia - New Zealand Free Trade 

Agreement 
1/1/2010 

AICEC 
ASEAN – India Comprehensive Economic 

Cooperation 
1/1/2010 

AJCEP 
ASEAN – Japan Comprehensive Economic 

Partnership 
1/12/2008 

ACFTA 
ASEAN – People‘s Republic of China Comprehensive 

Economic Cooperation Agreement 
1/7/2005 

AKFTA 
ASEAN – (Republic of ) Korea Comprehensive 

Economic Cooperation Agreement 
1/1/2010 

JVEPA Vietnam – Japan Economic Partnership Agreement 1/10/2009 

VCFTA Vietnam – Chile Free Trade Agreement 1/1/2014 

VKFTA Vietnam – Korea Free Trade Agreement 20/12/2015 

VN-EAEU 

FTA 
Vietnam – Eurasian Economic Union FTA 2016 

 

Annex 7: List of General System of Preference schemes enjoyed by Vietnam 

Provider Name 
Initial entry into 

force 

Armenia Generalized System of Preferences – Armenia 6-Apr-2016 

Australia Generalized System of Preferences - Australia 1-Jan-1974 

Canada Generalized System of Preferences - Canada 1-Jul-1974 

European Union Generalized System of Preferences - European 

Union 

01-Jul-1971 

Japan Generalized System of Preferences - Japan 01-Aug-1971 

Kazakhstan Generalized System of Preferences - Kazakhstan 01-Jan-2010 

New Zealand Generalized System of Preferences - New 

Zealand 

01-Jan-2972 

Norway Generalized System of Preferences - Norway 01-Oct-1971 

Russian Federation Generalized System of Preferences - Russian 

Federation (2010-2016 

01-Jan-2010 

Russian Federation Generalized System of Preferences - Russian 

Federation (As of 10.10.2016) 

10-Oct-2016 

Switzerland Generalized System of Preferences - Switzerland 01-Mar-1972 

Turkey Generalized System of Preferences - Turkey 01-Jan-2002 
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Abstract: 

The paper‘s purpose analyzes the tax impacts and tax policies in the process for 

attracting foreign direct investments in six developing countries in ASEAN (Cambodia, 

Indonesia, Malaysia, Philippines, Thailand and Vietnam) from 2000 to 2017. Under the 

measurement of effects indirect and direct taxes, the GLS estimation method, and the 

empirical results show that taxes have many positive impacts on FDI. So, the study provides 

some tax policy implications for attracting FDI to these countries. Furthermore, the research 

just expresses the strong connection between taxation and foreign direct investments (FDI) as 

well as to give out solutions about the struggles of government who sets up taxes for 

attracting investors and improves tax revenue. In addition, the research measures the 

economic growth through direct and indirect taxes and the increase in Foreign Direct 

Investment. Base on the multiple regression models, this discovers influences between these 

taxes and FDI.  

Key words: Tax, Taxation, Foreign direct investment, Tax policy, International 

Finance, Institutions, developing countries, developed countries 

JEL classifications:  D730, F300, G280, G320 

 

1. Introduction 

Foreign direct investment (FDI) has been impacting the world economy for many 

years and has been become an important topic for developing and developing 

countries. For ASEAN countries, FDI is an important tool for promoting economic 

development (Wang, 2009) as well as it also supports these countries‘ economy which 

improves their stagnation in economic development and solve poverty (Brooks et al., 

2010). According to Bwalya (2006), FDI can support economic growth of the 

countries taking the investment capital through three elements: (i)taking supported 

capital (not related to debt) to financial investment in attracting countries; (ii) 
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improving the technical level in the attracting countries; and (iii) transferring new 

technologies to enterprises in these countries.  

Therefore, the attracting countries, especially developing countries, always try to 

adjust appropriate policies and suitable institutions for FDI inflows‘ attractions. All 

given elements are related to tax policy such as income tax policy in the policy 

framework, import and, export and import tax policy in the group of economic factors, 

tax incentives and tax reforms in the group of facilitate business, etc. So, the study 

about the tax impacts and tax policy has great significance in the process of FDI 

attractiveness in the ASEAN countries. 

2. Literature reviews 

2.1. FDI: in theory 

 From a macro perspective, FDI‘s theory all claim that FDI is a fixed investment 

form of international cross-border business. Today, the trend of globalization has made 

foreign direct investment flows which has become more popular in the world. 

According to the International Monetary Fund (IMF, 1993), ―According to the IMF 

and OECD definitions, FDI is the investment activities which aim to establish long-

term economic relations with an enterprise operating in the economic territory which 

are different the investor's economy, the purpose of the investor is to gain real 

management of the enterprise‖. 

Some macro theories explain FDI including: 

The marginal profit margin theory: The marginal profit margin theory suggests 

that FDI flows from a low marginal profits‘ nation to a high marginal profits‘ nation 

(Mac Dougal-Kempt, 1960). 

Exchange rate theory: Aliber (1971) showed an exchange rate theory which were 

developed further by Froot and Stein (1991). Aliber believed that FDI issue due to 

differences in the different currencies‘ value. Entities come from many countries with 

strong currencies takes the direct investment enterprise role while entities from weak 

currencies rarely have less take the same role likely. This theory is formed on the 

relationship foundation between the capital market, foreign currency status and other 

financial markets.  

The theory of push and pull: the cause of FDI flows is attributed to two groups 

include push factors and pool factors. The push factors include elements about the 

comparative advantage of the investor, the invested economy and the global 
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investment environment. Push Factors include elements with comparative 

advantages of the host countries which are received capital. So, countries want to 

take more FDI which needs to remain and develop pull factors for their own. 

Therefore, the investment environment‘s assessment provides solutions to improve 

the investment environment which is necessary and should be considered to attract 

more FDI flows 

2.2. Taxation for FDI  

Most economists have agreed that tax is a mandatory contribution for citizens 

and legal entities, regulated by the state through the legal system. On a national 

territory, every country must adjust their tax and tax laws to comply with international 

regulations for participating effectively in the world economy. On an international 

territory, each country become interdependent and broader in the international 

economic integration which create problems such as taxation‘s conflicts and 

competitions between these countries 

FDI attraction is concerned seriously by every country, especially developing 

countries, trying to adjust appropriate policies and suitable institutions to take FDI 

inflows. This is also suggested by UNCTAD - United Nations Conference on Trade 

and Development (established 1964). Based on Dunning's OLI theoretical framework, 

UNCTAD (1998) provides three groups of factors which are affecting the investment 

environment of the host country, including policy framework factors for foreign 

investment, economic factors and institution factors for favorable zone of business 

conditions. Based on these elements, UNCTAD, has organized annual surveys since 

1998, aim to assess and rank competition scores among countries in FDI attraction. 

This score is a very important basis highly appreciated by professional and 

governments and it is uses to evaluate the effectiveness of the investment environment 

to attract FDI at the national level, which can be summarized by some given factors 

presented in Table 1. 
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Table 1: Elements affect the investment environment of a host country in each group 

Policy framework factors Economic factors Institution factors 

Current exchange Market size political stability  

Capital expenditures domestic Market size growth Quality regulations 

Tax policies of goods and 

services 

Open/ Trade/ Import tax, 

export tax…. 

Corruption / bureaucracy / 

Management apparatus 

(Government, tax authorities ...) 

Economic renovation  National exploitation of 

natural resources 

  

Opening up more sectors to 

foreign investment  

Salaries and wages expense  

Bilateral relations Labor skills /Human 

resources 

 

Public investment Infrastructure  

Financial development Technology level  

ODA support Geographic distance  

Source – Authors‘ collection 

It can be seen that all given factors are mentioned to tax policy, including income 

tax (business), and indirect tax (export tax, import tax ...), and also the quality of tax 

administration (corruption, apparatus ...). Therefore, when studying tax policies to 

attract FDI, the authors focus on tax policy in the relationship of each factor group or 

integrate these factors in tax policy. 

Taking advantages for capital competition, nations represent two methods 

including the tax rates and basis of taxation. These methods just emphasize on the 

taxation, without mention into geographic location of national advantages, human 

resources and appropriate infrastructure. 

Besides the International Monetary Fund, FDI just show the finance foreign 

flows into the local companies for investment just over 10% of the company‘s asset. 

Almost the investments have made by multinational companies which are quite 

complex and base on various factors especially location, the level of 

internationalization of the host countries which expresses degree of implementation of 

management policies. All these elements are directly influenced by the taxation level 

adopted by the companies. 
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2.3. Existing empirical studies about effects of taxation on foreign direct investments 

Beginning in the early 1980s, many studies show out how foreign direct 

investment affection by fiscal pressure, especially companies‘ taxes. Gorter and De 

Mooji (2001) conducted this time the variables are sensitive, include Europe. Other 

studies such as De Mooij and Ederveen (2003) showed 1% increase in taxes related to 

companies lead to decrease FDI from 0.5% to 0.6% 

As there is also empirical evidence of FDI flows responding to tax rates (De 

Mooij and Ederveen, 2006; Feld and Heckemeyer, 2011), the issue of tax competition 

and attempts at limiting harmful tax competition have been on the political agenda, not 

least in the EU. Indeed, corporate tax rates – the tax rates most likely to decline due to 

increased mobility – have declined in the EU from an average of 38% in 1995 to an 

average of 29% in 2009.  

Besides this, there are a many research which focus on estimate the 

responsiveness of the allocation of capital to taxes (Hines, 1997, 1999; Devereux and 

Griffith, 2002; Devereux and Maffini, 2007, for reviews). There is by now also strong 

empirical support showing that FDI flows do respond to corporate tax rates. De Mooij 

and Ederveen (2006) construct a meta-sample of 31 previous studies focusing on 

Organization for Economic Co-operation and Development (OECD) countries and 

find that a majority of the semi-elasticities stay between _5 and 0, with a median of 

_2.9. Likewise, in the recent meta-study by Feld and Heckemeyer (2011), 45 studies 

are included, and the estimated semi-elasticity is found to be _1.68. Some empirical 

papers have raised the issue of incorporating agglomeration economies into the 

analysis of FDI and taxes.  

De Mooij and Ederveen (2006) also investigate whether agglomeration 

economies play a role for the allocation of capital, by dividing their sample into 

countries located in the core and in the periphery, respectively, and then explore 

whether elasticities for these two country groups differ systematically. They do find 

that investors in peripheral countries are more responsive but, as this effect is 

statistically insignificant, they conclude that elasticities do not differ systematically 

between core and periphery.  

An early paper by Wheeler and Mody (1992) focuses on the importance of 

agglomeration economies for US multinationals‘ investment-location decisions. They 

find that their three measures of agglomeration – infrastructure quality, degree of 

industrialization and existing stock of FDI – are important determinants for where 
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investments are made. More specifically, agglomeration-related factors seem to clearly 

dominate the decision where to invest, and in developing countries infrastructure 

quality appears to be an especially important determinant. Tax rates, on the other hand, 

do not seem to be important for investment decisions. They speculate that this may be 

due to transfer pricing and deduction of foreign taxes from US tax liability, providing 

alternative ways to lessen the tax burden.   

Similarly, Goodspeed et al. (2006) include disaggregated government 

expenditures on infrastructure along with government consumption expenditures, 

corruption, taxes and agglomeration economies that are measured by lagged FDI and 

country fixed effects. So, the research used panel data on FDI inflows for a number of 

both developed and developing countries. They obtain results indicating that 

corruption and taxes affect FDI negatively (a tax rate elasticity of about _0.6) while 

the quality of infrastructure has a positive impact on FDI. Bénassy-Quéré et al. (2005), 

on the other hand, study investment-location decisions between developed countries. 

They use bilateral FDI data from 1984 to 2000 for 11 OECD countries and analyse the 

impact of four different tax measures as well as a measure of agglomeration 

economies on FDI flows. They find that their measure of agglomeration – market 

potential measured as the ratio of Gross Domestic Product (GDP) in the host country 

to its average internal distance – is a strong determinant of bilateral FDI flows together 

with corporate tax differentials that also play a significant role. Related to the literature 

on FDI flows‘ sensitivity to taxes and agglomeration economies is the literature 

investigating the sensitivity of firms‘ location decisions at the regional level to taxes 

and agglomeration economies.  

For instance, Jofre- Monseny and Sole´-Olle´ (2007) investigate how differences 

in local taxes (business taxes and property taxes) affect the location of new 

establishments between Catalonian regions conditioned by the inclusion of different 

measures of agglomeration operating at the regional level. Within this literature, there 

are also studies that find support for agglomeration economies mitigating the negative 

effect of taxes on firms‘ location decisions. Devereux et al. (2007), for instance, study 

how government policies influence multinationals‘ location decisions and find that 

firms are less responsive to government subsidies in areas with fewer pre-existing 

firms in their industry than in areas with higher concentration of pre-existing firms. 

Also, Brulhart et al. (2012) show, using data on firm startups across Swiss 

municipalities, that high corporate tax rates deter firm startups, but to a lesser extent in 

areas with larger agglomerations economies.  
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Some recent empirical studies on the effect of corporate taxes on FDI refer to the 

above-mentioned concepts in order to come up with a theoretically solid estimation 

strategy (e.g. Devereux and Lockwood, 2006). Other studies opt for a gravity set-up as 

successfully applied in the empirical trade analyses (e.g. Bellak et al., 2009). The 

gravity approach explains intercountry FDI patterns by a combination of mass 

variables (e.g. GDP and population) and distance variables. This basic setup is 

regularly augmented by presumably important policy and locational factors. These are 

– in addition to a measure of corporate tax levels – indicators for, for example, 

political risk, openness or infrastructure. Thus, they often employ sets of explanatory 

variables whose importance is also justified by theoretical considerations. 

Furthermore, Governments impose multiple taxes on foreign investors, though 

studies of the effect of tax policy on the location of foreign direct investment (FDI) 

focus almost exclusively on corporate income taxes Nistor, I. A., & Păun, D. (2013). 

Using the statistical data from Romania, they have tested the hypothesis that the 

economic development and the taxation level of a country influence the level of 

Foreign Direct Investments. They used to test the link between the revenue derived 

from Corporate Income Tax and FDI show that our initial assumption is correct. There 

is a strong link between revenue from CIT and FDI, and the logical economic 

explanation is that economic development attracts companies in their search for bigger 

markets and higher income.  In the case of Romania, the economic boom between 

2004-2008, when Gross Domestic Product increased substantially, attracted a lot of 

foreign companies eager to enter into this new emerging market of Eastern Europe. 

The results show that an increase in VAT income for the state would create a decrease 

in the level of FDI. Also, an increase in taxation (increase of CIT level) would 

determine a decrease of FDI in Romania.  

Besides this, tax competition has taken an important role which creates 

opportunities for the firms expand their business activities globally, so policy makers 

should take serious concern to establish tax policy. Many studies have expresses 

empirical evidence of tax competition in many countries and given out some 

suggestion for nations compete primarily on the statutory tax rates. Klemm and Van 

Parys (2012) examined tax competition via tax incentives in Latin American, 

Caribbean, and African countries, and found evidence of tax competition based on 

STR and tax holidays. So, countries should care to tax competition form which 

involves granting tax incentives. So, testing tax incentives in Asian countries have 

proven the tax context for competition efficient. Moreover, Asian countries are at 
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different stages of development and have some unseen factors is not quite familiar in 

each country about their own national policy interactions. 

However, in recent years, an even more important factor has been good 

governance and political economy variables as determinants of FDI flows. Activities 

of host governments affect the economic performance of the economy. Thus, 

expectations about future economic conditions of the host country play an important 

role in investment decisions today as FDI entails a substantial and lasting ownership 

stake in the host country. Therefore, countries must create an attractive business 

environment to retain the existing inflows as well as to attract more investors. Since 

the late 1990s, with the literature by North (1990) and Williamson (2000), the 

importance of institutional quality has been pinpointed and found very pertinent in 

addressing growth, public spending, income distribution and FDI issues. Both Ndulu 

(2008) and Collier (2006) explain specific of time why it is important to promote 

institutional quality for economic advancement in the African context. Collier (2006) 

proved the role of the big bang when it would appear in the growth literature. A 

growth FDI increase contributes the development in physical capital include the 

technical change which leads to economic growth in better conditional. Moreover, 

differences in the quality of our institutions remain a main explanation of cross-

country differences in both growth rates and income per capita (IMF, 2003). With 

higher prosperity, civil and property rights, extended economic and suitable politic and 

low corruption rate need be adjusted, because these factors have a connection to 

economic prosperity. 

Similarly, the indirect taxes impact on FDI is quite different from the corporate 

income taxes in three aspects. First, indirect tax obligations are not functions of 

reported income and have little effect by the financing of foreign affiliates and by the 

prices used for internal company transfers. So, measuring the FDI effective in using 

this fund for financing and transfer pricing is not related to the measured effect of 

indirect taxes on FDI. Second, income taxes encourage the company which take source 

from FDI to reduce their capital/labor ratio while the indirect taxes impact on FDI 

have a lesser degree. Third, firms are ineligible to claim foreign tax credits for indirect 

tax payments, so they are likely to be as sensitive to indirect tax rate differences as are 

local firms. These three characters of the incentives created by indirect taxes—the lack 

of transfer pricing motives, the modest impact on capital/labor ratios, and the absence 

of any alleviation of tax burdens through credits—narrow the range of channels 

through which indirect taxes are likely to affect FDI. 



  

 

 

1814 

In conclusion, this paper investigates the effect of multiple host country taxes on 

foreign investment activity by ASIAN multinational firms. Specifically, the empirical 

studies focuses on comparing the effects of corporate income taxes to the effects of 

indirect taxes with 2 targets which are measuring the extent to which levels of FDI and 

rates of indirect taxation are associated to assess the potential importance of indirect 

taxes for FDI and comparing the effects of indirect taxes and corporate income taxes to 

refine the interpretation of existing evidence of the negative association between 

corporate income tax rates and levels of FDI. In particular, the differences in the 

responsiveness of FDI to income taxation and indirect taxation provide a starting point 

for disentangling alternative explanations for reason tax rate differences appear to have 

the effects that they do on FDI. 

3. Methodological Issues and Empirical Findings 

The paper assesses the effects of indirect and indirect taxes and the factors related to 

foreign direct investment of ASEAN countries from 2000 to 2017. The research model is 

built on the inheritance of previous studies, especially the model of Shang-Jin and Wei. 

(1997), and Loan-Alin Nistor, Dragoș Păun (2013). Due to the nature of taxation, we have 

to take as variables the revenue from corporate income tax, and taxes on goods and 

services. The model for the FDI inflows is postulated as follows:  

LogFDIit = β0 + β1TTNit + β2TGTit + β3TAXit + β4Zit + εit (1) 

Where in: 

LogFDIit: Foreign direct investment are the net inflows of investment to acquire 

a lasting management interest (10 percent or more of voting stock) in an enterprise 

operating in an economy other than that of the investor. It is the sum of equity capital, 

reinvestment of earnings, other long-term capital, and short-term capital as shown in 

the balance of payments. This series shows total net FDI. 

TTNit: Wei (2000), Bellak & Leibrecht (2009), Coelho, Tavares-Lehmann & 

Lehmann (2009) argue that FDI enterprises usually only care about corporate income 

tax - the tax rate of corporate income tax impact directly to the after-tax profit that 

investors receive in the host country. Taxes on income, profits, and capital gains are 

levied on the actual or presumptive net income of individuals, on the profits of 

corporations and enterprises, and on capital gains, whether realized or not, on land, 

securities, and other assets.  

TGTit: Loan-Alin Nistor, Dragoș Păun (2013) uses the VAT variable to measure 

the impact of indirect taxes on FDI in Romania's case. However, the data of ASEAN 
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countries is limited, so the author uses the variable Taxes on goods and services (% 

value added of industry and services). Besides this, basing on World bank indicator 

(detail): Taxes on goods and services include general sales and turnover or value 

added taxes, selective excises on goods, selective taxes on services, taxes on the use of 

goods or property, taxes on extraction and production of minerals, and profits of fiscal 

monopolies. So, the research uses the variable Taxes on goods and services (% value 

added of industry and services) for measurement. 

TAXit: Tax revenue (% of GDP), tax revenue on annual real GDP. Messere & 

Owens (1987), OECD (2000), Burn (2004), Kiss (2009) used the ratio of tax revenue 

to GDP to represent the tax revenue variable. In addition, basing on the World Bank, 

tax revenue refers to compulsory transfers to the central government for public 

purposes. Certain compulsory transfers such as fines, penalties, and most social 

security contributions are excluded. Refunds and corrections of erroneously collected 

tax revenue are treated as negative revenue. 

Zit: Institutional Quality Variables  

The institutional quality indicators are based on several hundred individual 

variables measuring perceptions of governance, drawn from 31 separate data sources 

constructed by 25 different organizations. The indicators take values ranging from - 

2.5 to 2.5 inclusive with an increase always representing better quality of institutions. 

In more specific terms, we define each measure of institutional quality as follows: 

CORit: Control of Corruption Index as a measure of CPIA. The CPIA exercise is 

intended to capture the quality of a country's policies and institutional arrangements, 

focusing on key elements that are within the country's control, rather than on outcomes 

(such as economic growth rates) that are influenced by events beyond the country's 

control. More specifically, the CPIA measures the extent to which a country's policy 

and institutional framework supports sustainable growth and poverty reduction and, 

consequently, the effective use of development assistance. 

INFit: Free investment index (Heritage), is a collection of many elements of the 

investment environment such as: freedom of business, private property, financial 

freedom, labor freedom ... INF is calculated according to points, a maximum of 100 

points, and the country with the higher INF score is considered to have a more 

favorable investment environment. 

GOVit:  Expense (%GDP), where in Expense is cash payments for operating 

activities of the government in providing goods and services. It includes compensation 
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of employees (such as wages and salaries), interest and subsidies, grants, social 

benefits, and other expenses such as rent and dividends. 

EXCit: Official exchange rate refers to the exchange rate determined by national 

authorities or to the rate determined in the legally sanctioned exchange market. It is 

calculated as an annual average based on monthly averages (local currency units 

relative to the U.S. dollar). 

β1: Intercept term 

i = 1, 2, 3, ..., N and t = 1, 2, 3, ..., T (N and T are the number of countries and 

the observation period in the model respectively); 

εit: Error term of the model with εit ≈ i.i.d (0, бi 2), E (μi / εit) = 0; 

Data collected from six ASEAN regional countries are Cambodia, Indonesia, 

Malaysia, the Philippines, Thailand and Vietnam in the period 2000–2017. Data of 

East Timor, Laos, Myanmar cannot be collected and Singapore has a big difference in 

development level compared to other countries. 

Table 2: Summary statistics 

Variable Obs Mean Std. Dev. Min Max 

LOGFDI 108 9.493101 0.610479 7.911587 10.40003 

TTN 108 33.69204 11.75793 5.662442 52.85811 

TGT 108 7.325005 3.070407 3.302134 15.51554 

TAX 108 14.18847 3.509624 7.537844 22.40083 

COR 108 26.4475 17.24834 1.421801 62.08531 

INF 108 43.56481 14.15949 15 70 

GOV 108 9.607421 3.543078 3.460336 17.11365 

Source: Authors‘ computation 

Table 2 reports summary statistics on some of the control variables. We observe 

that FDI variable after using logarithm function has an average value of 9.49.  Data 

show that Indonesia is the country with the highest level of FDI attraction in the 

sample with over 20 billion USD / year and Cambodia is the country attracting the 

least FDI in the region about 84 million USD / year.   

About the rate of income tax on the tax revenue of the research group averages 

33.69% and taxes on goods and services were relatively low, averaging 7.3%, ranging 

from 3.3% to 15.5% and has little major fluctuation during the study period, 
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Therefore,  governments have adjusted indirect taxes less than direct taxes in the tax 

reform process. For example, Vietnam's general VAT rate of 10% is maintained during 

the period from 1999 to the present.  

On the other hand, Variables on investment environment, such as: Free index of 

investment INF: average value of 43.5; including countries with very high INF 

indicators like Cambodia and Thailand (over 50); while Vietnam is also the country 

with the lowest INF index (under 30). The case of Cambodia has been researched by 

many countries (World Bank, IMF ...) recorded as a country after recovering from the 

dark period due to the remarkable development when applying the free market 

economy policy from in the late 90s (100% foreign ownership, except 99-year lease 

land; open capital structure; easy return of profits; preferential policies to attract 

investment ...). Furthermore, the index of corruption control in surveyed countries is 

relatively low, averaging 26.4, of which Malaysia is the highest (good control of 

corruption) and lowest is Cambodia (poor control corruption). This shows that the 

level of corruption in surveyed countries is quite common. This result is also 

completely consistent with the report of World Bank (2000) that these countries are a 

haven of corruption (except Singapore not included in the survey sample). Besides, the 

indicators of public spending in general and with regard to different functions of 

government and rankings of competitiveness related to public sector activities are used 

to measure the role of public service provision. Public spending of ASEAN countries 

averaged 9,6% GDP during the study period. Thailand has the highest public 

expenditure in the group (17,11%GDP), while Campo has the lowest (3,4%GDP). 

Table 3:  Correlation Matrix 

Variable LOGFDI TTN TGT TAX COR INF 

TTN 0.5203*      

TGT 0.0863 -0.4258*     

TAX 0.3750 0.4309 0.5376*    

COR 0.4956* 0.7829* -0.3984* 0.3099   

INF -0.2089* -0.3310* -0.1800 -0.4936* 0.0031  

GOV 0.4176* 0.5643 -0.4154 0.0556* 0.7021* 0.2726 

Note: *p<0.1; **p<0.05; ***p<0.01.  

Source: Authors‘ computation 

Table 3 shows the sign of the explanatory variables in the model with a statistical 

meaning at 1%. In general, the correlation between variables is low, and therefore, eliminates 

the possibility of multicollinearity in regression analyzes (Evans, 1996).  
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In order to analyze the impact of multiple taxes on FDI in ASEAN countries, the paper 

uses estimation methods using POOL, FEM, REM and carries out tests to select the method 

for optimal results. The results show that the FEM model is optimal (Hausman test). 

Table 4: Summary of OLS regression results, random effects and fixed effects 

INDEPENDENT VARIABLES REM FEM POOL 

TTN .0439508*** .0245615 .0439508*** 

TGT .206394*** .1477178*** .206394*** 

TAX -.1292429*** -.0410459* -.1292492*** 

COR .0107347*** .0540084*** .0107347*** 

INF -.0076342** - .0200699*** -.0076342** 

GOV .0426938*** 0.0061204 .0426938*** 

_cons 7.97273*** 7.553068*** 7.97273*** 

R-square 0.9492 0.6850 0.5421 

Prob>F 0.0000 0.0000 0.0000 

Hausman test    Prob = 0.0000 < 5%   

Legend: * p<.1; ** p<.05; *** p<.01 

Source: Authors‘ computation 

Regression results of the models POL, REM, FEM have quite good R-square 

ratios, in which FEM (selected model) with R-square is 68.5%, explaining quite well 

the impact of the variables in the model for FDI. 

Table 5: Test to FEM model 

Test Results 

1. Wooldridge Test Prob>F = 0.1397 

2. Modified Wald test Prob>chi2 = 0.0000 

3.  Pesaran
‘
s Test Pr = 0.0009 

Source: Authors‘ computation 

However, when testing the defects of the FEM model, it was found that there was 

a violation of variance change phenomenon, and the correlation phenomenon of cross 

units, so the author dealt with defects using Generalized Least Squares regression 

(GLS) method to overcome variance change and autocorrelation to achieve efficiency 

for the model.  
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Table 6: Results of GLS model estimation 

LogFDI Coef. Std.  Err. Z P>|z| [95% Conf.  Interval] 

TTN 0.0524596 0.0076236 6.88 0.000 0.375176 0.0674016 

TGT 0.2114617 0.258395 8.18 0.000 0.1608173 0.2621061 

TAX -.1188226 0.271034 -4.38 0.000 -0.1719442 -0.0657009 

COR 0.0073392 0.0043075 1.70 0.088 -0.0011033 0.0157817 

INF -0.0014122 0.0034925 -0.40 0.686 -0.0082575 0.005433 

GOV 0.311871 0.134579 2.32 0.020 0.0048101 0.057564 

_cons 7.425729 0.2670256 27.81 0.000 6.902368 7.949089 

Source: Authors‘ computation 

Base on the results from Table 6 we have: 

The income tax, indirect taxes and tax revenue have effects to FDI. However, the 

income tax and indirect taxes have a positive effect, while tax revenue have a negative 

effect in FDI. In details, the indirect taxes increase 1% make FDI increase 0.21%. 

Similarly, the income tax increases 1% also increase 0.052% FDI. In contrast, the tax 

revenue increase 1% make FDI decrease 0.12%. The results is familiar with the study of 

Mihir A. Desai (2004) researches about the taxes impacts into FDI in USA. So, the FDI is 

changed by both direct and indirect taxes as explanatory variable. The 0.1063 estimated 

coefficient on the direct tax rate while the 0.0028 estimated coefficient on the indirect tax.  

Taxes on goods and services of the have a positive impact on FDI. This result is also 

consistent with the research of Desai, M.A., C.F. Foley and J.R. Hines (2004), for the case 

of the United States and Loan-Alin Nistor, Dragoș Pakun (2013) for the case of Romania. 

Furthermore, impacts from the government quality variables such as inflations, 

foreign exchange, incorruption, government expenditure just has a little affect into FDI. 

Specially, the expenditure just has positive effect into FDI with the coefficient 0.031. The 

result is consistent with Montagna et al. (2007) researcher about the more government 

spending the budget expresses more expenditure on socially productive sectors such as 

education and health for more efficient human capital, but it is also in terms of improved 

physical capital like infrastructure which is the certain thing for attracting FDI. 

 Corruption index is positive and statistically significant. This is consistent with 

the studies of Heckelman & Powell (2010), Dang Van Cuong (2/2018) that also 

suggest that corruption in the ASEAN countries is a commercial wheel lubricant in 

countries with weak institutions. 

4. Conclusion and Policy Implications 
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Firstly, the research results show income tax has the positive impact on FDI, 

while it is the opposite of some studies of Shang-Jin and Wei (1997), Demekas & et al. 

(2007) argue that corporation income tax reduces FDI. In this research explains that 

ASEAN countries are racing in the competition of income tax to attract investment. In 

fact, the corporation income tax factor is no longer a negative factor of FDI. In fact, 

the tax incentives in ASIAN have many various methods such as: degree income tax 

rate or tax holidays. So, in the tax competition, so FDI companies take advantages in 

tax incentives. Even increasing taxes in each nation is not become tax barrier anymore. 

The research result proves increasing taxes have positive effect for the FDI inflows in 

the collected time period with the increasing tax incentives. Therefore, developing 

ASEAN countries should improve their tax system, especially income tax incentives, 

because it will inevitably lead to a reduction in government budget from taxes. Even 

though, tax incentives is really not create encourages or attraction for the FDI host 

countries in the first period. At the same time, instead of tax incentives, these host 

countries just focus on other advantages (such as political institutions, markets, etc.). 

Secondly, however, for indirect taxes, the research used variables, is the tax rate on 

the value of goods and services in the industrial, and service sectors of the countries, and 

results in the same impact with FDI. Most ASEAN countries are developed markets for 

consumption and production of goods, services and information technology (less focused 

on agriculture). With the changes about investor‘s view, FDI will create a lot of value in 

the field of technology transfer and services and other activities. Therefore, ASEAN 

countries should be interested in completing indirect taxes (tax on goods and services, 

excise taxes, etc.) in the process of attracting FDI. In addition, compared to income tax, 

indirect taxes are less sensitive and easier to implement. 

Thirdly, impact from tax revenue to FDI express the negative. It means that the 

tax revenue includes many kinds of taxes, fee and property taxes. ASEAN often apply 

political incentives for FDI in long-term remittances and therefore attracts FDI rather 

than indirect and direct taxes. 

Finally, the related factor in government spending include government 

expenditure also have positive effect to FDI, so the ASEAN need adjust suitable 

government spending to attract FDI. Indeed, improved governance might be more 

consistent, in many cases, with a smaller economic and regulatory role for 

government. In addition, for many developing countries, public goods arguments for 

improved health and educational systems, as well as for a more sanitary environment, 

may have considerations about their impacts on FDI. 
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Abstract: 

In recent years investors tend to divert their investment to emerging economies in 

the Association of Southeast Asian Nations (ASEAN), especially during the U.S. -China 

trade war. The present study adopts the Weighted Least Square (WLS) and PROCESS 

macro tool to examine the effects of foreign ownership and growth opportunity on 

financial performance of Vietnamese listed firms over the period 2011-2018. Our findings 

show that foreign ownership plays as moderator variable in the relationship between 

short-term and long-term performance of firms. Empirical results also reveal that 

mediating effects of growth opportunity on short-term and long-term performance are 

different before and after the trade war. These findings have important implications for 

investors and managers in the ASEAN countries. 

Keywords: Firm performance; foreign ownership; growth opportunity; trade war. 

 

1. Introduction  

Until recently, investors incline to enter emerging ASEAN countries because of 

their rapid economic growth. With the current gross domestic product (GDP) reach 

US$2.8 trillion in 2017, ASEAN becomes the 5
th

 largest economy in the world and the 

3
rd

 largest in Asia (ASEAN Key Figure, 2018). The latest statistics from Association 

of Southeast Asian Nation shows that flows of foreign ownership in ASEAN increase 

by 28 percent from US$120,966 billion in 2013 to US$154,713 billion in 2018 (Table 

1). According to ASEAN Investment Report 2018, the prospects of investment flows 

in ASEAN are likely to continually increase in the future. In addition, multinational 

enterprises (MNEs) from the United States, Japan and Europe plan to increase their 
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investments in ASEAN. Approximately 94 percent of European businesses plan to 

expand or maintain their current level activities and 86 percent expected level of trade 

and investment in ASEAN will accrete in the next five years.  

The U.S-China trade war began in March 2018 when the U.S President Donald 

Trump announced enforce 25 percent tariffs on US$ 50 billion Chinese products to 

prevent unfair trade from China. This trade war create turmoil for most countries, 

affecting their GDP, employment, and welfare and trade (Li et al., 2018). In particular, it 

has caused a dramatic change in foreign investment decisions. The escalating trade war 

could bring benefit to emerging markets in ASEAN due to trade diversion. Moeller (2018) 

recognizes that the trade war may shift the assembly of goods from China to Southeast 

Asian countries, helping countries of Southeast Asia to become component suppliers and 

increase the added value of their products. The change-of-shift make many ASEAN 

markets gradually to be the destination for potential investors. 

 Erdal and Gocer (2014) and Mamun and Sohag (2015) assert foreign direct 

investment (FDI) is one of the main driving forces in accelerating economic 

development and growth in ASEAN economies. The increase of foreign investment in 

the global economic leads to rapid change in economic development of emerging 

countries. Previous studies (Aydin et al., 2007; Bilyk, 2009; Gurbuz and Aybars, 

2010) have ascertained the positively relationship between foreign ownership and firm 

performance by empirical results. However, Konings (2001) and Mihai (2012) find 

that there is no relationship between these two factors. Phong et al. (2018) report the 

negative effect of foreign ownership on the performance of listed firms on Vietnam‘s 

stock market over the period 2009-2015. 

Table 1: Flows of inward Foreign Direct Investment in Vietnam and ASEAN  

                                                            (Unit: US$ million)                                                                 

Host country 2013 2014 2015 2016 2017 2018 

Vietnam 8,900 9,200 11,800 12,600 14,100 15,500 

ASEAN 120,966 130,115 118,667 118,959 146,902 154,713 

                                                                       Source: ASEANStatsDataPortal 

Facing the decision to invest in emerging markets, investors are concerned about 

the growth opportunity of firms. Holtz and Neto (2013) and Vo (2014) investigate the 

market growth expectation of stocks or growth opportunity of firms through the 

measure of market-to-book-value. High growth opportunity attracts foreign investors 

to manage their capital with higher profit and less risk. Hutchinson and Zain (2009), 
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Hatem (2014) and Abdullah et al. (2017) affirm the positive impact of growth 

opportunity on firm performance. 

Studies on the relationship of foreign ownership, growth opportunity and firm 

performance are diversified. Moreover, there are no study of examining the mediating 

and moderating effects among these factors, especially in the ASEAN countries amid 

the U.S.-China trade war. Therefore, this study aims to fill this gap by examining 

more aspects of this relationship. In Vietnam, according to the General Statistics 

Office - Ministry of Planning and Investment (MPI), foreign direct investment in the 

first 6 months of 2019 was estimated at US$ 9 billion, up by 8 percent over the same 

period in 2018. As we can see in Table 1, Vietnam is a country in ASEAN with a 

steady increase in foreign investment over years. Therefore, this research selects a 

sample of listed firms in Vietnam to analyze the roles of foreign ownership and growth 

opportunity amid the U.S.-China trade war. 

Data is collected from 2011 to 2018 to test the moderating and mediating effects 

among foreign ownership, growth opportunity and firm performance in Vietnam 

before and after the U.S.-China trade war. Empirical results demonstrate the 

intermediate linkage of growth opportunity as well as the moderator role of foreign 

ownership in the short-term and long-term performance relationship of firms. 

Accordingly, our findings would help investors and managers with deeper 

understandings and better decision-makings on investing the ASEAN markets. 

The remainder of the paper as follows. The next section discusses relevant 

literature to develop research hypotheses. Section 3 explains the data and methods 

employed for the study. Empirical results are presented and discussed in section 4. In 

section 5, the conclusions and suggestions for future research are offered. 

2. Literature review and developed hypotheses 

2.1. Growth opportunity  

As Jensen and Meckling (1976) and Myers (1977) argue that managers have 

greater incentive to invest growth opportunity in order to maximize equity value when 

firms face escalating debt risks. Baber et al. (1996) and Gul (1999) find out there is a 

negative relationship between growth opportunity and firm performance. Hutchinson 

and Zain (2009) ascertain that firms with higher growth opportunity exhibit better 

financial performance. Hatem (2014) emphasizes the existence of growth opportunity 

can lead to profitable investment projects which will positively affect firm 

performance. Abdullah et al. (2017) posit that growth opportunity as moderator 
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variable has a positive effect on firm value. Especially, firms would consider growth 

opportunity as one of key factors to redirect their investments during the period of the 

U.S.-China trade war. Therefore, this study attempts to examine the role of growth 

opportunity in mediating short-term and long-term firm performance over the trade 

war and proposes the following operational hypothesis.  

Hypothesis 1: Growth opportunity mediates the relationship between short-term 

and long-term firm performance in such a way that short-term firm performance has a 

positive effect on growth opportunity, in turn, has a positive impact on long-term firm 

performance.  

2.2. Foreign ownership  

Foreign ownership is defined as the control of a business by individuals who are 

not citizens or by organizations are located outside a country. The impact of shifts in 

foreign investment on firm performance needs to be examined carefully in emerging 

countries. Morgan Stanley Capital International (MSCI) states that the barrier for 

Vietnam in improving the ranking market is the limit on foreign ownership. Therefore, 

policy makers in Vietnam closely observe the effect of increasing foreign ownership 

on firm performance as policies change. 

The effect of foreign ownership on firm performance is widely studied both in 

developed and developing countries. Gorthels and Ooghe (1997) conclude that listed 

firms with foreign ownership in Belgium have better performance than domestic firms. 

Meanwhile, foreign investment does not have significant difference performance in 

Poturgal and Greece (Barbosa and Louri, 2005). Alan and Steven (2005) find that 

foreign ownership is positively related to firm performance in UK from 1984 to 1995. 

Yavas and Erdogan (2016) emphasize that foreign ownership improves firm's 

profitability to a certain amount. However, foreign ownership after the threshold 

begins to deteriorate firm performance in Turkey. Khawar (2003) and Douma, Grorge 

and Kabir (2003) confirm foreign capital bring greater performance for firms in 

Mexico and Indian. Phong et al. (2018) show the foreign ownership in Vietnam does 

not enhance performance of listed firms over the period 2009-2015. 

As the flows of foreign ownership dramatically increase in Vietnam and other 

ASEAN countries during the U.S-China trade war, it is interesting to re-examine the 

effect of foreign ownership on firm performance. Although previous studies have 

examined the effect of foreign investment on firm performance, there is no study 

exploring the impact of foreign investment on the relationship of short-term and long-
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term performance during the trade war. Therefore, this research proposes the following 

hypothesis on the moderating role of foreign ownership in the relationship of short-

term and long-term performance. 

Hypothesis 2: Foreign ownership moderates the positive relation between short-

term and long-term firm performance.  

3. Data and research methods 

This study collects the data of all variables from the Thomson Reuters 

Datastream database for listed firms in Vietnam over the period 2011-2018. The 

sample consists of 1,468 firm-year observations from 2011 to 2018. 

 We winsorize the sample and adopt the Weighted Least Squares (WLS) method 

to analyze the data in considering the problem of heteroscedasticity. For testing 

mediating effect, this study utilizes a three-step regression analysis process. To test the 

moderating effect, at first, we use regress method, then continuously apply PROCESS 

macro tool and mean center (Aiken and West, 1991; Cohen, Cohen, West and Aiken, 

2003) for construction of products to confirm the results. Mean center is priority in 

multiplication regression because of the estimation of multicollinearity. Although it is 

not a requirement when running moderated multiple regression, it can help to explain 

regression parameters easier (Hayes, 2018). 

We follow previous research to measure variables studied in this study. Tobin‘s Q 

represents long-term performance which is measured by year-end value of market 

capitalization/book value of total assets. Callahan, Millar and Schuman (2003) use 

Tobin‘s Q as long-term performance to analyze the effect of management participation in 

director selection on firm performance over the period 1989-1992. Short-term 

performance of firms measures as return on equity (ROE) which is calculated by the result 

of net income over total equity (Copeland et al., 1996; Gavetti et al., 2012). The market-

to-book-value (MTBV) are used as the proxy for growth opportunity which is the market 

value of the equity divided by its book value (Holtz and Neto, 2013; Vo, 2014). This 

study obtains foreign ownership (FO) data in Datastream which is the percentage of 

strategic share holdings of 5 percent or more held in a country outside that of the issuer.  

Control variables of models include firm size, listed age and leverage. Firm size 

(SIZE) is computed by the natural logarithm of the total assets. Firm size, determines 

the financial efficiency of firms, is regarded as one of the key factors affecting firm 

value (Alonso, Iturriaga and Sanz, 2005). We measure the firm size as the logarithm of 

firm‘s assets (Alonso et al., 2005; Martin-Reyna and Durán-Encalada, 2012; Sulong et 
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al., 2013). Brian et al. (2014) show that managers - owner relationship in large firms 

would provide negative effect on firm performance. However, Leng (2004) argues 

larger firms are expected to have higher profits due to the economies of scale and 

produce better firm performance. Listed age (AGE) is measured by the natural 

logarithm of the number of years between the observation year and the firm‘s year of 

listing. The higher listed age of firms, the more experienced in resolving capital and, 

consequently, firm performance will be improved. Imam and Malik (2007) also 

implies that listed age is significant to firm performance. Leverage (LEV) is the ratio 

of the total debts to its total assets. Leverage could prevent managers from engaging in 

low profit investments (Jensen and Meckling, 1976). Leverage is one of mechanisms 

of corporate governance which could improve firm performance.  

4. Empirical results 

Descriptive statistics for the model variables are presented in Table 2. After 

Winsorization, the sample consists of 1,468 observations from 2011 to 2018.  

    Table 2: Descriptive statistics for 2011-2018 period 

Variable Mean Std.Dev  Min Median   Max 

Tobin‘s Q 0.763 0.329  0.309  0.705  1.608 

ROE 0.137 0.098  0.000  0.123  0.350 

MTBV 1.073 0.666  0.350  0.870  2.850 

FO 0.033 0.073  0.000  0.000  0.260 

SIZE 4.716 0.595  3.746  4.659  5.919 

AGE 0.751 0.207  0.301  0.778  1.041 

LEV 0.276 0.186  0.000  0.275  0.589 

Number of obs: 1,468 observations 

To test the mediating effect of growth opportunity amid the trade war, this 

research conduct regression analysis with 6 models (Table 3). The values of variance 

inflation factor (VIF) for models are smaller than 10 (Hair et al., 1995) which mean 

that multicollinearity would not be of concern. Model 1, 2, and 5 present the mediating 

effect for the period of 2011-2017 and model 3, 4, and 6 are for testing the mediating 

effect in 2018. Model 1 and 3 show the result that short-term performance is positively 

related to long-term performance. After we add the market-to-book-value variable into 

model 2 and 4, short-term performance has positive effect on long-term performance 

in 2018 but is insignificantly positive related with long-term performance during the 

period 2011-2017. In model 5 and 6, this research tests effect of positive relationship 

between short-term performance and growth opportunity. These results indicate that 

growth opportunity mediates the linkage between short-term and long-term 
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performance in 2018. The mediating results support Hypothesis 1 for the period after 

the trade war, not for before the trade war period. This effect after the trade war is 

consistent with Abdullah et al. (2017) who demonstrate growth opportunity promotes 

business performance. 

 Table 3: Test for mediating effect 2011-2017 and 2018 period 

Variables 

                            Tobin‘s Q              MTBV  

Model 1 Model 2 Model 3 Model 4  Model 5 Model 6 

Firm size (SIZE) 0.067*** -0.018** -0.040 -0.072**  -0.400***  0.418** 

Firm age (AGE) 0.103** 0.029+ -0.102 0.303   2.663*** -1.181 

Leverage (LEV) 0.294*** 0.489***  0.601*** 0.566***  -0.386* -0.120** 

Return on equity (ROE) 1.413*** -0.027 1.085*** 0.184*  -2.475*** 1.917** 

Market-to-book-value (MTBV)  0.473***  0.370***   

R Square 0.257 0.787 0.238 0.716   0.306  0.151 

Adjusted R Square 0.254 0.787 0.218 0.707   0.303  0.128 

Prob > F 0.000*** 0.000*** 0.000*** 0.000***   0.000***  0.000*** 

+ p < .1; * p < .05; ** p < .01; *** p < .001 

Table 4 tests the interaction terms of foreign ownership and short-term 

performance on long-term performance by using four regression models. As the 

presented results in model 2, interaction term ROE*FO is not significantly related 

with Tobin‘s Q means that foreign ownership does not affect relationship  between 

short-term and long-term performance before the trade war. After the trade war 

(model 3 and 4), foreign ownership is not significantly related with Tobin‘s Q. 

However, the interaction term ROE*FO has significantly positive effect on Tobin‘s 

Q and adjusted R-square increase from 21 percent to 26 percent. Therefore, 

Hypothesis 2 is supported in 2018, but not supported for the period before the trade 

war. The findings imply that foreign ownership helps the listed firms in Vietnam in 

improving the positive relation between short term and long term perform after the 

trade war. 
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           Table 4: Test for moderating effect 2011-2017 and 2018 period 

Variables   
          2011-2017                                    2018 

Model 1 Model 2 Model 3 Model 4 

Firm size (FSIZE) 0.067***  0.066*** -0.044 -0.035 

Firm age (FAGE) 0.100**  0.122** -0.108  0.170 

Leverage (LEV) 0.299***  0.320*** 0.603***  0.481** 

Return on equity (ROE) 1.435***  1.415*** 1.075***  1.021*** 

Foreign ownership (FO) 

ROE*FO 

0.188+  0.034 

 2.268 

0.129 -1.116** 

10.859** 

R Square 0.265  0.310 0.237  0.293 

Adjusted R Square 0.262  0.307 0.212  0.265 

Prob > F 0.000***  0.000*** 0.000***  0.000*** 

 Dependent variable: TobinQ; + p < .1; * p < .05; ** p < .01; *** p < .001 

To confirm the moderating effect results, we us PROCESS macro tool to re-

examine the moderating role of foreign ownership and the results are presented in 

Tables 5 to Table 7 and figure 1 and 2. Table 5 contains the results for the interaction 

term effect in the 2011-2017 period and 2018. The R-square change before the trade 

war is 0.01 which indicates the interaction term effect accounted for 1 percent added 

variation in long-term performance. R-square change in 2018 is 0.03 means that 

foreign ownership makes 3 percent different effect on the relationship between short-

term and long-term performance. In summary, foreign ownership has stronger 

moderation effect on the relationship between short-term and long-term performance 

after the trade war. 

Table 5:  Test of highest order unconditional interaction in the 2011-2017 period and 2018  

Interaction term Year R2-change F df1 df2 p 

X*W 
2011 - 2017 0.01 16.643 1.000 1302.000 0.000 

2018 0.03  6.705 1.000 158.000 0.010 

    Focal predict: ROE (X)                   Moderator variable: FO (W) 

Since the interaction term is statistically significant, we attempt to probe the 

interaction to gain better interpretation of the moderating role of foreign ownership in 

the relationship between short-term and long-term performance. Table 6 presents the 

tests of simple slopes and shows the relationship between short term and long-term 

performance at three levels of foreign ownership before the trade war. At -1sd (-0.033 

represent low foreign ownership), the relationship between short-term and long-term 

performance is positive and significant (coeff. = 1.261, p = 0.000). At the mean (0.000 
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represent medium foreign ownership), the relationship is positive and significant (coeff. 

= 1.416, p = 0.000). Finally, at +1sd (0.073 represent high foreign ownership) of the 

centered foreign ownership, the relationship is positive and still significant (coeff. = 

1.761, p = 0.000). Table 7 is the results for testing the simple slopes after the trade war. 

 Table 6: Conditional effects of the predictor at values of the moderator in  

the 2011-2017 period 

  FO effect se t p LLCI       ULCI 

-0.033 1.261 0.087 14.532 0.000 1.091       1.413 

 0.000 1.416 0.080 17.796 0.000 1.260       1.572 

 0.073 1.761 0.118 14.862 0.000 1.529       1.994 

       

Table 7: Conditional effects of the predictor at values of the moderator in 2018 

  FO effect se t p LLCI ULCI 

-0.040 1.217 0.243 5.001 0.000 0.736 1.697 

 0.000 1.694 0.256 6.625 0.000 1.189 2.199 

 0.078 2.640 0.528 5.002 0.000 1.598 3.683 

       

 

  
Figure 1: The effect of interaction term between 

foreign ownership and short-term performance on 

long-term performance in 2011-2017 

Figure 2: The effect of interaction term between 

foreign ownership and short-term performance on 

long-term performance in 2018 

 Figure 1 is the plot of the conditional means on long-term performance at each 

combination of short-term performance and the moderator as the results on Table 6. It 

shows that relationship is more strongly positive at +1sd when foreign ownership 

higher. Moderating effect after the U.S.-China trade war period is presented in figure 
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2. The figure illustrates that moderating effect is more supported with high foreign 

ownership ratio and much different among levels of foreign ownership. With the tests 

of PROCESS macro tool, Hypothesis 2 is supported during the period 2011-2018, both 

before and after the U.S.-China trade war. 

Although the results of moderating effects are different under two methods. The 

PROCESS model gives much more clearly indicators about the moderating effect of 

foreign ownership than regression method. When using regression models, foreign 

ownership is not as moderator variable on short-term performance and long-term 

performance relationship from 2011 to 2017 but results from PROCESS shows the 

moderating effect of foreign investment in that period. In both methods, the 

moderating effect after the trade war is stronger than before the trade war. Our 

findings are consistent with previous studies (Gorthels and Ooghe, 1997; Khawar, 

2003; Douma et al., 2003; Alan and Steven, 2005; Yavas and Erdogan, 2016) on the 

role of foreign investment in firm performance. Our findings provide useful 

information for emerging countries on attracting foreign investors after the trade war. 

5. Conclusion and suggestions  

The main goal of this research is to test the role of foreign investment and growth 

opportunity on short-term and long-term performance relationship before and after the 

U.S.-China trade war. This study proposes the mediating and moderating effects among 

foreign ownership, growth opportunity and firm performance in Vietnam - an emerging 

market in ASEAN. Furthermore, this research has filled the gap of literature on the issue 

of business efficiency in short-term and long-term performance through capacity 

development and foreign investment, especially during the U.S.-China trade war.  

Our findings show that the mediating and moderating effects are different before 

and after the trade war. Regarding the mediating effect, the impact of growth 

opportunity on the relationship between short-term and long-term performance before 

the trade war is slightly larger than after the trade war. Therefore, the existence of 

growth opportunity still has an impact on the short-term and long-term firm 

performance amid the trade war. When the war trade tensions erupted, the shift of 

investment decisions is inevitable to avoid the influence of risk as well as the change 

of economic policies. For that reason, the effect of foreign investment after the trade 

war is vastly different than before the trade war. ASEAN has benefited greatly from 

the diversion of investments due to the U.S.-China trade war since firms are seeking to 

change their supply chain strategies and relocate their manufacturing facilities from 

China. Many multinational firms are planning new investments and adopt the "China 
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+1" strategy to diversify and reduce their vulnerability to any trade tensions. Vietnam 

as well as ASEAN is a popular "+1" destination.  

Empirical results of this study will add to the knowledge related to foreign 

ownership-growth opportunity-firm performance relationship in emerging countries. 

Our findings offer managers in the aspects of considering the efficiency of business in 

the short-term or the long term. It also helps firms in emerging markets on 

constructing their ownership structures during the trade war. 

The sample firms used in this study are from Vietnam. Therefore, the findings 

may be valid for Vietnam and other developing countries with similar financial and 

political conditions. In order to capture the overall picture of emerging markets, future 

research could expand the sample to other ASEAN countries. Secondly, the data is 

taken from 2011-2018 including only one year after the start of US-China trade war. 

Studies in the future may use longer datasets after the trade war to re-examine these 

effects of the factors concerned. Lastly, this study uses a sample of listed firms in 

Vietnam. It is somewhat uncertain whether the conclusions we have obtained hold for 

private firms. Additional tests could be performed as researchers could collect the data 

from non-listed firms. 
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Abstract: 

Foreign direct investment (FDI) is an essential factor for economic growth, and the 

attraction of FDI inflow is a solution to foster economic growth in developing countries. 

Literature is well documented that FDI is determined by many factors, of which official 

development assistance (ODA) has a controversy impact on FDI depending on complementary or 

substitute effects between these two capital flows. This study investigates the impacts of ODA on 

FDI, and whether this impact is different cross-province with hetero-quality of governance. By 

using the fixed-effect and dynamic generalized method of moments (GMM) estimation models for 

a balanced panel during 2006-2017, this paper examines the impacts of ODA on FDI in Vietnam. 

The estimated results indicate a negative impact of ODA on FDI at the provincial level in 

Vietnam, but the effect is different cross-provinces with different proxies of the quality of 

governance. These empirical results shed light on the ODA allocation policies and management 

to increase the attractiveness of FDI inflow in Vietnam. 

Keywords: FDI, impact, ODA, provincial level, Vietnam. 

 

1. Introduction 

Foreign direct investment (FDI) plays a vital role in receiving countries, especially 

developing ones. It promotes economic growth through an increase in capital, new and 

modern technology, managerial skills, better governance, more extensive market 

expansion, and a better business environment. FDI is affected by different factors ranging 

from natural and social resources, institutions to economic and financial factors. There 

have been numerous studies considering how each of those factors can impact FDI. For 

example, Asiedu (2006) emphasizes the importance of factors related to natural resources, 

domestic market capacity, government‘s attracting policies, and the role of political 

stability. Azémar and Desbordes (2009) work on the importance of state governance, 

health - a component of human capital - in FDI attraction. Many studies emphasize the 
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role of official development assistance (ODA) in attracting FDI inflow. For instance, 

Selaya et al. (2008) argue that ODA would increase the marginal product of capital 

through supplementary capital resources such as invested projects on public infrastructure 

and human resources. However, ODA might crowd out private investment if it is provided 

as the physical capital. 

There are two main strands regarding the impacts of ODA on attracting FDI in 

previous studies. The former one covered research stating that ODA capital would be 

supplementary to FDI, for example, ODA invested in projects improving the human 

resource, building infrastructures such as roads, railroads, electricity as well as 

improvement of institutions and business environment. ODA invested in these areas 

should help to increase the marginal productivity of physical capital, which would result 

in more FDI inflow. The latter indicates that ODA in companion with FDI would build up 

domestic investment capital and directly contribute to the manufacturing production; for 

instance, ODA invested in production projects such as producing goods and services. As a 

result, the marginal product of capital would decline, and it would decrease the FDI 

inflows. Therefore, in both theories and empirical studies, the impacts of ODA on FDI are 

inconsistent. 

Vietnam is among countries receiving and effectively using ODA resources, and it 

would be one of the reasons explaining the continuous increase in ODA disbursement in 

Vietnam from 2000 to 2014. According to statistics of the Ministry of Investment and 

Planning, the total disbursed ODA was nearly 80 billion United States dollar (USD) by 

2017. This ODA has contributed to the progress in poverty reduction, construction of 

infrastructures, improvement in education, and public health as well as other socio-

economic fields. In accompany with ODA, Vietnam attracted a considerable amount of 

FDI during the same period, from 1993 to 2017, which accounted for 191.1 billion USD 

in about 29893 projects (General Statistics Office of Vietnam - GSO, 2018). This data 

poses the question of whether there is any interactive relationship between ODA and FDI 

attraction in the Vietnam context. 

This study examines the impacts of ODA on attracting FDI in Vietnam by using 

balanced panel data from 63 provinces and cities over the period 2006-2017. This 

research also discussed whether the impacts of ODA on FDI are different cross-province 

with better governance. Estimations revealed that ODA has negative impacts on FDI 

inflow, and this impact is indifferent across-provinces with better governance. This study 

would contribute to the literature by providing empirical evidence on the role of ODA in 
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attracting FDI at the provincial level within a developing country. This finding would 

shed light on the adjustment of strategies on ODA attraction and allocation in Vietnam. 

Following this introduction, section 2 provides a literature review on the impacts of 

ODA on FDI. Section 3 mentions ODA and FDI in the Vietnam context. Section 4 

presents a theoretical model, empirically estimated models, and estimation issues. The 

data used in the paper is also presented in this section. Section 5 provides empirical results 

and discussion. Section 6 concludes the paper. 

2. Literature review 

The impacts of ODA on FDI have been inconsistently concluded whether these 

influences are positive or negative. The empirical finding shows a positive, negative, or 

even no impact of ODA on FDI, depending on the research sample as well as differences 

in economic conditions, technology, and typical characteristics of countries. Most 

researchers find a positive impact of ODA on FDI. For example, Yasin (2005) estimate 

the relationship between ODA and FDI based on data from 7 Sub-Saharan Africa (SSA) 

during 1990-2003. Karakaplan et al. (2005) carry out an empirical study on the effects of 

foreign aid on FDI based on the hypothesis that foreign aid receipts could result in the 

possibility of FDI receipts. These authors conclude that receiving countries would have 

more opportunities in receiving FDI. However, this would more possibly happen in 

countries with good governance and development in the financial market. 

Analyzing the impacts of ODA from Japan in promoting FDI in China, Serverine 

(2005) summarizes that Japan‘s aid has a positive impact on individual investors in China. 

Harms and Lutz (2006), Karakaplan et al. (2005) work on the relationship between ODA 

and FDI in a larger sample of developing countries. Karakaplanet al. (2005) show that 

ODA would create direct and negative impacts on FDI inflow. Also, good governance and 

development of the financial market would improve the impacts of ODA on FDI. On the 

other hand, Harms and Lutz (2006) state that in the case of the possibility to control the 

regulatory burden in the host country, the ODA might work as a complement to FDI. 

Especially, the catalyzing effects of ODA would be stronger in countries with unfavorable 

institutional environment. Asiedu et al. (2009) argue that ODA would minimize the risks 

of FDI in receiving countries. These should include the violation of contractual 

agreements, changes in laws and regulations, or the right-out nationalization of foreign-

owned property. The mitigation of these risks in receiving foreign aid could be based on 

either the countries that own FDI or other donors. Selaya and Sunesen (2012) conclude 

that ODA flow for additional inputs would improve marginal productivity and promote 

FDI flow. However, ODA directly invested in pure physical capitals would crowd out 
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individual investment. Their study indicates that the choice of investment into additional 

inputs would increase the marginal product of capital and investment attraction in 

developing countries, especially, this would not cause any conflicts with foreign capitals. 

By contrast, other studies demonstrate a negative relationship between ODA and 

FDI. Karakaplan et al. (2005) establish a hypothesis and use a sample of 97 countries 

during the period 1960-2004. Based on the generalized method of moments (GMM) 

estimation, their study gives robust evidence for negative impacts of ODA on FDI flow in 

nations with poor governance policies and a shortage of financial markets. Kimura et al. 

(2009) show that ODA, in general, would not have significant effects on FDI. Kosack and 

Tobin (2006), and Jansky (2012) argue that ODA and FDI would be either 

complementary or substitute for each other. Kosack and Tobin (2006) believe that ODA 

and FDI are the two separate financial sources, which would have their influences on the 

economy of each country. By setting up a database from 103 countries over the period 

1970-1999, these authors figure out that ODA would promote the growth in poorer 

countries (low development), and FDI would be a good investment for developed 

countries as well as developing ones; which is not influenced by ODA. 

An interesting point suggested by Kosack and Tobin (2006) is that FDI has no 

effects on the growth and human development in less developed countries. Jansky (2012) 

utilizes a research framework with different nations to discover the relationship between 

ODA and FDI. Then, he concludes that these two sources would not influence each other. 

This finding is supported in another research by Kosack and Tobin (2006), Kimura and 

Todo (2010), and Blaise (2005). However, results are dissimilar. While Blaise (2005) 

points out positive effects from ODA on infrastructure projects, Kimura and Todo (2010) 

find out no similar results. The latter authors state that there is no negative result related to 

the rent-seeking effect, but there is a positive result from the Vanguard effect (this would 

happen when foreign aid from the host country might promote FDI from that country 

rather than any others). 

Despite numerous studies as mentioned above, there has been no research focusing 

on different impacts of the two capital sources in a specific country. Our research would 

provide a clearer picture as an answer to the question of whether the impacts of ODA on 

FDI in Vietnam exist. The theoretical and empirical models have been developed in the 

following section. 
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3. FDI and ODA in Vietnam 

In 1987, the Law of Foreign Investment in Vietnam was officially put into effect, 

which brought about the first legislative foundation for the attraction of FDI into Vietnam. 

According to the Foreign Investment Agency (Ministry of Investment and 

Planning), after more than 30 years (1987-2019) ―welcoming‖ FDI capital, Vietnam 

attracted more than 27900 FDI projects, with a total registered capital of more than 349 

billion USD from 126 countries and territories in the world. Disbursement was 194 billion 

USD, equal to 55% of total registered capital. FDI was a substantial foreign 

supplementary source (accounting for 25% of total annual social investment) with high-

quality capitals in terms of technology and managing experience. However, in the first 

phase, FDI attraction was a lack of filtration, which focused on the number of projects and 

the size of capital. Many provinces, due to high expectations of FDI attraction, offered 

FDI-favorable policies, which exceeded the ―standard frame‖ in spreading the ―red 

carpet‖ for FDI without any concern about the quality of projects. As a result, 94% of FDI 

enterprises received low and out-of-date technology (Ministry of Planning and 

Investment, 2018); only 4.3% of the total FDI projects implemented the technology 

transference for FDI enterprises in Vietnam (World Economic Forum, 2016); there was a 

shortage of prominent investors from developed countries in either Europe or America, 

and FDI enterprises have seriously caused environmental pollution. Recently, the 

Resolution 50-NQ/TW dated August 20
th
, 2019, on ―Orientation for the completion of 

institutions, policies for the improvement of quality and efficiency of co-operation in 

foreign investment towards 2030‖ was issued to provide instructions on attracting FDI in 

the new context. This resolution emphasizes the autonomy in FDI attraction with a 

selective basis, which should concentrate on quality, efficiency, technology, and 

environment protection. 

Vietnam has received more than 80 billion USD from ODA sources with 

preferential loans. It makes the country become one of the biggest ODA receivers in the 

world. At first, ODA is provided through grant aids, which account for a large proportion 

of ODA. When Vietnam joins the group of average income countries, there is a dramatic 

decrease in granted aids, while preferential loans and trade loans still increased. It poses a 

big challenge for provinces and cities in Vietnam to foster their capabilities and actively 

apply innovations in project implementation to promote ODA disbursement. The 

orientation for ODA attraction in Vietnam is pursuing a ―mixture‖ loan policy, which 

would reasonably combine ODA loans, preferential, and foreign loans for socio-economic 

development of the country; also, provinces and cities should continue search for and take 
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advantage of loans from foreign preferential sources based on their guarantee for 

repayment, debt security, and national financial security. The ODA capitals should be 

prioritized in the construction of infrastructures, institutional reforms, and business 

environment rather than allocated into manufacturing sectors, which are a strength of the 

private sector. 

4. Methodology 

4.1. Theoretical models 

This paper setups a theoretical model based on assumptions of an opened economy 

with output per capita y, which grows by two factors: (i) the accumulation of physical 

capital per capita k, and (ii) improvement of total factor productivity A. Thus, the Cobb-

Douglas production function of this economy can be rewritten as     , in which α is 

constant that satisfies 0 ≤ α ≤ 1. It is also assumed that the ODA contributes to outputs by 

increasing physical capital accumulation k and through the complementary factor or total 

factor productivity
143

.  

Assume that a proportion θ of the ODA inflow (0 ≤ θ ≤ 1) contributes to the 

complementary factor and (1-θ) helps to increase physical capital accumulation. The 

ODA flow increasing the initial stock of the total factor productivity:             

where oda is the ODA per capita, a0 is an initial value of ODA per capita. In an opened 

economy, the physical capital accumulation is funded by both domestic saving and FDI, 

thus, the capital accumulation per capita can be expressed: 

 ̇                      or 

 ̇                                      (1) 

Where n is the growth rate of the population; δ is the depreciation rate, which is 

constant; s is saving rate, and fdi is FDI per capita. According to the Solow model, at the 

steady state, the level of capital stock is no longer changed, so  ̇= 0 at any point in time. 

In a small opened economy with free international mobility of capital, the return to 

physical capital (MPK) is the same across country. Any increase of the foreign capital 

should reduce the MPK in the recipient country and will tend to crowd out the other 

sources of capital. When saving is given, any increases in foreign aid partly increasing 

physical capital would tend to crow out the FDI. The other part of the foreign aid has a 

complementary effect on the total factor productivity through better governance or 
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For example, if the ODA invests into applying modern technology in agricultural productions or other productive 

sectors, it would refer to supplementary capital. When the ODA is spent on road infrastructure projects or projects 

improving the quality of governance institutions, it refers to a complimentary factor or total factor productivity. 
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modern production technology, which would help to increase the MPK and attracting 

more FDI inflow. Remember that more physical capital makes a higher income, then, in 

turn, it increases domestic saving and investment. The higher domestic investment would 

lower the MPK and thereby reduce additional attracted FDI inflow.  

Based on the equation (1), we now derive the flow FDI per capita as a function of 

ODA per capita at the steady state:  

                                  

In which   is the level of capital at the steady state. By taking the partial 

derivative with respect to oda, we obtain: 

    

    
       

   

    
                   

   

    
              

           

Equation expressed in (2) shows components involved in the effect of foreign aid, so 

we can theoretically conclude that ODA has either a positive, negative or no impact on 

FDI. Therefore, the net impact of foreign aid on FDI is ambiguous in theory. It is worthy 

to further investigate empirical evidence to predict the ODA and FDI relationship to shed 

light on policies of ODA and FDI management. 

4.2. Empirical model 

Literature reveals that many factors affect FDI inflows. The importance of 

infrastructure, economic development, governance, culture, and social factors of the host 

countries in attracting FDI inflows has been found in many previous studies (Dunning, 

2001; Globerman and Shapiro, 2002; Egger and Winner, 2006; Asiedu, 2006; Azémar and 

Desbordes, 2009; Opoku, 2015; Yiheyis and Cleeve, 2018). Together with the above 

factors, this paper argues that ODA is an important factor determining FDI inflow as well. It 

is different from the others, however, that the impacts of ODA on FDI are examined at the 

provincial level, where political regime, institutional, and cultural factors insignificantly 

vary. We argue that ODA has a positive impact on FDI inflow, and this effect is stronger in 

the provinces where there are better governance and large provincial size. 

                                      

                                           

in which, the dependent variable is FDI inflow measured in a logarithm, actual ODA 

is in log form, X is a vector of other control variables,    is unobservable province-

specific factors,    is unobservable time factors, and     is independent and identically 

distributed error terms, which are unobservable both from province-specific and time 
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factors. The vector X includes common factors that determine FDI inflow in the literature, 

such as GDP, level of openness, human capital, population, quality of governance, and 

state budget size. No further control variable is added here because the omitted variables 

bias is substantially reduced by including a full set of time dummies, individual province 

effects, the initial level of GDP per capita, and the lagged level of the dependent variable. 

4.3. Estimation issues and methods 

The estimated model specified in equation (3) may have the following potential 

issues. First, it is common in the macro data that aggregation and measurement errors are 

potential in the annual time series variables. To overcome these problems and in 

recognition of the fact that ODA and FDI may take time before their effects are felt, we 

use a three year-averaged series, which is suggested by Kimura and Todo (2010) and 

Yiheyis and Cleeve (2018) for the relatively short sample period. The three year-average 

time series also possess the advantage of dealing with missing observations. From our 

dataset, it is a relatively short sample period 2006-2017; thus, we get four three-year-

average periods. In this case, estimation methods controlling for province-specific effects, 

such as fixed effects and random effects, which is specified in (3a), should be used. 

Second, it is the possible endogeneity of the ODA variable. As the argument of 

Harms and Lutz (2006), international donors systematically disburse more foreign aid to 

those countries that are neglected by private foreign investors. It would raise the issue of 

potential endogeneity and simultaneity bias. The estimated procedure to overcome the 

endogeneity is as follows: (i) We start to estimate the model specified in (3) with an 

instrumentation strategy that follows cross-province studies and use lags of the own 

foreign aid variables, and lags of other control variables included in the model. (ii) We 

then use the dynamic GMM for the panel data method introduced by Arellano and Bond 

(1991), which relies on lagged levels as instruments for regressions in first differences. In 

this regard, the estimated model is in (3b), and the dynamic GMM for the panel data with 

robust procedures will be applied. 

                                                    

                     

4.4. Data 

In this study, the provincial data are collected from two main sources: General 

Statistics Office (GOS) and Vietnam Chamber of Commerce and Industry (VCCI), which 

cover 63 provinces/cities in Vietnam over the period 2006-2017. The first data source is 

comprised of provincial data related to Gross Domestic Product (GDP), ODA, FDI, 
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export turnover, import turnover, state budget expenses, which are all measured in billion 

dongs at the 2010 constant prices. In this database, the seasonality is adjusted by the Holt-

Winter technique. The other two variables of population and trained labor are measured in 

the number of people. The above data are exogenously processed and tested for 

consistency and homogeneity by the GSO. 

The second source includes two sub-indexes of provincial competitiveness index 

(PCI) calculated by VCCI and with assistance from the US Agency for International 

Development (USAID). These indexes reflect the quality of governance in 

provinces/cities, including transparency and informal charges/corruption control. The 

transparency index measures whether firms have access to the proper planning and legal 

documents necessary to run their businesses, whether those documents are equitably 

available, whether new policies and laws are communicated to firms and predictably 

implemented, and the business utility of the provincial webpage. Informal 

charges/corruption control measures how much firms pay in informal charges, how much 

of an obstacle those extra fees pose for their business operations, whether payment of 

those extra fees results in expected results or "services," and whether provincial officials 

use compliance with local regulations to extract rents.  

These two sub-indexes are standardized among all provinces/cities and calculated 

with variation from 0 to 10. The higher the number is, the better quality of governance 

would be. Their computation methods are presented at 

―http://eng.pcivietnam.org/about/pci-methodology/‖. Basic statistics of the variables are 

clarified in Table 1. 

Table 7: Some descriptive statistic of variables 

Variables Obs. Mean Std. Dev. Min Max 

Log of FDI 756 6.019191 2.467934 0 10.74789 

Log of ODA 756 5.585992 1.878948 0 10.10123 

Log of GDP 756 9.98705 0.92493 7.504006 13.36246 

Openness 756 1.090949 1.662131 0.002516 16.39943 

Log of population 756 7.05315 0.570727 5.669881 9.021755 

Log of state revenue 756 8.43387 0.997028 5.996576 12.32935 

Log of trained labor 756 4.520198 0.768337 2.532903 7.403853 

Transparency 756 5.908611 0.827163 2.15 8.85 

Corruption control 756 6.062593 1.020817 2.81 8.94 
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5. Empirical results and discussion 

The paper checks if multicollinearity exists among independent variables in both 

estimated models. The Pearson correlation matrix is computed and presented in Appendix 

1. The correlations among the variables are so low that no evidence of multicollinearity is 

suspected. To estimate the impacts of ODA on FDI specified in the model (3a), it is 

necessary to test if the fixed-effects or random-effect model is consistent. Testing results 

indicate that the fixed-effects model is consistent, and it is used to estimate the impacts of 

ODA on FDI in Vietnam. Also, we use the dynamic GMM for panel estimation models to 

deal with potential endogeneity in the relationship between ODA and FDI, which 

develops by Arellano and Bond (1991). The estimated results are presented in Table 2. 

Table 8: Estimated results of the impacts of ODA on FDI 

 The fixed Effect Dynamic GMM models 

 (1) (2) (3) (4) 

Log of ODA -0.0537* -0.0505* -0.0619** -0.0680** 

 (0.0306) (0.0293) (0.0283) (0.0293) 

Log of GDP 1.300*** 1.584*** 0.00809 0.0108 

 (0.4070) (0.4060) (0.6170) (0.6180) 

Openness 0.154*** 0.139*** -0.0158 -0.0166 

 (0.0420) (0.0422) (0.0552) (0.0551) 

Log of Population -3.307** -2.912* 2.616 2.856 

 (1.4720) (1.5010) (2.8100) (2.8140) 

Log of state budget 0.0953 0.0768 0.103 0.0972 

 (0.0671) (0.0675) (0.0765) (0.0767) 

Log of trained labor -0.157 -0.16 0.0868 0.0258 

 (0.2890) (0.2950) (0.3690) (0.3730) 

Transparency  0.207***  0.0761**  

 (0.0607)  (0.0390)  

ODA*Transparency 0.5584*  0.8641  

 (0.3306)  (0.7580)  

Corr.Control  0.918**  0.309 

  (0.4030)  (0.3730) 

ODA*Corr. Control  23.7409  2.8831 

  (15.4953)  (3.4090) 

Lag (1) of log FDI   0.146** 0.143** 

   (0.0585) (0.0586) 

Constant 15.17* 8.213 -14.67 -16.34 

 (8.7130) (9.4200) (15.7700) (16.1700) 

Observations 756 756 630 630 

Adj. R-sq 0.23 0.24   

The paper uses the fixed-effect models to estimate the impacts of ODA on FDI. 

Empirical results presented in column (1) are estimated from the equation (3a), in which 

the quality of provincial governance is proxied by the transparency index and its 

interaction with ODA. Column (2) shows the estimated results from equation (3a) with 
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the quality of provincial governance proxied by the corruption control index and its 

interaction with ODA. Similarly, columns (3) and (4) present estimated results by using 

the dynamic GMM estimated model, which is presented in the equation (3b). 

Empirical results from both fixed-effects and dynamic GMM panel models indicate 

that ODA hurts FDI. The results suggest ODA and FDI are substitutes, and ODA 

contributes to economic growth by increasing physical capital. When ODA is invested as 

a substitute for FDI, it will make the marginal product of capital decreasing, and then 

lower FDI inflow is as theoretically predicted. This empirical result suggests that ODA 

allocated into provincial has not been served as a supplementary capital source for 

provincial capitals such as invested in the human capital, infrastructures, institutional 

reforms, and improvement of quality of governance. Therefore, the contribution of ODA 

has not been fostered the marginal product of capital and FDI inflow at the provincial 

level. This result is explainable at the provincial level where they can use the ODA 

resources, but they use to have no strict responsibility for their investment. It would lead 

to the lower efficiency of ODA, corruptive local government, and then do not attract more 

FDI inflow into the provinces. 

Another estimated result is that the negative impacts of ODA on FDI are not 

different across-province with varying quality of governance. The estimated result 

indicates that interaction terms between ODA and composite governance variable, 

including transparency and corruption control, turned out to be mixed, statistically 

insignificant for the interaction terms of ODA and corruption control, but statistically 

significant at 10% for the interaction term of ODA and transparency. These empirical 

results suggest that ODA allocation based on transparency can mitigate the attractiveness 

of recipient province to foreign private investors. However, the impacts of ODA on FDI 

are not different when ODA is allocated among provinces based on their corruption index. 

Besides, there are some interesting empirical results. Provinces with higher openness 

of their economy would attract more FDI; provinces with a better quality of governance 

have statistically significant effects on FDI inflow. These results suggest the importance 

of integration and quality of provincial governance on FDI attractive policies.  

6. Conclusion 

This paper investigates the impacts of ODA on FDI at the provincial in Vietnam 

over the period 2006-2017. The empirical results are obtained by using the fixed-effect 

and dynamic GMM for panel estimation techniques. Estimated results reveal that ODA 

has a negative impact on FDI inflow at the provincial level, and the impact is stronger in 
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those provinces that have a better quality of governance proxied by the transparency 

index. The results suggest that ODA has been used as a substitute for FDI, or in other 

words, it has not improved the attractiveness of recipients to foreign private investors. The 

positive effects of two proxies for quality of governance on FDI inflow into provinces 

would imply that ODA should be allocated to make institutional changes that would make 

the impact of ODA more meaningful in signaling investment to foreign investors. 

The estimated results have implications. First, ODA attraction and allocation should 

be focused on areas that would increase the attractiveness of FDI. It should be considered 

a new agenda for ODA allocation and management in Vietnam, and ODA should not be 

allocated to the state-owned enterprises for their production expansion. Second, provincial 

governments should gradually improve their governance, focusing on transparency and 

corruption control. Actions that make better provincial governance would increase the 

attractiveness of foreign investors; also, they increase the impacts of ODA on FDI at the 

provincial level. Third, it is a potential role that a decrease in ODA when Vietnam 

becomes a low, medium-income country, could be offset by FDI because of the 

substitution effects between ODA and FDI. 
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Appendix 1: Pearson correlation matrix among independent variables 

 (1) (2) (3) (4) (5) (6) (7) (8) 

(1) Log of ODA 1        

(2) Log of GDP .31* 1       

(3) Openness .11* .43* 1      

(4) Log of population .37* .84* .25* 1     

(5) Log of state revenue .04* .21* .17* .09* 1    

(6) Log of trained labor .31* .84* .36* .85* .15* 1   

(7) Transparency .11* .30* .14* .20* .06* .26* 1  

(8) Corruption control -.02* .09* .06* .03* -.05* -.19* .01* 1 
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